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AMENDMENTS  TO  THE  COMMUNICATIONS  ACT 
OF  1934 


FRIDAY.  APRIL  27.  1979 

U.S.  Senate, 
Committee  on  Commerce,  Science,  and  Transportation, 

Subcommittee  on  Communications, 

Washington,  D.C. 
The  subcommittee  met  at  2  p.m.  in  room  6226,  Dirksen  Senate 
Office  Building,  Hon.  Barry  Goldwater  presiding. 
Senator  Goldwater.  The  meeting  will  come  to  order. 
You  gentlemen,  members  of  the  panel— Mr.  Bresnan,  Mr.  Arlow, 
Mr.  Koch,  Mr.  Leghorn,  and  Mr.  Onstad,  will  you  please  be  seated. 
And  because  Mr.  Onstad  Heis  an  airplane  to  catch,  we  will  let  him 


b^n. 
You 


You  gentlemen  can  testify  by  reading  your  full  text,  if  you  v/ant 
to,  or  summarize  and  we  will  include  your  full  statement  in  the 
record. 

STATEMENT  OF  PHILIP  C.  ONSTAD,  MANAGER  OF 
TELECOMMUNICATIONS  POLICIES.  CONTROL  DATA  CORP. 

Mr.  Onstad.  Mr.  Chairman  and  members  of  the  subcommittee, 
my  name  is  Philip  C.  Onstad  and  I  am  manager  of  telecommunica- 
tions policies  for  Control  Data  Corp.  My  area  of  responsibility 
includes  domestic  and  international  telecommunications  policies  as 
well  as  security  and  privacy  policies  for  data  processing  service 
offerings. 

I  have  been  involved  in  matters  of  international  telecommunica- 
tions and  transborder  data  flows  for  a  number  of  years.  I  am 
chairman  of  the  International  Relations  Committee  of  the  Associ- 
ation of  Data  Processing  Service  Organizations,  ADAPSO,  and  vice 
chairman  of  the  Telecommunications  Committee  of  the  Computer 
and  Business  Equipment  Manufacturers  Association,  CBEMA. 

I  participate  in  the  work  of  the  United  States  Organization  to 
the  Consultative  Committee  for  International  Telegraph  &  Tele- 
phone— CCITT — and  have  been  privileged  to  be  a  member  of  the 
U.S.  delegation  to  the  CCITT  Study  Group  III  on  rates,  tariffs,  and 
regulations. 

Control  Data  is  a  worldwide  supplier  of  data  processing  systems, 
equipment,  and  services,  as  well  as  financial  and  educational 
remote  computer  services  and  specialized  services  that  use  all  types 
of  switched  and  private  line  telecommunications  as  the  transporta- 
tion medium  between  Control  Data's  computer  centers  and  the 
terminal  equipment  of  its  worldwide  customers. 

Control  Data's  computer  centers,  when  combined  with  communi- 
cations, meld  together  to  form  a  worldwide  data  processing  net- 
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work  that  allows  users  almost  anywhere  in  the  free  world  to  have 
unlimited  computer  power  at  their  fingertips.  Remote  computering, 
or  time-sharing,  allows  many  users  to  share  a  single  data  process- 
ing system  and  also  to  share  the  cost  of  it,  thus  lowering  the  cost  to 
each  user. 

Control  Data  has  in  the  past  and  continues  to  vigorously  support 
deregulation  of  all  but  the  very  basic  communications  services  in 
the  United  States.  And,  in  a  related  area,  Control  Data  strongly 
advocates  that  no  new  restrictions  be  applied  to  the  information 
processing  industries.  Control  Data  vigorously  supports  the  doc- 
trine of  maximum  separation,  which  requires  subsidiaries  if  regu- 
lated carriers  engage  in  offering  unregulated  products  and  services 
of  any  type. 

Maximum  separation  has  been  tried  before  and  has  worked.  The 
Service  Bureau  Corp.,  of  which  I  was  an  employee,  was  separated 
from  its  then  parent  company,  IBM,  under  a  consent  decree  in 
1956.  It  was  then  acquired  by  Control  Data  and  is  today  a  success- 
ful division  of  that  company. 

You  will  have  an  opportunity  to  hear  more  about  maximum 
separation  and  how  it  has  worked  in  the  testimony  of  ADAPSO, 
which  will  be  presented  by  the  former  general  counsel  of  the 
Service  Bureau  Corp.  Therefore,  I  will  not  elaborate  on  this  issue. 

Today  I  would  like  to  comment  primarily  on  the  sections  of  S.  611 
and  S.  622  regarding  international  telecommunications. 

Information  processing  is  Em  important  and  growing  area  of 
world  trade  and  accounts  for  a  significant  positive  balance  of  pay- 
ments for  the  United  States.  It  has  important  ramifications  for 
foreign  policy,  national  defense  and  economic  growth.  The  United 
Stat^  is  second  to  none  in  the  development  and  applications  of 
technolc^  and  electronics,  information  processing,  and  telecommu- 
nications. Continued  U.S.  leadership  in  these  fields  is  critically 
important. 

Some  countries  are  concerned  with  the  U.S.  leadership  in  tele- 
communications and  data  processing  and  have  placed  restrictions 
on  the  use  of  international  telecommunications  services. 

Some  of  these  restrictions  are: 

One,  replacing  full-period,  international,  private-line  service  by  a 
service  which  utilizes  usage-sensitive  rates; 

Two,  transferring  all  data  transmission  to  value-added  networks 
which  are  often  less  efficient  for  users  who  transmit  high  volumes 
of  data; 

Three,  pricing  services  on  a  value-of-service  basis,  rather  than  on 
a  cost-related  basis. 

These  actions  would  either  increeise  prices  or  impose  technical 
restrictions  which  would  result  in  loss  of  efficiency  for  U.S.  firms. 
This  tends  to  form  artificial  trade  barriers  which  limit  the  ability 
of  U.S.  firms  to  compete  effectively  in  world  markets.  Availability 
of  telecommunications  to  transmit  information  of  all  types  affects 
the  economic  well-being  of  all  industries.  Restrictions  on  informa- 
tion flow  hamper  the  ability  to  carry  on  business. 

While  Control  Data  is  an  advocate  of  der^ulating  the  domestic 
telecommunications  industry,  it  is  extremely  concerned  with  any 
changes  in  the  r^ulatory  policies  concerned  with  international 
telecommunications  services.  Before  any  changes  in  international 
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telecommunications  policies  are  made,  serious  consideration  must 
be  given  to  the  international  implications  and  side  effects  of  such 
changes. 

Control  Data's  position  is  that  any  move  to  deregulate  or  modify 
r^Tulation  of  international  telecommunications  without  first  estab- 
lishing a  workable  international  environment  through  detailed  ne- 
gotiation in  bodies  such  as  the  CCITT  would  be  detrimental,  not 
only  to  the  U.S.  telecommunications  users,  but  also  to  users  in 
other  countries. 

If  a  workable  international  environment  is  to  be  maintained, 
certain  uniform  policies  must  be  agreed  upon.  And  the  United 
States  must  be  prepared  to  play  an  Eictive  role  in  the  policymaking 
procedure. 

Now,  I  would  like  to  comment  on  several  points  relating  to 
international  telecommunications  policy  in  the  proposed  l^isla- 
tion.  We  have  read  the  bill  and  have  attempted  to  analyze  the 
sections  pertaining  to  the  proposed  International  Facilities  Man- 
agement Corporation,  which  begin  with  section  242  of  S.  611. 

Generally,  we  feel  that  S.  611  has  taken  a  rather  innovative 
approach  and  one  which  may  solve  a  number  of  problems  regard- 
ing international  telecommunications  services  and  facilities.  How- 
ever, we  are  concerned  with  severtil  points — the  composition  of  the 
corporation's  Board  of  Directors,  as  outlined  in  section  243,  and  the 
function  of  the  corporation,  section  244,  subparagraph  2,  which 
states  the  corporation  is  authorized  to  "participate  as  the  designat- 
ed U.S.  representative  in  all  planning  and  negotiations  with  for- 
eign entities  on  matters  related  to  the  construction,  operation,  and 
use  of  international  transmission  facilities." 

While  we  do  not  think  that  it  was  the  intent  of  the  bill  to  give 
international  policymaking  powers  to  the  corporation,  the  state- 
ment that  I  have  just  quoted  leaves  open  the  question  of  who  has 
the  policymaking  authority,  and  we  have  not  been  able  to  find  this 
question  answered  by  any  other  sections  of  the  bill. 

Now,  if  you  will,  allow  me  to  comment  further  on  the  first  point 
I  raised  concerning  the  makeup  of  the  corporation's  Boaird  of  Direc- 
tors. Control  Data  is  deeply  concerned  that  the  provisions  made  for 
meeting  the  needs  and  requirements  of  "users"  is  very  ineidequate. 
Only  three  members  of  the  Board  will  represent  users,  and  those 
three  will  "be  selected  by  the  20  end-users  which  had  the  largest 
amount  of  expenditures  for  international  communications  in  the 
calendar  year  immediately  preceding  such  selection.  Each  such 
user  shall  be  entitled  to  voting  rights  proportionate  to  such  relative 
expenditures." 

First,  this  provision  could  very  well  lead  to  the  three  largest 
users  being  represented  on  the  Board,  since  they  would  have  the 
most  votes.  And  beyond  this,  regardless  of  which  three  users  are 
selected,  users  would  have  only  a  minority  position  on  the  Board. 
The  likely  result  is  that  the  U.S.  position  on  international  telecom- 
muniiiations  policy  may  not  represent  the  wide  spectrum  of  inter- 
national telecommunications  users. 

To  alleviate  this,  Control  Data  suggeste  that  more  users  be  repre- 
sented on  the  Board  of  Directors  of  the  corporation,  and  that  those 
directors  be  selected  in  a  more  equitable  mfinner  that  would  allow 
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for  the  requirements  of  all  users,  both  large  and  small,  to  be 
satisfied. 

The  second  point  that  I  want  to  make  concerning  international 
telecommunications  policy  relates  to  the  pressing  need  for  the 
United  States  to  exercise  more  active  leadership  in  the  formation 
of  international  telecommunications  and  information  policies  and 
standards,  within  such  groups  as  the  CCITT  and  the  Organization 
of  Economic  Cooperations  and  Development.  Today,  the  U.S.  par- 
ticipation in  this  area  is  very  limited.  For  example,  at  present 
there  are  only  four  official  U.S.  delegations  to  represent  United 
States  positions  and  protect  U.S.  interests  in  the  work  of  more  than 
30  CCITT  study  groups  and  panels. 

It  is  absolutely  essential  that  the  United  States  take  a  more 
active  role  and  a  very  positive  leadership  position  within  such 
groups  to  assure  the  establishment  of  policies  which  will  balance 
the  needs  of  offerors  and  users  of  telecommunications  services 
which  best  suit  needs  from  both  a  price  and  technical  standpoint. 

Third,  Control  Data  recommends  that  the  U.S.  Government  avail 
itself  of  the  immense  expertise  available — in  both  the  Government 
and  private  sectors — to  represent  the  United  States  on  internation- 
al telecommunications  policymeiking  bodies.  The  expertise  is  availa- 
ble today  from  both  the  Government  and  private  industry  to  insure 
that  this  is  carried  out.  The  United  States  should  not  arbitrarily 
limit  the  size  and  number  of  delegations  to  international  policy- 
making groups.  We  have  the  expertise  available;  we  should  put  it 
to  use  to  further  the  public  interest. 

Fourth,  the  United  States  should  establish  or  designate  an  entity 
within  the  Government  with  the  authority  and  responsibility  to 
assure  that,  once  international  telecommunication  policies  are  es- 
tablished, they  are  adhered  to  by  all  countries,  and  £uiy  violations 
are  rectified.  Without  a  strong,  single  policymaking  entity  with 
enforcement  authority,  there  can  be  no  meaningful  U.S.  interna- 
tional telecommunications  authority. 

Thank  you  for  allowing  me  the  time  to  offer  my  comments  this 
morning.  Because  of  time  constraints,  I  would  appreciate  your 
leave  to  submit  more  detailed  written  comments. 

I  hope  that  you  will  seriously  consider  the  suggestions  made  on 
behalf  of  Control  Data.  We  strongly  believe  that  they  will  benefit 
both  the  United  States  and  the  telecommunications  and  data  proc- 
essing industries. 

Thank  you,  Mr.  Chairman.  [The  following  information  was  subse- 
quently received  for  the  record:] 


The  Btatment  that  follows  is  a  supplement  to  the  testimony  delivered  on  behalf  of 
the  Control  Data  Corporation  (Control  Data)  before  the  Subcommittee  on  Communi- 
cations of  the  Committee  on  Commerce,  Science  and  Transportation  on  April  27, 
1979.  This  statement  contains  responses  to  questions  asked  by  members  of  the 
Subcommittee  and  b^  its  staff. 

In  this  earlier  testimony.  Control  Data  expressed  deep  concern  about  the  ramifica- 
tions of  legislation  making  any  significant  changes  in  United  States  participation  in 
the  international  telecommunications  environment  if  no  detailed  analysis  had  first 
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been  made  of  the  effect  of  the  changes.  Control  Data  teatiTied  also  that  there  was  a 
great  need  for  more  and  better  leadership  by  the  United  States  in  the  intemBtional 
t«lecom!nunications  area,  and  pointed  out  that  this  problem  was  one  of  many  in  the 
area  of  international  telecommunications  policy.  Control  Data  was  asked  to  make 
BuKestionH  about  how  to  ameliorate  these  problem] 

The  importance    "  '  ■    -  .1  -  •!  r-        ^ 

communications  it _,     __.„...„ 

trade  and  commerce.  Information  has  become  a  product  of  critical  and  basic  impor- 
tance in  international  trade,  much  hke  petroleum.  Like  petroleum,  world  trade  in 
information  requires  the  existence  of  an  effective  world-wide  delivery  system,  that 
is,  of  effective,  world-wide  telecommunications  media. 

Specific  recommendations  on  ways  to  deal  with  the  broad  iaaue  of  how  the  United 
States  can  most  effectively  participate  and  exert  leadership  in  the  area  of  intema- 
tional  telecommunications  can  best  be  understood  if  deficiencies  in  the  current 
method  of  United  States  participation  in  international  telecommunications  are 
made  clear. 

A.  THE  PROBLEMS 

1.  Then  it  no  central  authority  to  establish  overall  policy  far  the  United  States 
regarding  international  telecommunications 

Today,  there  is  no  coordinated,  articulated  international  telecommunications 
policy  for  the  United  States.  There  is  no  single  governmental  body  that  has  the 
charter  to  create  and  maintain  such  policy. 

The  United  States  must  participate  in  many  international  bodies  where  telecom- 
munications policies  are  set,  such  as  the  World  Administrative  Radio  Conference 
(WARC),  the  Consultative  Committee  on  International  Telephone  and  Telegraph 
(CCriT),  the  Consultative  Committee  on  International  Radio  (CCIR),  and  the  Inter- 
national Frequency  R^istration  Board  (IFRB).  (The  latter  three  are  part  of  the 
United  Nations  International  Telecommunications  Union  (ITU)  Convention.)  In  ad- 
dition, in  order  to  establish  or  use  international  circuits.  United  States  telecommu- 
nications carriers  and  users  must  deal  with  the  foreign  agencies,  ministries  or 
administrations  of  each  nation  to  which  there  is  an  international  circuit.  These 

government  entities  create  and  articulate  international  telecommunications  policies 
)r  their  governments.  U.S.  carriers  must  also  often  deal  with  government-con- 
trolled foreign  carriers.  There  is  no  single  governmental  body  to  establish  the  U.S. 
policy  to  be  applied  in  these  different  international  telecommunications  forums. 
There  are,  however,  at  least  three  entities  in  the  United  States  Government 
which  puiport  to  have  responsibility  in  the  area  of  international  telecommunica- 
tions: (1)  The  National  Telecommunications  and  Information  Administration  (NTIA) 
of  the  Department  of  Commerce;  (2)  the  Oflice  of  Internationa!  Communications 
Policy  at  me  Department  of  State;  and  (3)  the  Federal  Communications  Commission 
(FCC).  (Some  matters  are  also  partially  handled  through  the  White  House  telecom- 
munications policy  staff.) 

No  one  of  these  government  entities  is  charged  with  ultimate  authority  to  and 
responsibility  for  U.S.  international  telecommunications  policy.  NTIA  is  chartered, 
inter  alia,  to  "serve  as  the  President's  principal  advisor  on  telecommunications 
policies  pertaining  to  economic  and  technological  advancement  .  ,  .",  to  "[d]evelop 
and  set  forth,  in  coordination  with  the  Secretary  of  State  and  other  interested 
agencies,  plans,  policies  and  programs  which  relate  to  international  telecommunica- 
tions issues,  conferences  and  negotiations;  .  .  .  coordinate  .  .  .  preparations  for 
U.S.  participation  in  international  telecommunications  conferences  and  negotia- 
tions; provide  advice  and  assistance  to  the  Secretary  of  State  with  respect  to  inter- 
national telecommunications  policies  to  stren^hen  the  position  and  serve  the  best 
interests  of  the  United  States  in  the  conduct  of  foreign  affairs  .  .  .  [and]  provide  for 
the  coordination  of  the  telecommunications  activities  of  the  Executive  Branch.  .  .  ." 
United  States  Department  of  Commerce,  Department  Organization  Order  10-10,  §6, 
nil  .01,  .04  and  .05,  issued  May  12.  1978,  effective  May  11,  1978, 

The  Office  of  International  Communications  Policy  at  the  State  Department  is 
part  of  the  Deputy  Assistant  Secretaryship  for  Commercial  and  Telecommunications 
Affairs.  Its  very  vague  charter  is  to    develop  policy  recommendations  and  approved 

Klicy  programs  concerning  international  telecommunications."  Organization  and 
nctions,  Foreign  Affairs  Manual,  Department  of  State.  Vol.  I,  Section  312.2.  The 
FCC,  given  broad  statutory  authority  to  regulate  "world-wide  wire  and  radio  com- 
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munication  by  wire  or  radio"  and  "foreign  transmission  of  energy  by  radio,"  47 
U^.C.  9S  2,  3(0,  as  a  practical  matter,  regulates  international  teteconiniunications 
policy,  facilities  and  service  through  its  Section  214  construction  authorization 
autiiority  and  throuch  it-,  authority  to  regulate  service  and  charges.  47  U.S.C.  S  201. 
FCC  regulation  detus,  of  necessity,  more  with  technical,  ahort-term  and  limited 
questions  than  with  broad,  long-term,  general  policy  questions.  The  FCC  primarily 
enjrages  in,   by  statutory  command,   regulation,   not  policy   planning  or  analysis. 

The  lack  of  anv  single  agency  with  the  responsibility  and  charter  to  establish  U.S. 
international  teiecommunicationa  policy  results  in  fragmentation  of  policy.  The 
Subcommittee  has  recognized  this  problem,  at  leaat  in  part,  in  Section  241  of  S.  611 
and  Section  256  of  S.  622.  Existing  government  entities,  each  with  a  different  and 
limited  charter,  each  lacking  a  atatutorily-mandated  method  to  coordinate  with  each 
ottier,  develop  their  own  policy.  These  multiple  policies  are  ollen  inconsistent, 
contradictory,  and  fragmented.  As  a  consequence,  U.S.  policy  in  the  international 
arena  is  announced  in  many  voices.  Responsibility  for  articulation  of  and  coordina- 
tion of  this  policy  is  duplicative. 

Today,  the  closest  thmp  the  United  States  has  to  an  overall  policy-making  entity 
in  international  communications  is  the  United  States  Preparatory  Committee  to  the 
CCnr,  The  Preparatory  Committee  now  exists  pursuant  to  a  charter  from  the  State 
Department.  It  is  an  open  forum,  open  to  the  participation  of  all  interested  entitites. 
Like  the  CCTTT  itself,  the  Preparatory  Committee  is  organized  into  Study  Groups 
divided  by  different  functions.  The  Study  Croupe  focus  on  establishing  U.S.  policy 
for  international  facilities  planning,  standards,  operations  and  services.  The  Pre- 
paratory  Committee  (and  the  Study  Groups)  develop  and  submit  to  the  CCi'i'r 
United  States  contributions  to,  policy  for,  and  positions  on  issues  to  be  considered  by 

theccnr. 

This  Preparatory  Committee  has  functioned  well,  but  it  is  not  an  adequate  mecha- 
nism for  the  fmal  development  or  enforcement  of  U.S.  international  telecommunica- 
tions policy.  There  is  still  a  need  for  a  centralized,  coordinating  entity  with  broad 
statutory  responsibility  and  Congressionally-mandated  authority. 
S,  There  is  no  central  authority  lo  negotiate  the  basic  ground  ruiei  for  international 
telecommunications  services  between  the  United  Slates  providers  of  such  services 
aTid  governmental  telecommunication  authorities  of  foreign  nations 
United  States  international  telecommunications  services  are  offered  on  a  competi- 
tive basis  by  private  organizations,  that  is.  the  United  States  international  voice  and 
record  earners.  This  is  not  true  in  the  rest  of  the  world,  as  is  noted  in  Section  241  of 
S.  611.  In  foreign  nations,  domestic  and  international  telecommunications  activities 
are,  in  most  cases,  the  sole  province  of  government  monopoly  agencies  or  organiza- 
tions. As  a  result,  the  pluralistic,  non-governmental  and  competitive  United  States 
international  telecommunications  carriers  must  n^otiate  with  government  agen- 
cies, administrations  or  ministries  of  foreign  nations — or  their  governmentcon- 
trolled  monopoly  carriers— to  establish  facilities  and  services  for  international  tele- 
communications between  their  specific  carrier  companies  and  the  foreign  govem- 

This  anomalous  international  telecommunications  negotiating  posture  presents 
two  particularly  series  problems,  (1)  The  dlveise  and  competitive  U.S.  international 
carriers  can  be  whipsawed  and  disadvantaged  in  negotiations  with  foreign  adminis- 
trations. A  foreign  administration  can  select  from  among  U.S.  carriers  the  one 
offering  the  most  advantageous  proposal,  or  use  the  proposal  of  one  to  elicit  a  more 
advantageous  proposal  from  another.  The  U.S.  international  carrier,  however,  has 
no  alternative. _but  to  deal  with  the  foreign  administration  anj]_to_offer  terms 
acceptable  to  it  in  order  to  procure  from  the  foreign  administration  approval  of  Hie 
desired  facility  or  service.  As  a  consequence,  pricing  often  is  more  favorable  to  the 
interests  of  the  foreign  administration  than  to  the  interests  of  the  U.S.  international 
carrier,  (21  Negotiations  between  U.S.  international  carriers  and  foreign  administra- 
tions or  carriers  exclude  participation  bv,  and  therefore  appropriate  consideration  of 
the  needs  of,  the  users  of  international  telecommunications  facilities  and  services. 
The  results  of  the  n^otiations  may,  therefore,  be  detrimental  to  or  inadequate  to 
fulfill  the  needs  of  users. 

The  negotiations  between  U.S.  international  carriers  and  foreign  government 
entities  occur  without  the  prior  establishment  of  basic  policy  discussiona  or  agree- 
ments between  the  United  States  (jovemment  and  the  relevant  foreign  government 
authorihi.  No  conceptual  ground  rules  are  negotiated  and  agreecT  upon  by  the 
United  States  (Government  and  the  fori^n  government  authority  in  regard  to  what 
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international  telecommunicationB  services  should  be  available  to  be  offered  by  U.S. 
(or  foreign)  carriers,  what  policies  are  applicable  to  these  services,  what  penalties 
are  to  be  impOBed  for  violation  of  these  agreed-upon  policies.  There  is  no  way  to 
assure  reciprocal  treatment  of  U.S.  international  carriers  by  the  foreign  govern- 
ment. In  short,  U.S.  policy  becomes  the  result  of  bargains  reached  by  parties  with 
une<)ual  bargaining  strengh  (the  foreign  government  and  the  U.S.  international 
earner).  U.S.  companies  are  disadvantaged  by  having  policy  parameters  set  not  by 
the  U.S.  government,  but  rather  by  a  foreign  government. 

S.  There  is  no  meckaniem  to  enforce  U.S.  policy  in  the  international  field  when  then 
art  difficulties  with  a  foreign  government  or  a  foreign  governrnent-controlled 

Should  a  foreign  government  take  positions  (either  in  international  forums  or  in 
private  negotiations  with  United  States  international  carriers)  that  do  not  comport 
witii  international  requirements  and  standards  or  with  U.S.  policy  or  regulator 
requirements,  there  is  no  central  government  entity  in  the  United  States  with 
authority  to  take  action  to  resolve  such  difficulties.  Smiilarly,  users,  excluded  from 
negotiations  between  U.S.  international  carriers  and  foreign  governments,  have  no 
U.S.  government  entity  to  represent  their  position,  should  negotiations  break  down, 
or  result  in  agreements  which  do  not  fuliitl  user  needs. 

The  Federal  Communications  Commission  cannot  fulfill  these  roles.  It  has 
jurisdiction  over  the  U.S.  international  carriers.  But  it  does  not  have  jurisdiction 
over  foreign  governments  or  carriers,  nor  the  authority  to  negotiate  with  them.  To 
enforce  U,S,  policy,  the  PCC  must  depend  on  its  jurisdiction  over  and  ability  to 
regulate  the  U.S.  half  of  an  international  telecommunications  circuit.  This  is  simply 
not  adequate. 

i.  There  is  no  government  entity  with  authority  to  analyze  user  requirements  and 
formulate  and  advocate  the  development  of  the  types  of  international  services 
needed  by  U.S.  users 

End  users  of  international  telecommunications  services  cannot  control  their  fates. 
Rather,  important  decisions  on  services  are  left  to  the  U.S.  voice  and  international 
record  carriers,  who  in  most  cases  determine  whether  a  certain  service  can  and 
should  be  available  to  the  user.  Although  the  U.S.  intematianal  carriers  may 
consider  a  given  service  to  be  of  value  to  the  United  States  user  company,  the 
carrier  may  be  very  reluctant  to  place  a  service  in  effect  due  to  the  need  to 
negotiate  for  it  with  foreign  government  or  foreign  government-controlled  carrier.  A 
U.S.  carrier  may  fear  that  pressing  with  a  foreign  administration  points  of  primary 
interest  to  a  United  States  user  of  international  service  may  cause  the  carrier  to 
lose  out  to  a  competitior  that  is   teas  agressive   in  pursuing  the  user's  interest. 

U.S.  carriers  wishing  to  offer  international  service  are  at  the  mercy  of  foreign 
government-controlled  telecommunications  oi^anizations;  U.S.  users  are  at  the 
mercy  of  the  U.S.  carriers. 

8.  SUGGESTIONS 

Control  Data  believes  that  this  awkward  and  cumbersome  situation  can  be  recti- 
fied by  the  formation  of  a  single  United  Stetes  government  agency  that  would:  (1) 
have  the  exclusive  authority  to  esteblish  United  States  international  telecommuni- 
cations policy;  (2)  have  the  power  to  negotiate  with  its  counterparts  in— and  the 
international  carriers  of— foreign  countries,  and  (3)  have  the  power  to  enforce 
international  telecommunications  policies  on  behalf  of  the  United  Stetes  and  its 
carriers  and  users. 

S.  622  conteins  some  measures  to  improve  the  United  States  posture  in  the 
international  telecommunications  arena,  and  Control  Data  applauds  this  effort.  S. 
622,  however,  in  Sections  202  and  226,  appears  to  focus  primarily  on  the  establish- 
ment of  international  telecommunications  facilities.  The  bill  contains  no  provisions 
that  focus  directly  on  international  telecommunications  service,  nor  on  internation- 
al telecommunications  users.  S.  611  also  contains  measures  designed  te  improve  the 
U.S.  posture,  but  these  measures  similarly  focus  on  facilities  planning  (Sections  240 
to  253),  rather  then  on  the  services  provided  over  these  facilities  or  the  needs  of  the 
users  of  them.  As  noted  above,  Ciintrol  Data  believes  consideration  of  services 
provided  over  and  user  needs  for  international  telecommunications  facilities  is  a 
critical  element  for  successful  U.S.  participation  in  the  international  telecommuni- 
cations arena. 
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S.  611  does  establish  part  of  the  mechanism,  an  International  Facilities  Manage- 
ment Corporation,  to  deal  with  facilities  planning,  construction  and  operations. 
Facilities  planning  is,  self-evidently,  a  basic  prerequisite  of  future  provision  of 
international  telecommunications  service.  The  Dill  still  leaves  undecided,  however, 
the  mechanism  for  establishimr  the  policy  pursuant  to  which  such  facilities  will  be 
constructed  and  operat«d  in  offering  international  telecommunications  services  by 
U.S.  carriers.  S,  622  requires  the  Federal  Communications  Commission  to  develop  a 
United  States  International  Telecommunications  Facilities  Plan,  Although  one  goal 
of  the  bill  is  the  improved  coordination  of  U.S.  international  telecommunications 
policy  and  foreign  policy,  the  bill  does  not  provide  for  service  and  use  planning  in 
this  connection.  See  Section  256. 

It  is  imperative  that  the  United  States  have  good,  ongoing  relations  and  policies 
with  foreign  telecommunications  monopolies— government  administrations  and  gov- 
ernment-controlled carriers — for  the  establishment  of  international  telecommunica- 
tions facilities.  It  is  equally  important  that  policy  be  established  to  guide  the 
development  of  the  operations,  standards  and  services  provided  on  the  basic  interna- 
tional telecommunications  facilities.  Further,  it  is  critical  that  the  user  community 
have  an  opportunity  to  participate  in  the  formulation  of  those  policies,  because 
users  must  utilize  the  services  offered  over  such  facilities,  pay  for  the  use  of  the 
facilities,  and  abide  by  the  policies  under  which  the  facilities  were  established. 

Control  Data  believes  that  many  of  the  problems  discussed  in  this  statement  can 
be  ameliorated.  Control  Data  proposes  the  establishment  of  an  Agency  for  Interna- 
tional Telecommunications  Policies  (AITP,  or  the  Agency  I  designated  as  an  agency 
of  the  Department  of  State  and  reporting  to  the  Secretary  of  State.  The  Agency 
would  have  exclusive  responsibility  for  the  development,  coordination,  implementa- 
tion and  enforcement  of  international  telecommunications  policy  for  the  United 
States. 

The  Agency  would  be  headed  by  a  Director,  appointed  by  the  President,  with  the 
advice  and  consent  of  the  Congress.  It  would  have  a  Deputy  Director,  similarly 
selected. 

The  Agency  would  be  able  to  draw  on  the  international  expertise,  background  and 
knowledge  of  the  State  Department.  It  would  speak,  in  the  international  forum, 
with  the  benefit  of  the  input  from  that  Department's  support  services  and  with  its 
international  prestige.  It  would  eliminate  the  need  for  cumbersome  policy  coordina- 
tion with  the  Department  of  State  by  replacing  the  current  Office  of  International 
Communications  Policy.  The  Agency  would  be  part  of  the  Executive  Branch  entity 
(the  Department  of  State)  already  responsible  tor  the  establishment  and  execution 
of  U.S.  policy  in  international  relations  and  foreign  affairs.  Further,  the  Agency 
could  represent  U.S.  policy  interests  in  the  sphere  of  foreign  telecommunications 
while  permitting  the  maintenance  of  the  domestic  policy  of  full  and  fair  competi- 

AITP's  Director  would  have  over-all  and  exclusive  responsibility  for  the  develop- 
ment of  United  States  participation  in  international  telecommunications  matters 
and  for  enforcement  of  U.S.  international  telecommunications  policy.  The  Director 
would  directly  or  indirectly  appoint  and  accredit  U.S.  delegations  to  international 
organizations  concerned  with  telecommunications.  The  Director  would  also  act  as  a 
Government  representative  in  connection  with  Comsat  matters  and  as  a  Govern- 
ment representative  in  connection  with  Intelsat  and  Inmarsat  matters. 

Control  Data  further  proposes  that  the  Agency  have  three  functional  bureaus: 

/.  Policy  planning  bureau 

This  bureau  would  be  responsible  for  the  overall  development  and  maintenance  of 
international  telecommunications  policies,  including  preparation  for  the  United 
States  participation  in  and  formulation  of  policy  in  regard  to  international  telecom- 
munications organizations  such  as  the  CCITT,  CCIR  or  WARC.  The  bureau  would 
perform  many  of  the  functions  described  in  Section  244<a)  of  S.  611  and  in  Section 
226(al  of  S.  622.  The  bureau  would  be  assisted  in  performing  its  responsibilities  by 


;?.  Facilities  planning  bureau 

This  bureau  would  be  responsible  for  facilities  planning  functions.  The  bureau 
would  perform  those  functions  covered  in  Sections  244  to  246  of  S.  611  and  in 
Section  226(c)  of  S.  622.  In  addition,  it  would  perform  the  functions  now  performed 
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■a  Division,  International  Satellite  Branch 

3.  International  negotiations  and  enforcement  bureau 

This  bureau  would  be  responsible  for  negotiations  between  the  United  States  and 
foreign  telecommunications  administrations,  agencies  or  ministries  involving  basic 
policy  issues.  Further,  this  bureau  would  be  responsible  for  the  enforcement  of  U.S. 
international  telecommunications  policy.  It  would  arbitrate  with  foreign  administra- 
tions, and  resolve  specific  complaints  and  problems  of  carriers  and  users. 

A  proposed  organizational  cliart  for  the  Agency  is  found  as  Attachment  A  to  this 
statement. 

Further,  to  aid  the  Agency  in  the  creation  and  enforcement  of  international 


telecommunications  policy,  Control  Data  proposes  the  establishment,  by  statute,  of  a 
United  States  Preparatory  Organization  (USPO  or  the  Preparatory  Organization). 
The  Preparatoiy  Organization  would  be  similar  to  the  present  U.S.  Preparatory 
Committee  for  the  CCITT.  

The  Preparatory  Committee  for  the  CCTIT  exists  only  under  a  charter  from  the 
Department  of  State,  But  Its  functions  are  critical  and  should  therefore  be  estab- 
lished by  statute.  The  Preparatory  Committee  enables  users,  carriers  and  others 
with  vital  interests  in  international  telecommunications  policy  to  raise  issues,  ex- 
change information,  develop  an  input  to  policy.  It  enables  the  Government  to  take 
advantage  of  tremendous  expertise  and  experience  available  in  the  private  sector, 
recognized  in  S.  611  in  Section  243  and  S.  G22  in  Section  22G(g). 

The  new  Preparatory  Organization  would  continue  these  important  functions.  In 
addition,  it  would  continue  the  Preparatory  Committee  Study  Groups  which  parallel 
those  of  the  CCITT,  but  would  increase  the  number  of  such  Study  Groum  from  four 
to  a  maximum  of  one  for  each  of  the  30  existing  CCITT  Study  Groups.  These  Study 
Groups  would  analyze  and  recommend  U.S.  policy  in  their  functional  areas,  after 
receiving  input  from  relevant  government  agencies. 

The  Preparatory  Organization  would  assist  the  Director  and  the  various  Bureaus 
of  the  Agency  in  the  formulation  and  development  of  U.S,  international  telecommu- 
nications policy.  Its  resources  and  activities  would  be  coordinated  with  and  comple- 
mentary to  those  of  the  Agency's  Bureaus.  The  Preparatory  Organization,  however, 
would  draw  on  other  than  purely  governmental  resources,  personnel  and  perspec- 

The  Preparatory  Organization  would  be  headed  by  a  Chairman,  appointed  by  the 
Director  of  the  Agency.  The  Chairman  would  also  serve  as  the  Chairman  of  the  U.S. 
Delegation  to  the  AdininiBtrative  Council  of  the  CCITT.  The  Chairman  would  ac- 
credit U.S.  delegations  to  the  CCITT  and  CCIR  and  to  the  study  groups  of  these 
international  organizations,  and  select  the  heads  of  such  delegations  and  study 
groups.  Members  of  the  Executive  Committee  of  the  Preparatory  Organization 
would  chair  the  various  study  groups.  The  Executive  Committee  would  be  appointed 
by  the  Director  of  the  Agency.  The  delegations,  study  groups  and  Executive  Commit- 
tee would  include  representatives  of  the  government  and  the  private  sector,  includ- 
ing users  and  carriers.  See  Section  226(g)  of  S.  622. 

A  proposed  organization  chart  for  the  Preparatory  Organization  and  its  relation- 
ship to  the  Agency  is  found  as  Attachment  B  to  this  statement. 


Creating  institutional  arrangements  to  centralize,  coordinate  and  make  credible 
U.S.  international  telecommunications  policy  is,  of  course,  not  simple.  Control  Data 
believes  that  establishment  of  an  Agency  and  a  Preparatory  Organization,  as  pro- 
posed in  this  statement,  are  important  steps  in  reaching  this  goal.  If  these  steps  are 
taken,  the  United  States  will  participate  in  the  telecommunications  arena  in  a 
sensible  and  coordinated  manner.  The  United  States  will  have  to  deal  with  all 
aspects  of  international  telecommunications  with  three  strings  to  its  bow:  Uie 
Agency  and  Preparatory  Organization  with  exclusive  responsibility  to  develop  and 
implement  international  telecommunications  policy;  the  National  Telecommunica- 
tions Agency  to  develop  and  implement  domestic  telecommunications  policy,  and  a 
Commission  to  assist  in  the  technical,  day-to-day,  rates,  allocations  and  regulatory 
aspects  of  both. 

In  a  world  where  information  is  of  increasing  value,  the  availability  and  configu- 
ration of  communications  media  is  of  paramount  importance.  In  the  international 
arena,  if  foreign  nations  have  untrammeled  control  over  the  use  and  contiguration 
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of  communications  media,  U.S.  carriers  and  usera  participation  in  foreign  markets 
will  also  be  controlled.  Further,  U.S.  failure  to  establish  coherent  and  forceful  policy 
in  this  critical  international  area  might  be  read  by  the  rest  of  the  world  as  a  clear 
signal  of  U.S.  intent  to  abdicate  as  world  leader  of  the  communications  and  informa- 
tion industries. 

For  these  reasons,  as  well  as  for  the  reasons  outlined  in  this  statement,  Control 
Data  urges  the  creation,  by  statute,  of  Ai'i'F  and  the  Preparatory  Organization.  To 
this  end.  Control  Data  has  included,  as  Attachment  C  to  this  statement,  proposed 
revisions  to  S.  611  and  S.  622  which  provide  for  the  establishment  of  these  two 
important  components  in  the  improvement  of  the  U.S.  posture  in  international 
telecommunications. 

Should  the  Subcommittee  wish,  Control  Data  would  be  glad  to  provide  further 
information  in  connection  with  this  statement  and  the  matters  discussed  in  it. 

AlTACHMBNT  A 


Attachment  B 


THE    CCITT    UtD    COKHITTIE 


Attachment  C 
Tm-E  OO  Agency  for  International  Telecom municath 


Sec.  XXX.  The  Congress  hereby  finds  that: 

(!)  many  Government  agencies  with  diverse  mandates  share  responsibility  for 
policymaking  in  the  field  of  international  telecommunications; 
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(2)  as  a  result  of  such  shared  responsibility,  there  is  little  coordination  in  the 
policymaking  efforte  of  various  Government  agencies; 

(3)  a  fair  and  effective  international  telecommunications  policy  must  take  into 
account  the  needs  of  users  as  well  as  carriers,  must  deal  with  Uie  international 
telecommunications  services  as  well  as  facilities; 

(4)  the  establishment  of  an  independent  Agency  and  a  Preparatory  Organiza- 
tion in  the  executive  branch  of  the  Federal  Government,  with  exclusive  respon- 
sibility for  the  development,  coordination,  implementation  and  enforcement  of  a 
uniform  international  telecommunications  policy>  would  permit  the  people  of 
the  United  States  to  take  full  advantage  of  advances  in  telecommunications 
technology:  and 

(5)  the  eetabliahment  of  the  Agency  and  Preparatory  O^anization  within  the 
Department  of  State  will  advance  the  foreign  affairs  and  international  telecom- 
munications interests  of  the  people  of  the  United  States. 

DEFINITIONS 

Sec.  XXX.  For  purposes  of  this  title: 

(1)  The  term  "Agency"  means  the  Agency  for  International  Telecommunications 

(2)  The  term  "Director"  means  the  Director  of  the  Agency  appointed  under  section 
XXX. 

(3)  The  terra  "Deputy  Director"  means  the  Deputy  Director  of  the  Agency  appoint- 
ed under  section  XXX. 

(4)  The  term  "Preparatory  Organization"  means  the  United  States  Preparatory 
Organization. 

15)  The  term  "Services"  means  the  methods  of  communication  presently  or  pro- 
spectively available  through  the  use  or  employment  of  communications  facilities,  as 
defined  in  section  XXX,  through  application  of  communications  technology. 

(6)  The  term  "Users"  means  the  present  or  potential  intermediate  or  end  consum- 
ers of  communication  services  presently  or  prospectively  provided  by  United  States 
and  foreign  international  voice  and  record  carriers. 

KSTABLISHHBNT 

Sec.  XXX.  There  is  hereby  established  an  independent  establishment  in  the 
Executive  Branch  of  the  Federal  Government  to  be  known  as  the  Agency  for 
International  Telecommunications  Policy  (the  Agency).  The  Agency  is  hereby  estab- 
lished as  a  separate  agency  within  the  Department  of  State.  Tne  Agency  shall  have 
exclusive  responsibility  for  the  development,  coordination,  implementation  and  en- 
forcement of  the  international  telecommunications  policy  of  the  United  States. 

DIRECTOR  AND  ORGANIZATION  AGENCY 


Kredor  shall  report  to  the  Secretary  of  the  Department  of  State.  The  Director  shall 
be  paid  at  a  rate  not  to  exceed  the  rate  of  basic  pay  which  is  payable  from  time  to 
time  for  level  III  of  the  Executive  Schedule  unaer  section  5314  of  title  5,  United 
States  Code. 

(b)  The  Agency  shall  have  a  Deputy  Director,  who  shall  be  am>ointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate.  The  Deputy  Director 
shall  be  paid  at  a  rate  not  to  exceed  the  rate  of  basic  pay  which  is  payable  from 
time  to  time  for  level  IV  of  the  Executive  Schedule  under  section  5315  of  title  5, 
United  States  Code,  The  Deputy  Director  shall  perform  such  duties  and  exercise 
such  powers  as  the  Director  may  prescribe.  The  Deputy  Director  shall  act  for,  and 
exercise  the  powers  of,  the  Director  during  any  absence  or  disability  of  the  Director 
or  during  any  vacancy  In  the  office  of  Director. 

(c)  The  Director  will  organize  the  personnel  of  the  Agency  into  the  following  three 
bureaus: 

(1)  Policy  Planning  Bureau; 

(2)  Facilities  and  Services  Planning  Bureau; 

(3)  International  Negotiations  and  Enforcement  Bureau; 

(dl  The  Director  shall  act  as  a  Government  representative  in  connection  with 
COMSAT  matters  and  as  a  Government  representative  in  connection  with  INTEL- 
SAT and  INMARSAT  matters. 

(e)  The  Director  will  appoint  the  Chairman  of  the  United  States  Preparatory 
Organization  (the  Chairman).  The  Preparatory  Organization  shall  be  part  of  the 
Agency.  It  shall  assist  the  Director  and  the  Bureaus  of  the  Agency  in  the  develop- 
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ment  and  formulation  of  United  States  international  telecommunications  policy. 
The  Director  will  require  the  Chairman  to  establish: 

(1)  An  Executive  Committee  of  the  Preparatory  Organization  comprised  of 
representatives  of  the  Government  and  the  private  secter,  which  shell  include 
representatives  of  U.S.  international  carriers  and  intermediate  or  end  users  of 
international  telecommunications  services. 

(2)  Study  Groups,  each  chaired  by  a  member  of  the  Executive  Committee. 

eralleling  in  subject  matter  classilication  the  study  groups  existing  within  the 
nsultative  Committee  on  International  Telephone  and  Telegraph  (CCITT). 
and  drawing  upon  the  expertise  available  in  the  private  sector,  as  well  as  the 
Government, 
to  The  Chairman  shall  also  perform  the  following  functions; 

(1)  serve  as  the  Chairman  of  the  United  States  Delation  to  the  Administra- 
tive Council  of  the  International  Telecommunications  Union  (ITU); 

(2)  appoint  and  accredit  United  States  delegations,  which  shall  be  comprised 
of  representatives  of  the  Government  and  the  private  sector,  which  shall  in- 
elude  representatives  of  U.S.  international  carriers  and  intermediate  or  end 
user,  to  the  Plenary  Conferences  of  the  Consultative  Committee  on  Internation- 
al Telephone  and  Telegraph  (CCITT)  and  the  Consultative  Committee  on  Inter- 
national Radio  (CCIR),  and  appoint  the  chairman  of  such  delegations; 

(3)  appoint  and  accredit  United  States  delegations,  which  shall  be  comprised 
of  representatives  of  the  Government  and  the  private  sector,  which  shall  in- 
clude representatives  of  U.S.  international  carriers  and  intermediate  or  end 
users,  to  the  study  groups  of  the  CCITT  and  CCIR  and  appoint  the  chairmen  of 
these  study  groups. 

<g)  The  Director  shall  appoint  and  accredit  United  States  delegations,  which  shall 
be  comprised  of  representatives  of  the  Government  and  the  private  sector,  which 
shall  include  representatives  of  U.S.  international  carriers  and  intermediate  or  end 
users,  to  such  other  international  organizations,  meetings,  entities  or  associations 
concerned  with  international  telecommunications  as  are  determined  by  the  Chair- 
man, upon  the  recommendation  of  the  Executive  Committee,  to  require  the  repre- 
sentation of  U.S.  interests;  and  the  Director  shall  appoint  the  chairman  of  any  such 
United  States  delegations. 

(h)  The  Director  shall  esteblish,  after  notice  and  comment,  such  rules  and  regula- 
tions as  are  necessary  to  carry  out  the  duties  of  the  Agency. 


Sec.  XXX.  The  Agency  shall  have  exclusive  responsibility  to  formulate,  coordi- 
nate, implement,  and  enforce.  United  Stetes  international  telecommunications 
policy.  The  Preparatory  Organization  shall  assist  the  Director  and  the  Bureaus,  and 
ite  Chairman  shall  perform  the  duties  specified  in  Section  XXX  of  this  Title.  Each  of 
the  three  functional  Bureaus  within  the  Agency  will  have  the  specific,  articulated 
responsibilities  enumerated  in  this  section.  Eacn  Bureau  may  hold  public  hearings 
or  may  employ  any  other  methods  authorized  by  law,  including  subpoena,  to  gather 
information  necessary  to  the  performance  of  its  functions, 

(!)  The  Policy  Planning  Bureau  shall,  acting  through  the  Director: 

(a)  be  responsible  for  the  overall  development  and  maintenance  of  interna- 
tional telecommunications  policies; 

(b)  prepare  for  the  United  States  participation  in,  and  the  formulation  of 
policy  in  regard  to,  international  telecommunictiona  organizations;  and 

(cl  coordinate  and  implement  international  telecommunications  policy  for  the 
Executive  Branch. 
(2)  The  Facilities  &  Services  Planning  Bureau  shall,  acting  through  the  Director 
In  regard  to  planning  for  facilities: 

<a)  collect  and  assemble  information,  including  long-range  and  short-range 

Erojections  of  international  telecommunications  traffic,  the  facilities  determined 
y  the  Bureau  to  be  necessary  for  such  traffic,  and  the  projected  capacity  and 
cost  of  each  such  facility; 

(b)  develop  specific  procedures  for  coordinating  the  domestic  facilities  and 
services  policymaking  processes  of  the  National  Telecommunications  Agency 
and  other  Government  agencies  to  ensure  that  United  States  domestic  and 
foreign  policy  and  national  security  interests  are  represented  in  the  process  set 
forth  under  subparagraph  (c)  of  this  subsection; 

(cl  engage  in  long-range  planning  for  the  construction  and  implementetion  of 
all  international  telecommunications  facilities  in  a  manner  designed  to  allow 
the  owners  of  such  facilities  maximum  flexibility  in  negotiating  with  their 
foreign  correspondents,  while  at  the  same  time  resultii^  m  minimum  regula- 
tory restrictions  established  by  the  United  Stetes; 
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(d)  together  with  the  Secretary  of  State  and  the  Secretary  of  Defense,  advise 
the  President  of  foreign  policy  and  national  security  considerations  with  respect 
to  international  telecommunications  facilities; 

(e)  submit  to  the  Commission'  a  report  summarizing  the  activities  of  the 
Bureau  and  its  recommendations  with  respect  to  each  international  telecommu- 
nications facility  which  is  constructed  after  the  effective  date  provided  for  in 
section  XXX;  and 

<f>  consult  with  the  governments  of  foreign  nations  and  foreign  administrative 
agencies,  ministries  or  administrations  and  foreign  international  voice  and 
record  carriers  with  respect  to  international  telecommunications  facilities  mat- 

In  regard  to  facility  construction 

(a)  permit  the  Corporation'  or  any  carrier  to  construct  or  acquire  any  interna- 
tional telecommunications  facility — 

(i)  before  the   conclusion   of  any   business   negotiations  with   a   foreign 
nation,  a  foreign  administration,  foreign  telecommunications  c; 
international  organization  with   respect  to  con"' — *""    ""  " 
such  facility,  if  the  Corporation  or  each  such  c 
notiHes  the  Bureau  and  the  Commission; 

(ii)  the  President,  not  later  than  90  days  after  such  notification  has  been 
received,  does  not  disapprove  such  construction  or  acquisition  for  reasons  of 
foreign  policy  or  national  security,  or  both;  and 

(iii)  the  Corporation  or  each  such  carrier  is  authorized  by  the  Commission 
to  enter  into  agreements  with  foreign  nations  or  administrations  or  carriers 
which,  together  with  the  Corporation  or  such  carrier,  propose  to  construct 
or  acquire  such  facility  and  operate  and  offer  services  through  such  facility. 
During  any  such  business  neeotiations,  the  Corporation  or  any  such  United 
States  carrier  shall  inform  the  Secretary  of  State  with  respect  to  matters 
contained  in  such  negotiations  which  relate  to  the  purpose  of  this  title.  The 
Secretary  of  State  and  the  Director  of  the  Agency,  or  his  designated  agent, 
shall  render  such  assistance  to  the  Corporation  or  such  carriers  as  may  be 
appropriate. 

(b)  Before  the  implementation  of  any  newly  constructed  international  tele- 
communications facility,  the  Corporation  or  each  carrier,  as  the  case  may  be, 
shall  notify  the  Commission  and  the  Bureau  of: 

(i)  the  cost  of  such  facility  to  the  Corporation  or  carrier; 

(ii)  the  total  circuit  capacity  of  such  facility; 

(iii)  the  estimate  of  circuit  utilization  in  such  facility  for  each  year  of  the 
projected  useful  life  of  such  facility;  and 

(iv)  such  other  information  as  the  Commission  or  Bureau,  respectively, 
may  require. 
In  regard  to  planning  for  tervicea 

(a)  collect  and  assemble  information  regarding  the  short-range  and  long-range 
needs  of  communication  services  intermediate  or  end  users; 

(b)  develop  specific  procedures  for  accommodating  for  the  needs  of  users,  as 
determined  by  the  process  set  forth  in  paragraph  (a),  in  the  short-range  and 
long-range  planning  for  the  construction  and  implementation  of  international 
telecommunications  facilities; 

(c)  submit  to  the  Commission  a  report  summarizing  the  activities  of  the 
Bureau  and  its  recommendations  with  respect  to  the  needs  of  international 
telecommunications  users; 

(d)  consult  with  foreign  nations  and  administrations  and  foreign  international 
voice  or  record  carriers  with  respect  to  international  telecommunications  serv- 
ices matters  and  the  needs  of  the  users  of  these  services. 

In  regard  to  satellite  facilities 

(1)  insure  effective  competition,  including  the  use  of  competitive  bidding 
where  appropriate,  in  the  procurement  by  the  Corporation  and  communications 
carriers  of  apparatus,  equipment,  and  services  required  for  the  establishment 
and  operation  of  the  communications  sateilite  system  and  satellite  terminal 
stations;  and  the  Bureau  shall  consult  with  the  Small  Business  Administration 

'  The  Commission  refers  to  the  Federal  Communications  Commission  established  in  Section 
101  of  S.  611  and/or  the  existing  Federal  Communications  Commisaion  which  is  left  subBtantial- 
ly  as  it  is  now  by  S.  622. 

'The  Corporation  refers  to  the  Communications  Satellite  Corporation  (COMSATi  established 
by  the  Communications  Satellite  Aot  of  1962,  T6  Stat.  419,  47  U.S.C.  S9  701-704. 


Dig,, z.d  by  Google 


and  solicit  its  recoininendations  on  measures  and  procedures  which  will  insure 
that  small  business  concerns  are  given  an  equitable  opportunity  to  share  in  tbe 

Erocurement  program  of  the  Corporation  for  property  and  services,  including 
ut  not  limited   to  research,  development,  construction,  maintenance,   and 

(2)  insure  that  all  present  and  future  authorized  carriers  shall  have  nondiscri- 
minatory use  of,  and  equitable  access  to,  the  communications  satellite  system 
and  eat«llite  terminal  stations  under  just  and  reasonable  charges,  classifica- 
tions, practices,  regulations,  and  other  terms  and  conditions; 

(3)  in  any  case  where  the  Secretary  of  State,  after  obtaining  the  advice  of  tbe 
Bureau  as  to  technical  feasibility,  has  advised  that  commercial  communication 
to  a  particular  foreign  point  by  means  of  the  communications  satellite  system 
and  satellite  terminal  stations  should  be  established  in  the  national  interest, 
institute  forthwith  appropriate  proceedings  under  Section  XXX  of  this  Act  to 
require  the  establishment  of  such  communication  by  the  Corporation  and  the 
appropriate  carrier  or  carriers; 

<4)  insure  that  facilities  of  the  communications  satellite  system  and  satellite 
terminal  stations  are  technically  compatible  and  interconnected  operationally 
with  each  other  and  with  existing  communications  facilities; 

(6)  exercise  oversight  of  the  approval  of  technical  characteristics  of  the  opei^ 
ational  communications  satellite  system  to  be  employed  by  the  Corporation  and 
of  the  satellite  terminal  stations; 

(6)  may  comment  on,  recommend  grant  or  denial  of.  requests  to  the  Commit- 
sion  for  authorizations  for  the  construction  and  operation  of  each  satellite 
terminal  station,  either  hy  the  corporation  or  one  or  more  authorized  carriera 
or  by  the  Corporation  and  one  or  more  such  carriers  jointly; 

(7)  insure  that  no  substantial  additions  are  made  by  the  Corporation  or 
carriers  with  respect  to  facilities  of  the  system  or  satellite  terminal  stations 
unless  such  additions  are  determined  to  be  in  the  interest  of  the  United  States; 

(8)  require,  in  accordance  with  the  procedural  requirements  of  Section  XXX  of 
this  Act,  that  additions  be  made  by  the  Corporation  or  carriers  with  resp^  to 
facilities  of  the  system  or  satellite  terminal  stations  where  such  additions  have 
been  determined  to  be  in  the  interest  of  the  United  States. 

(3)  The  International  Negotiations  and  Enforcement  Bureau  shall,  acting  through 
the  Director: 

(a)  be  responsible  for  negotiations  in  connection  with  basic  policy  issues  end 
questions  between  the  United  States  and  foreign  telecommunications  adminis- 
trations, agencies,  or  ministries; 

(b)  be  responsible  for  the  enforcement  of  U.S.  international  telecommunica- 
tions policy; 

(c)  arbitrate  with  foreign  governments,  ministries,  agencies  or  administrations 
or  foreign  international  voice  carriers  and  resolve  specific  complaints  and  prob- 
lems of  United  States  international  carriers  intermediate  or  end  users  of  inter- 
national telecommunications  services. 

(4)  The  United  States  Preparatory  Organization  shall,  acting  through  the  Direc- 
tor: 

(al  Promote  the  best  interest  of  the  United  States  in  CCITT  and  CCIB  end 
other  international  telecommunications  organizations  (TTOs)  activities;         

(b)  Provide  advice  on  matters  of  policy  and  positions  in  preparation  of  CCITT 
and  CCIR  Plenary  Assemblies  and  ITO  meetings  and  meetings  of  the  interna- 
tional CCITT  or  ITO  Study  Groups; 

<c)  Provide  advice  on  the  disposition  of  proposed  contributions  (documents)  to 
the  international  CdTT  or  ITOs; 

(d)  Assist  In  the  resolution  of  administrative/ procedural  problems  pertaining 
to  United  Stales  CaTI.  CCIR  or  ITO  activities; 

(e)  Provide  such  assistance  and  information  as  may  be  required  and  appropri- 
ate to  the  Director  and  to  the  Bureaus  specified  in  Section  XXX  of  this  Title; 

(f)  The  Study  Groups  established  by  the  Director  shall: 

(1)  receive  and  collect  information  from  and  the  views  of,  relevant  govern- 
ment agencies  and  interested  members  of  the  private  sector  and  general 
public,  after  which  they  shall, 

(21  analyze  and  set  forth  U.S.  positions  in  each  of  their  respective  func- 
tional areas,  and 

(31  report  information  and  recommend  policy  to  the  Executive  Committee. 
the  Chairman  and  the  Director. 
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Senator  Goldwater.  Thank  you  very  much,  Mr.  Onstad. 

We  know  that  you  are  pressed  for  time,  and  we  appreciate  your 
coming  down.  We  did  not  have  time  to  review  your  statement,  so 
we  do  not  have  any  questions. 

The  international  eispect  of  this  legislation  will  be  coming  up 
later,  so  if  you  want  to  submit  any  further  comments  or  add  to 
what  you  have  said,  you  can  do  so. 

I  have  Just  one  question.  S.  622  provides  for  private  representa- 
tion on  U.S.  delegations  to  intemationed  conferences.  Would  you  be 
in  favor  of  that? 

Mr.  Onstad.  I  would  like,  Mr.  Chairman,  to  consider  two  aspects 
of  the  international  communications  area.  One  is  the  aspect  of  the 
communications  facility  itself  and  the  other  is  the  carrier,  the 
private  enterprise  handling  of  it.  I  think  that  the  latter  has  been 
somewhat  successful  at  the  present  time  because  private  enterprise 
is  handling  it. 

There  is,  however,  some  feeling  on  the  part  of  foreign  adminis- 
trations— and  we  get  into  this  subject,  for  instance,  at  the  CCITT, 
that  when  a  foreign  communications  entity  is  government-owned, 
dealing  with  multiple  private  entities  within  the  United  States, 
Uiere  is  difficulty  in  having  to  deal  with  more  them  one  body  in  the 
United  States,  in  the  actual  communications  area. 

Certainly  I  think  that  we  need  to  make  it  clear  in  any  legislation 
that  we  are  talking  about  two  different  things.  One  is  facilities  and 
their  actual  construction,  and  the  other  is  offering  of  services, 
which  certainly  is  today  and  probably  will  continue  to  be  in  the 
private  enterprise  area. 

The  U.S.  policymaking  decisions,  the  standards,  the  basic  policies 
in  n^otiations  in  telecommunications  on  a  worldwide  basis,  I 
think,  will  also  have  to  be  made  by  Government  and  within  Gov- 
ernment, because  work  on  the  other  end  of  international  telecom- 
munications links  is  with  a  foreign  government. 

In  the  case  of  the  United  States,  there  is  a  private  enterprise 
involved,  but  it  is  probably  the  only  place  in  the  world  that  there  is 
truly  private  enterprise  in  the  offering  of  internationsil  telecommu- 
nications services.  In  France,  for  exeimple,  intemationed  telecom- 
munications services  are  operated  through  the  French  Postal  and 
Telegraph  ministry. 

For  these  reasons,  we  need  a  strong  governmental  force  to  lay 
the  basic  ground  rules  for  establishing  basic  policies  on  how  the 
United  States  communicates  with  foreign  countries  for  example,  on 
matters  of  transport  of  data,  what  type  of  information  can  be 
passed  back  and  forth  across  international  boundaries. 

I  would  like  to  give  you  an  example  of  why  such  an  approach  is 
needed,  involving  a  current  problem  in  Japan.  1  just  came  back 
from  Japan.  In  Japan,  the  telephone  company,  which  is  govern- 
ment>owned,  also  engages  in  data  processing  service  and  competes 
with  our  company  and  several  other  American  companies. 

The  Japanese  have  now  placed  a  restriction  on  the  amount  of 
data  that  can  be  transmitted  from  Japan  back  to  the  United  States 
over  a  satellite  channel.  In  essence,  that  channel  must  terminate 
in  only  a  single  computer  in  the  United  States. 

Our  products  are  offered  on  a  number  of  computers  in  the 
United  States.  Because  of  this  restriction  on  international  telecom- 
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munications,  we  can  sell  in  Japan  only  products  on  a  very  specific 
computer  in  the  United  States.  These  telecommunications  restric- 
tions  create  a  trade  barrier  for  us  in  Japan,  which  furthers  the 
interests  of  the  Japanese  telephone  company  in  competing  with  us 
in  the  area  of  data  processing  services. 

This  is  the  type  of  problem  which  must  be  settled  on  a  govern- 
ment level.  It  is  almost  impossible  to  handle  such  conflicts  when 
one  participant  is  a  private  party  and  the  other  participant  is  a 
government  body.  In  using  a  private  enterprise  a[}proach,  you 
would  be  trying  to  resolve  these  difficult  types  of  questions. 

Senator  Goldwater.  I  would  feel  much  safer  if  we  had  private 
enterprise  representatives  on  these  delegations.  The  average  repre- 
sentative on  a  government  body  is  chosen  to  pay  off  a  little  politi- 
cal debt,  not  because  of  particular  technical  expertise.  I  know  a 
little  bit  about  these  international  problems,  because  I  deal  with 
frequencies  that  are  controlled  by  the  ITU.  We  have  been  losi^ 
our  shirt,  because  we  have  not  had  enough  people  on  our  U.S. 
delegations  engaged  in  the  day-to-day  business  of  using  frequencies. 

Mr.  Onstad.  I  understand. 

Senator  Goldwater.  I  will  certainly  make  note  of  what  you  have 
said  and  suggested. 

The  intent  of  S.  622  was  to  provide  private  enterprise  representa- 
tion on  Government  delegations.  I  think  in  this  neld  it  is  almost 
necessary.  

Mr.  Onstad.  Yes.  And  today  I  think  that  the  CX^HT,  may  pro- 
vide the  United  States  a  rather  workable  structure  to  do  this.  We 
have  an  American  preparatory  group  to  the  CCITT  made  up  c^ 
carriers,  users,  manufacturers.  Government  individufds.  We  e^b- 
lish  a  U.S.  policy  within  that  group,  which  is  then  approved  by  the 
Stete  Department  and  the  FCC  and  others. 

We  then  take  a  delegation  to  Geneva,  and  that  is  where  I  am 
leaving  for  now,  the  only  delegation  in  the  entire  international 
body  made  up  of  users  as  well  as  carriers  and  Government  individ- 
uals— to  express  a  U.S.  point  of  view.  I  do  not  want  to  see  that  lost. 

I  think  that  the  structure  of  U.S  international  telecommunica- 
tions policymaking  is  critical  to  this  country  and  should  be  re- 
viewed and  even  more  strongly  stren^hened.  And  I  would  like  to 
offer  further  suggestions  in  that  particular  area,  in  my  additional 
comments  to  you. 

Senator  Goldwater,  Thank  you  very  much.  Knowing  of  your 
time  limitetion — which  I  am  working  under,  too — we  will  excuse 
you.  Thank  you  very  much  for  coming. 

Not  because  you  other  gentlemen  are  in  any  particular  order, 
you  just  happened  to  sit  that  way— the  only  time  I  recognize  the 
left  is  from  left  to  right. 


righ 
Mr. 


So  you  are  next  NIr.  Leghorn. 

STATEMENT  OF  RICHARD  S.  LEGHORN,  PRESIDENT,  CAPE  COD 
CABLEVISION  CORP. 

Mr.  Leghorn.  Thank  you  very  much,  Mr.  Chairman, 
My  name  is  Richard  S.  Leghorn.  I  am  president  and  owner  of 
Cape  Cod  Cablevision  Corp.,  South  Yarmouth,  Mass.,  which  serves 
more  than  22,000  Bingle-famUy  residences  with  12  channels  of  tele- 
vision prc^aming. 
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In  the  few  minutes  Eillotted,  I  will  sketch  a  perception  of  our 
industry'B  role  significantly  different  from  the  conventional,  but 
one  which  I  believe  should  substantially  influence  forward-looking 
legislation  for  the  governance  of  our  industry. 

Today  our  industry  is  generally  referred  to  aa  "cable  television," 
and  its  members  are  called  "cable  operators."  Both  these  terms  are 
fast  becoming  misnomers,  and  they  have  confused  legislative  plan- 
ning. A  general  fascination  with  the  potentials  and  problems  of 
broad-band  facilities  has  obscured  the  true  nature  of  our  business. 

Our  industry  is  not  in  the  cable  facilities  business.  Our  primary 
economic  function  is  that  of  publisher  iind  editor;  we  deliver  to  our 
subscribers  a  composite  signal  of  video  materials  selected  from  an 
expanding  number  and  variety  of  sources,  especially  satellite 
sources.  Because  we  use  telecommunications  facilities  to  distribute 
our  electronic  publication,  I  will  refer  to  the  nature  of  our  business 
as  "multichannel  telepublishing"  to  distinguish  it  from  single-chan- 
nel broadcast  and  nonbroadcast  programing. 

Using  editorial  discretion  in  the  interests  of  our  subscribers,  we 
gather,  select  and  assemble  these  channels  and  other  video  and 
informational  materials  into  a  broad-band  signal.  We  distribute  the 
resulting  "telepublication"  to  our  subscribers  via  cable  facilities. 
Gathering,  selection,  assembly,  and  distribution  constitute  the  es- 
sence of  publishing.  That  is  what  we  do. 

We  are  not  carriers.  Carriers  transmit  intelligence  indiscrimi- 
nately for  one  and  all,  without  regard  to  content.  As  communica- 
tors they  function  at  an  extreme  from  publishers.  Carriers  are 
complete  noneditors.  Publishers  employ  editorial  discretion  to 
select,  assemble  and  distribute  to  subscribing  customers  for  whom 
they  design  their  publication. 

Today,  throughout  our  industry  we  build  and  own  our  distribu- 
tion plant.  In  the  1960'a  some  of  us  tried  leasing  our  plant  from 
carriers.  For  example,  on  Cape  Cod  our  first  75  miles  of  distribu- 
tion plant  were  built  and  owned  by  New  England  Telephone,  who 
leased  to  us. 

But  as  an  industry  we  early  learned  that,  given  today's  economic 
circumstances  revolving  around  analogue,  coaxial  distribution  tech- 
nolo^,  it  is  far  better  in  terms  of  cost,  service,  and  quality  for  us 
to  build  and  operate  our  own  distribution  plant  than  to  lease  from 
carriers,  just  as  daily  newspapers  own  the  presses  they  use. 

Some  speculate  that  in  a  future  of  digital  transmission  and  opti- 
cal technologies,  our  industry,  as  a  matter  of  economic  choice, 
might  again  turn  to  leasing  carrier  facilities — to  buy  rather  than 
make,  as  manufacturers  would  say.  But  whether  we  own  or  lease 
our  distribution  plant,  we  will  remain  publishers  and  not  carriers. 

If  this  perception  of  our  role  is  valid,  what  eire  the  implications 
for  telecommunications  policy?  Dominant  considerations  would 
seem  to  revolve  around  the  first  amendment  to  the  Constitution. 
Let  me  suggest  three  areas  for  concern. 

First,  a  strong  case  can  be  made,  I  believe,  against  Government 
intrusion  upon,  or  abridgment  of  the  first  eimendment  rights  of 
cable  television  functioning  aa  telepublisher.  I  refer  to  matters  of 
rate  regulation,  franchise  fees,  carrier-type  access,  and  particularly 
to  the  very  existence  of  government  licensing  authority  over  an 
electronic  press. 
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These  matters  are  now  left  lai^ely  to  State  and  local  jurisdic- 
tions.  However,  in  revising  communication  law,  Congress  could 
obviate  much  litigation  and  constitutioneil  cheillenge  if,  after  thor- 
ough  study  and  debate,  it  would  reflect  in  the  new  law  the  first 
amendment  rights  of  cable  television  functioning  as  telepublisher. 

Government  intrusion  of  just  this  sort  at  State  and  local  levels  is 
today  preventing  expansion  of  Cape  Code  Cablevision  beyond  its  12- 
channel  capacity.  It  is  impeding  Cape  Cod's  ability  to  grow  as  it 
could  have,  had  it  been  free  to  act  as  a  publisher  independent  of 
the  stifling  authority  of  Government  licensors. 

A  second  area  of  concern  Lb  the  right  of  our  subscribers  to  indi- 
rectly receive  broadcasts  initially  distributed  via  the  pubhcly 
owned  spectrum.  What  is  the  difference  in  the  rights  of  a  viewing 
member  of  the  public  who  chooses  to  receive  a  publicly  licensed 
television  channel  directly  off-air  and  the  rights  of  another  who 
chooses  to  receive  that  publicly  licensed  channel  indirectly  via  his 
publisher?  Are  not  both  equally  entitled  to  access,  without  Govern- 
ment interference,  to  video  materials  distributed  openly  via  the 
electromagnetic  spectrum? 

The  goals  of  communications  policy  should  not  be  confused  with 
those  of  copyright  policy.  Subscribers,  as  a  matter  of  communica- 
tions law,  should  have  first  amendment  rights  to  receive  television 
materials  distributed  openly  via  the  spectrum — to  say  nothing  of 
their  rights  in  equity  as  collective  owners  of  the  spectrum. 

An  entirely  separate  question  is  just  compensation  to  copyright 
holders.  A  compulsory  license  for  compensating  copyright  owners 
for  cable  television  transmissions  was  mandated  in  the  1976  Copy- 
right Law,  along  with  provisions  for  review  of  payments  by  a 
Copyright  Tribunal.  Whether  this  compulsory  license  will  continue 
to  be  judged  the  best  solution  to  the  copyright  problem  is  a  separa- 
ble question,  addressable  once  communications  policy  derived  from 
the  first  amendment  is  laid  down  relative  to  the  public's  right  of 
access,  directly  or  indirectly,  to  broadoist  channels. 

It  would  hardly  seem  that  the  relative  merits  of  this  or  that 
readjustment  in  the  method  or  etmount  of  copyright  payments 
should  be  allowed  to  delay  or  confuse  recognition  of  Uie  first 
amendment  rights  of  viewers  to  receive  television  broadcasts  di- 
rectly or  indirectly  as  they  may  choose. 

Third,  there  is  a  public  policy  issue  whether  under  any  circum- 
stances telecarriers  should  be  permitted  to  be  telepublishers,  or 
vice  versa.  In  the  sense  of  the  first  amendment,  common  carriage  is 
antithetical  to  publishing.  Would  such  commingling  of  functions 
give  rise  to  a  weakening  of  the  first  amendment?  Would  the  rights 
of  independent  publishers  of  access  to  telecarrier  facilities  be  di- 
minished if  monopoly  carriers  themselves  are  permitted  to  publish 
entertainment,  information,  and  opinion? 

And  could  significant  public  good  arise  from  telecarriers  func- 
tioning as  telepublishers,  which  would  outweigh  the  potentiid  harm 
to  our  first  amendment  heritage?  If  telecarriers  can  provide  facili- 
ties at  market  justifiable  rates,  then  surely  independent  publishers 
will  step  forward  to  utilize  these  facilities. 

Permitting  carriers  to  offer  data  services  as  proposed  for  the 
revised  law  is  one  thing.  But  permitting  telecarriers  to  function  as 
telepublishers  is  something  else.  Why  authorize  monopoly  carriers 
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to  engage  in  telepubUshing  and  thus  risk  anticompetitive  abuse 
which  would  be  tantfunount  to  suppression  of  speech? 

In  summary,  during  the  debates  preceding  enactment  of  the  1934 
Act,  considerable  attention  was  devoted  to  first  amendment  consid- 
erations. Surely  in  revising  this  act,  today's  debates  should  focus 
critical  attention  on  three  areas  of  first  amendment  concern: 

One,  the  role  of  the  cable  television  industry  as  multichannel 
telepublisher,  with  its  attendant  first  amendment  rights,  particu- 
larly against  the  encroachments  of  Government  licensors,  special 
franchise  fees,  price  regulation,  and  the  imposition  of  carrier-type 
access  obligations: 

Two,  the  first  amendment  rights  of  the  viewii^  public  to  receive 
materials  either  directly  or  indirectly  which  are  first  transmitted 
openly  over  the  publicly  licensed  spectrum; 

And  three,  the  potential  harm  to  the  role  of  the  first  amendment 
if  telecarriers  under  any  circumstances  are  permitted  to  function 
as  telepublishers. 

In  recent  years,  the  courts,  as  in  the  Midwest  Video  and  HBO 
cases,  have  begun  to  recognize  the  characteristics  of  cable  televi- 
sion as  publisher.  Now  the  time  has  come  for  Congress  to  fit  cable 
television  as  telepublisher  into  the  Nation's  telecommunications 
structure. 

The  first  iimendment  has  been  called  the  cornerstone  of  our 
democracy.  And  the  concern  of  the  first  amendment  clearly  is 
communications — the  right  to  speak  and  the  right  to  hear.  Yet  in 
the  statement  of  purposes  of  all  the  communications  bills  now 
before  Congress— S.  611,  S.  622,  and  H.R.  3333— there  is  not  one 
word  about  the  first  amendment  and  the  ever-present  imperative 
to  protect  and  nurture  its  role  in  our  society.  Hopefully,  debate  on 
these  bills  will  bring  the  first  amendment  back  to  center  stage  to 
stand  ahead  even  of  vital  economic  issues  as  deregulation  and 
competition. 

Mr.  Chairman,  thank  you  for  the  privilege  of  testifying  about 
this  matter  of  constitutioned  concern. 

Senator  Goldwater.  You  brought  up  some  very  interesting  ques- 
tions that  we  will  want  to  know  more  about. 

Cable  television,  in  my  part  of  the  country,  is  very,  very  impor- 
tant. When  we  get  into  the  mountain  areas  like  the  far  Rocky 
Mountains  of  the  West,  there  is  no  way  to  operate  except  with 
reflectors.  We  have  many  areas  where  they  cannot  be  used  because 
of  geography  and  because  of  cost.  So  we  rely  on  cable. 

The  question  on  cable  to  just  what  you  brought  up,  the  cable 
facilities  owners  versus  the  cable  program  provider.  We  are  going 
to  give  this  a  lot  of  thought. 

We  will  ask  some  questions,  when  all  of  you  have  finished. 

Mr.  Bresnan,  of  Teleprompter  Corp.,  I  believe,  is  the  next  wit- 
ness. 

STATEMENT  OF  WILLIAM  J.  BRESNAN,  PEESIDENT,  CABLE 
DIVISION,  TELEPROMPTER  CORP. 

Mr.  Bresnan.  Good  afternoon.  Senator  Goldwater. 
I  am  William  J.  Bresnan,  president  of  the  Cable  Television  Divi- 
sion of  Teleprompter  Corp. 
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My  purpose  here  today  is  to  urge  this  committee  not  to  allow  our 
television  industry— a  crucial  part  of  the  Nation's  communication 
system — to  be  controlled  by  a  giant  monopoly.  The  prospect  of 
monopoly  domination  is  not  some  imaginary  horror,  but  the  inevi- 
table result  of  allowing  telephone  companies  into  the  cable  televi- 
sion business. 

Let's  consider  for  a  moment  what  this  kind  of  monopoly  would 
mean  to  society.  For  years  people — Congressmen,  FCC  Commission- 
ers and  just  plain  viewers — have  complained  about  the  fact  that 
television  is  dominated  by  three  networks.  Three  men  ultimately 
determine  what  almost  everyone  in  America  watches  on  his  televi- 
sion set.  Three  men  ultimately  determine  what  kind  of  entertain- 
ment and  what  kind  of  news  coverage  we  see. 

Allowing  the  phone  company  to  get  into  the  software  business — 
selecting,  producing  and  marketing  its  own  programing — will  mean 
that  the  cable  television  industry  and  ultimately  the  broadcast 
industry  will  be  swallowed  up  by  the  phone  company  monopoly. 
Instead  of  three  men  makii^  decisions  as  to  what  we  see  on  televi- 
sion, only  one  man  will  ultimately  make  those  decisions — the  head 
of  the  phone  company. 

Moreover,  a  phone  company  monopoly  over  television  will  entail 
great  economic  as  well  as  social  costs.  Consumers  will  pay  more  for 
the  monopoly  services,  not  less.  And  they  will  receive  less  imagina- 
tive programing  from  the  monopoly  than  they  would  otherwise. 
Reduced  services  at  higher  prices  is  what  always  results  from  a 
monopoly,  no  matter  how  stringently  regulated. 

Why  are  we  so  sure  that  allowing  the  phone  companies  into  the 
cable  business  would  necessarily  result  in  the  massive  monopoly 
that  I  have  just  discussed?  For  two  reitsons: 

First,  a  monopoly — and  the  phone  company  is  the  monopoly  in 
this  country — regards  competition  the  way  nature  regards  a 
vacuum:  It  abhors  it.  The  inherent  thrust  of  any  monopoly  is  to 
expand  from  its  monopoly  base  to  crush  competition. 

Second,  there  is  our  experience  with  the  phone  company.  This 
experience — representative  examples  of  which  are  attached  to  my 
written  testimony — heis  convinced  every  single  member  of  the  cable 
industry  that  the  phone  company  will,  unless  restrained,  do  every- 
thing in  ita  power  to  take  over  the  cable  business. 

And  we  are  not  the  only  ones  who  are  convinced:  The  FCC,  after 
conducting  an  exhaustive  inquiry  on  telephone  company  predatory 
practices,  flatly  banned  the  phone  companies  from  the  cable  busi- 
ness in  their  service  areas.  Also,  the  Justice  Department  in  its 
recent  "Offer  of  Proof  in  its  antitrust  case  against  A.T.  &  T. 
devotes  35  printed  pages  to  summarizing  A.T.  &  T.'s  attempt  to 
take  over  the  cable  buBlness.  Attached  to  my  written  testimony  are 
copies  of  the  FCC  "Report  and  Order"  and  Justice  EJepartment 
"Offer  of  Proof."  I  urge  each  of  you  to  read  these  documents 
because  I  believe  they  will  convince  you  that  the  phone  companies 
are  unfair  and  ruthless  competitors  who  seek,  in  the  words  of  one 
internal  Bell  memorandum  quoted  by  the  Department  of  Justice, 
"ownership  of  all  communications  distributions  facilities." 

S.  622  recognizes  the  threat  to  free  competition  and  media  diver- 
sity posed  by  telephone  company  entry  into  the  cable  business.  It 
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flatly  prohibits,  except  in  certain  rural  areas,  telephone  company 
entry  into  the  cable  television  business. 

Note,  however,  that  S,  622  does  not  attempt  to  legislate  against 
technology.  It  allows  the  phone  companies  to  build  broadband  s3's- 
tems  and  leeise  capacity  on  their  systems  to  third  parties  (some  of 
whom  could  be  competitors  of  the  loceil  cable  company).  Thus,  S.  622 
preserves  a  free  marketplace  without  denying  consumers  the  bene- 
fits that  advanced  technology  may  bring.  We  wholeheartedly  sup- 
port S.  622's  treatment  of  this  crucial  issue. 

S.  611  also  recognizes  the  threat  posed  by  telephone  comp£uiy 
entry  into  the  cable  television  business.  But  its  treatment  of  this 
problem  is  somewhat  ambiguous  and  is,  therefore,  in  our  judgment, 
imsatisfactory.  Specifically,  S.  611  contemplates  that  the  FCC  may 
allow  telephone  companies  to  provide  cable  television  service  under 
conditions  which,  in  the  words  of  the  bill,  are  adequate  to  achieve 
separation  of  cable  television  services  from  noncompetitive  telecom- 
munications services.  I  suggest  to  you  that  no  such  conditions  are 
possible  and  that  there  is,  therefore,  no  way  to  protect  society 
against  predatory  telephone  practices. 

Even  if  the  telephone  company's  cable  television  activities  are 
conducted  by  a  separate  subsidiary,  the  employees  of  that  sepeirate 
subsidiary  would  still  consider  themselves  employees  of  the  tele- 
phone company.  These  men  would  undoubtedly  do  just  what  the 
phone  company  told  them  to  do.  This  is  the  universal  experience 
with  separate  subsidiaries. 

For  exeimple,  Teleprompter's  cable  television  division,  of  which  I 
am  president,  operates  through  separate  subsidiaries  in  some 
arefis.  But  if  we  make  a  decision  in  New  York,  I  expect  to  see  that 
decision  carried  out  at  the  local  system  level — whether  or  not  the 
system  is  operated  by  a  separate  subsidiary.  And  if  the  head  of  any 
separate  subsidiary  were  unable  or  unwilling  to  carry  out  company 
policy,  we  would  get  a  new  president  for  the  subsidiary. 

Similarly,  if  the  phone  company  should  decide  that  its  cable 
subsidiary  should  operate  at  a  loss  or  at  below-market  rates  of 
return  in  order  to  drive  out  competition,  you  can  be  sure  that  is 
how  the  Bell  Cable  Co.  would  operate.  And  because  there  is  no 
limit  on  the  ability  of  the  phone  company  to  use  its  monopoly 
profits  from  its  local  distribution  plant  to  subsidize  the  activites  of 
the  Bell  Cable  Co.,  there  is  nothing  to  stop  the  telephone  company 
from  proceeding  in  exactly  this  manner. 

It  is  interesting  to  note  that  in  most  cases  of  telephone  company 
anticompetitive  conduct  the  telephone  company  acted  through  a 
separate  subsidiary.  Some  of  this  conduct  was  incredibly  blatant. 
Once  again,  I  refer  you  to  the  attachments  to  my  written  testimo- 
ny, the  extensive  "Report  and  Order"  issued  by  the  FCC,  the  35- 
page  excerpt  from  the  Justice  Department  brief,  and  the  list  of 
examples  of  telco  abuses.  The  catalog  of  horrors  contained  in  these 
documents  are  not  imaginary  horrors.  They  actually  happened,  and 
they  happened  to  me  and  to  other  people  like  me  in  the  cable 
television  business. 

And,  as  I  said,  in  many  of  these  cases  the  telephone  company 
used  so-called  separate  subsidiaries  to  commit  these  abuses. 

For  example,  the  phone  companies  would  deny  pole  attachments 
to  independent  cable  operators  while  at  the  same  time  granting 
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such  attachments  to  their  own  subsidiaries.  Or  the  phone  compa- 
Dies  would  engage  in  the  sort  of  cross-subsidization  that  I  men- 
tioned  a  moment  ago.  They  would  demand  an  exorbitant  price  for 
pole  attachments — a  price  that  the  independent  cable  company 
could  not  afford  but  which,  of  course,  did  not  deter  the  phone 
companies'  cable  subsidiaries.  Once  again,  the  result  was  that 
phone  company  subsidiaries  monopolized  the  market. 

I  recognize  that  most  of  the  past  phone  company  abuses  regard- 
ing  the  cable  industry  have  involved  pole  attachment  practices  and 
that  S.  611  contains  a  provision  designed  to  remedy  the  pole  attach- 
ment problem.  But  the  sordid  pole  attachment  history  is  only  indic- 
ative of  the  F^one  companies'  monopolistic  intent.  By  simply  allow- 
ing their  amliated  cable  companies  to  operate  at  a  loss — while 
being  subsidized  by  their  own  monopoly  profits — the  phone  compa- 
nies  will  achieve  the  same  monopolistic  goal  aa  by  the  cruder 
method  of  denying  pole  attachments  in  the  first  place. 

One  further  aspect  of  the  history  of  the  phone  company  entiy 
into  the  cable  business  bears  mentioning.  W^en  the  FCC  adopted 
its  cross-ownership  rules,  it  did  not  ban  aH  telephone  company 
entry  into  the  cable  business.  The  prohibition  extended  only  to  the 
phone  companies'  service  areas.  Outside  of  these  areas,  the  phone 
companies  were  free  to  compete  with  the  independent  cable  opera- 
tors. But  none  did. 

Once  denied  the  etdvantage  of  a  local  telephone  monopoly,  no 
phone  company  was  willing  to  take  up  the  challenge  to  meet  the 
cable  operators  in  a  fsdr  fight.  This  says  something  about  the  kind 
of  competition  the  phone  company  wants. 

But  it  also  says  something  about  the  cable  industry.  If  there  is 
any  message  I  want  to  leave  with  you,  it  is  this:  The  cable  industry 
is  not  afraid  of  competition.  In  a  fair  fight,  we  can  hold  our  own 
with  anybody.  We  have  survived  and  prospered  against  great 
odds — ranging  from  the  protectionist  rules  of  the  FCC  to  the  preda- 
tory practices  of  the  phone  companies.  And  we  are  accustomed  to 
competition.  We  have  lived  every  day  of  our  existence  in  a  highly 
competitive  marketplace.  Cable  television  competes  with  television 
stations,  movie  theaters,  MDS  systems,  STV  and  new  video  tape 
and  disc  suppliers. 

Nor  do  we  fear  any  technology.  Specifically,  we  seek  no  protec- 
tion from  any  one-wire  plant  which  the  phone  companies  or  others 
may  develop.  If  it  turns  out  that  such  a  one-wire  plant  is  cheaper 
than  our  present  dual  system,  then  we  will  take  our  chances  as 
packagers  and  marketers  of  programing  on  such  a  system  in  com- 
petition  with  any  other  similarly  franchised  competitor. 

But,  as  I  have  said  before,  allowing  the  phone  company  to  own 
both  the  hardware  and  software  is  to  invite  cross-subsidization  and 
predatory  practices  which  will  surely  drive  out  competition  and 
deliver  the  entire  television  industry  into  the  hands  of  the  monopo- 
list. 

In  closing,  let  me  return  for  a  moment  to  S.  611.  It  is  clear  that 
the  drafters  of  the  bill  were  concerned  about  the  matters  I  have 
discussed,  and  they  attempted  to  protect  against  them,  although,  as 
I  have  said,  I  believe  that  the  protections  contemplated  by  section 
227  are  not  adequate.  In  section  265  of  the  bill,  however,  the 
drafters  have  established  a  sound  procedure  for  permitting  tele- 
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phone  company  entry  into  the  cable  television  business.  In  that 
section,  which  deals  with  rural  telecommunications,  the  FCC  is 
instructed  to  permit  telephone  companies  entry  only  sifter  consider- 
ing the  benefits  derived  from  diversity  of  ownership  and,  most 
importantly,  only  in  cases  where  diversity  of  prc^^raming  would  not 
otherwise  be  available. 

If  this  requirement  is  appropriate  to  rural  areas,  is  it  not  even 
more  appropriate  to  the  rest  of  America,  where  the  financial  stakes 
are  so  much  greater  and  where  there  is  a  correspondingly  greater 
incentive  for  the  phone  companies  to  engage  in  anticompetitive 
conduct? 

We  were  heartened,  Mr.  Chairman,  when  introducing  this  bill, 
you  stated,  as  does  section  265,  that  phone  companies  would  be 
allowed  into  the  television  business  only  when  no  other  means  of 
service  was  available.  We  urge  this  committee  to  return  to  this 
salutary  principle. 

Thank  you. 

Senator  Goldwater.  Theuik  you  very  much. 

I  must  say  that  this  particular  part  of  the  telephone  compemy's 
services  has  given  a  lot  of  us  cause  for  concern.  That  is  why  we  put 
the  language  in  S.  622. 

I  think  you  would  be  interested  to  leEU*n,  if  you  do  not  already 
know  it,  that  in  the  hearings  yesterday  before  the  House  subcom- 
mittee Charles  Brown,  chairman  of  A.T.  &  T.,  said  that  A.T.  &  T. 
would  accept  statutory  leuiguage  prohibiting  A.T.  &  T.  from  offer- 
ing cable  TV  programing  and  pay  TV  services. 

Mr.  Bresnan.  I  heard  that.  Senator. 

Senator  Goldwater.  He  indicated  that  to  me,  when  I  brought  up 
the  problem  of  their  bare-wire  television  service  which  they  have 
available.  They  agreed  that  the  statutory  prohibition  would  be  all 
right  with  them. 

Do  you  think  it  would  satisfy  your  concern? 

Mr.  Bresnan.  If  we  could  get  a  statutory  prohibition  that  would 
not  only  keep  A.T.  &  T.  out,  but  also  keep  the  independent  tele- 
phone companies  out  of  the  business,  that  would  be  a  great  step 
forward. 

Many  of  the  abuses,  Senator,  that  I  referred  to  have  been  com- 
mitted by  some  of  the  independent  telephone  companies. 

Senator  Goldwater.  Would  you  be  willing  to  accept  a  waiver  for 
smaller  telephone  companies,  such  as  we  have  throughout  the 
West? 

Mr.  Bresnan.  In  rural  areas,  the  type  of  waiver  that  is  contem- 
plated in  the  bill  now,  which  provides  a  waiver  in  the  rural  areas 
where  there  would  be  no  other  means  of  service  available,  I  would 
say  that  that  would  be  in  order.  I  do  think  that  when  you  grant 
such  a  waiver,  you  are  making  a  tradeoff.  When  you  let  the  tele- 
phone company,  large  or  small,  into  the  programing  business,  there 
is  a  risk  involved.  But  I  think  there  is  a  tradeoff  in  the  rural  areas. 
If  service  could  not  be  provided  in  any  other  way,  then  perhaps  the 
benefit  is  worth  the  risk. 

Senator  Goldwater.  I  will  throw  out  a  quick  example,  because  I 
do  not  want  to  be  too  long. 

We  have  an  Indian  tribe,  the  White  Mountain  Apaches,  that 
want  to  put  in  cable  television,  but  no  cable  television  company  cem 
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see  any  profit  because  of  the  distance  that  would  be  required.  But 
there  is  a  telephone  company  that  services  them. 

This  is  an  example  of  where  a  small  telephone  company  might 
be  allowed  to  use  the  bare  wire  concept  and  pick  up  from  cable  at  a 
nearby  cable  outlet.  So  we  have  got  to  consider  all  these  things. 

But  I  am  very  glad  you  brought  that  out,  and  I  am  glad  to  tell 
you  that  we  brought  this  up  with  A.T.  &  T.,  not  once,  but  several 
times— and  not  just  your  end  of  cable  television,  but  the  other  side, 
that  I  have  talked  about  earlier. 

Mr.  BxESNAN.  Yes,  sir. 

[The  attachments  referred  to  follow:] 

BxAMPLm  OF  Telephone  Company  Abuse— Rxfost 

The  FCC  originally  entered  the  area  of  telco/cable  regulation  in  1%6,  when  the 
talcoa  were  diracted  to  file  tariffs  in  order  to  provide  local  coaxial  cable  diatributimi 
facilities  to  cable  television  operators.  Common  Carrier  Tariffs  for  CATV  Sytrtema, 
4P0C  2d  267. 

Two  years  later,  the  FXX  determined  that  214(a)  authority  had  to  be  obtained  bf  a 
telco  before  it  could  construct,  acquire  or  operate  distribution  facilities  to  provide 
channel  service  to  a  cable  television  Bystem.  General  Telephone  Co.  of  California,  18 
POC  2d  488,  afTd,  Geneml  TeUphone  Co.  of  California  v.  FCC  413  F.2d  390  (D.C.  Or. 
1969,  cert,  denied  U.S.  88  (1969). 

The  214  applications  filed  by  the  tolco  as  a  result  of  the  above  ruling  were 
analyzed  by  the  FCC  and  many  were  found  to  contain  evidence  of  owneiahip 
aflUiations  l>etween  the  telco  and  the  cable  company.  Questioning  the  Ic^sJitv  aif 
this  affiliation  situation,  the  FCC  instituted  DocKet  18509  to  determine  if  totcoa, 
either  directly  or  indirectly,  should  be  permitted  to  supply  cable  service. 

Throughout  the  proceeding  it  was  demonstrated  that  local  telephone  companies 
were  Kenerally  able  to  pro«mpt  effectively  the  cable  television  market,  and  to 
eiUnd,  without  need  or  justification,  their  monopoly  control  over  new  broaiQMnd 
services.  Final  Report  and  Oder  in  Docket  18609,  21  FCC  2d  807,  323  (1970).  This 
extension  of  monopoly  control  was  accomplished  in  several  ways. 

1.  Telephone  companies  abused  their  entrenched  monopoly  position  and  their  long 
established  political  relationships  to  convince  local  officials  to  award  cable  television 
franchisee  only  to  the  local  telephone  company  subsidiary. 

For  example,  in  1965,  United  Utilities,  a  separate  subsidiary  of  United  Telephone 
Co.,  adopted  a  policy  designed  to  prevent  cable  franchises  from  being  granted  to  an 
unaffiliated  company  in  any  community  served  by  United.  To  implement  this  policy, 
United's  managers  were  encouraged  to  actively  seek  franchises  for  their  respecttve 

One  lucli  manager  applied  for  a  franchise  in  WarTensburs,  Missouri,  where  be 
had  served  on  the  city  council.  Several  letters  were  sent  by  United  to  local  officials 
"reminding"  them  of  all  the  favors  the  telephone  company  had  done  for  the  commu- 
nity. Even  after  a  franchise  had  been  granted  to  an  independent  operator.  United 
pTMsed  its  application.  In  a  public  Aanchise  hearing,  the  telephone  company  man- 
ager stated  that  the  unaffiliated  cable  operator  would  be  allowed  to  attach  to 
ifnitod's  poles.  Later,  in  a  private  call  to  the  Mayor,  this  promise  was  revoked. 
United  was  ultimately  awarded  a  aecond  franchise.  See  Wamnshurg  Cablt,  Inc.  48 
PCC  2d  910  (1973). 

Similarly,  in  Telecable  Corporation,  19  FCC  2d  574  (1%9),  the  Conunisnon  found 
that  the  (general  Telephone  affiliated  companies  used  their  monopo^  position  to 
convince  the  city  council  not  to  award  the  franchise  to  an  inaependent  cable 
company.  Furthermore,  Pacific  Northwest  Bell  intervened  with  Uie  governing  au- 
thority of  the  city  of  Portland,  Oregon  in  1974  to  deter  the  award  of  a  cable  TV 
franchise  which  might  offer  competitive  services.  Pacific  Northwest  Bell  argued  that 
the  cable  system  would  be  siu>erfluouB  and  would  violate  the  telepone  company's 
charter  as  the  sole  provider  of  communications  services.  In  addition.  Pacific  North- 
west Bell  threstened  that  implementation  of  the  planned  system  would  increase 
telephone  rates  and  jeopardize  the  re-election  of  council  members  who  supported  Um 

2.  Telephone  companies  advised  local  franchising  officials  that  independent  cable 
operators  would  not  be  granted  aoceos  to  poles  even  if  a  franchise  was  not  awuded 
to  the  telephone  company  subsidiary. 
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niiutrative  of  this  practice  ie  the  November  19,  1966  letter  from  Mr.  George  J, 
Wickatd,  CATV  Coordinator,  United  Telephone  Company  of  Pennsylvania,  to  the 
President  of  the  Borough  Council.  Borough  of  Hanover,  Pennsylvania. 

'lite  United  Telephone  Company  of  Pennsylvania  is  preparing  tariff  to  provide 
■nd  lease  signal  distribution  facilities  for  community  antenna  television  systems. 
P^  attachment  agreements  permitting  CATV  operaton  to  attech  to  United  Com- 


ff^'b 


"United  Utilities  Incorporated,  our  system  parent  company,  has  formed  a  subsidi- 

S'  company,  United  Transmission,  Incorporated,  which  will  provide  and  operate 
TV  systems.  United  Transmission  has  completed  signal  strangth  surveys  and 
other  feasibili^  studies  for  Hanover  Borough.  1  have  been  authorized  by  United 
Transmission,  Incorporated  te  request  time  on  the  Borough  Council  meeting  agenda 
in  order  for  United  Transmission  to  present  its  proposal  to  provide  Hanover  Bor- 
ough residents  with  community  antenna  television  service  .  .  . ' 

3.  Telephone  companies  often  commenced  service  in  communities  without  local 
franchises  on  the  theory  that  their  certificates  ^m  the  state  PUC  were  sufHcient. 

TiuB  tactic  allowed  the  telephone  company  to  disr^ard  any  local  determination 
aa  to  the  appropriate  cable  franchisee  and  simply  commence  operations  in  competi- 
tion with  eatabUshed  operators  without  complying  with  establisned  local  procedures. 
See,  Telepnmpttr  Cable  Systema,  Inc.  v.  FCC  (Johnstown,  PA),  543  F.  2d  1379  (D.C. 
Cir.  1976). 

4.  To  advance  their  own  cable  effort,  company-wide  policies  were  adopted  by  the 
telephone  company  refusing  to  grant  pole  attachments  te  independent  cable  systems 
while  granting  each  access  te  the  telephone  company's  separate  subsidiarv. 

For  example,  at  a  management  meeting  on  December  15  and  16,  1964,  United 
Utilities  adopted  a  "CATV  Policy  Stetement"  which  concluded,  in  part: 

"We  believe  it  is  in  the  public  interest  that  pole  and  duct  line  space  be  utilized  as 
efficiently  as  possible,  that  each  service  carry  its  full  share  of  cost,  and  that  the 
control  of  this  properU  be  exercised  by  the  public  utilities  (telephone  and  power) 
which  own  it  and  which  have  long-term  responsibility,  under  r^ulation,  for  its  use, 
"       '  OS,  we  will  not  orduiarily  grant  contect  rights  for  the  use  of  poles  or 


le  duct  space  to  others  for  anv  purpose?' 

.    Telephone  companies  emploved  varioi       „    _  

advantages  over  independent  canle  operators  seeking  attechments  to  telephoi 


6.  Telephone  companies  emploved  various  tactics  to  give  their  channel  les 


.  my  poles 

Leasebacks  were  preferred  by  telephone  companies  te  pole  attachmente  because 
tha  telephone  company  owned  the  facilities,  could  control  their  use  and  could  add 
their  cost  to  the  rate  base  to  justify  telephone  rate  increases.  These  aidvantages  are 
not  available  when  cable  operators  own  potentially  competitive  facilities  attached  to 
tele^one  company  poles. 

ATJbT,  whicn  was  barred  from  the  cable  television  business  by  the  1956  Consent 
Decree,  typically  priced  its  channel  distribution  leasebacks  at  less  than  cost  to 
induce  cable  operators  to  lease  facilities  under  AT&T  control  rather  than  construct 
their  own  facilities  attached  to  AT&T  poles. 

AT&T,  while  precluded  from  the  cable  television  business  by  the  Consent  Docree, 
wanted  te  at  least  maintain  ownership  and  control  over  the  distribution  facilities. 
AT&T  attempted  to  achieve  this  position  by  arbitrarily  raising  pole  attachment 
rates,  by  imposing  use  restrictions  on  independently  owned  facilities  and  by  employ- 
ing its  ability  to  cross-subsidize  through  marketing  ".  .  .  their  own  'channel  serv- 
ices' at  remarkably  low  prices  to  encourage  existing  and  potential  cable  communica- 
tions companies  to  tease  channels  from  Bell  rather  than  construct  their  own".' 
AT&T  admitted  that  ite  leaseback  rates  did  not  even  cover  coats.' 

Further,  the  independent  telephone  companies  actively  involved  in  cable  televi- 
sion through  separate  subsidiaries,  such  as  United  and  General,  filed  teriffo  which 
were  only  attractive  to  their  subsidiaries,  thus  precluding  competition.  For  example, 
"barrier  to  tmtxy"  rates  could  be  set  unreasonably  high  so  tliat  only  the  telephone 
Bubmdiary  could  afford  service.  Understandably,  mdependent  cable  operators  were 
unwilling  te  accept  these  restrictions, 

6.  Telephone  companies  engaged  in  protracted  delays  in  arranging  for  pole  attach- 
ments in  order  to  force  the  independent  cable  company  into  accepting  leasd>ack 
arrangements. 

The  Bell  System's  companies  filed  teriffs  in  the  late  1960's  offering  to  provide 
leased  channel  distribution  service.  While  not  refusing  pole  attachmente  outright,  as 

PtalntifTa  Answer  to  Intemsetory  61,  United  Sutes  V.  ATAT,  et  al.,  Case  No.  74-6098  (D.C. 
>  -.  283. 
at2M. 


'lit 
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did  General  and  United,  the  Bell  System  companiee  adopted  various  policies,  includ- 
ing unaupported  increases  in  pole  retae  and  delays  in  make-ready,  "changeouta"  and 
engineering  inspections,  which  made  it  exceedingly  difHcult  for  an  indepdendent 
cable  operator  to  compete  in  the  marketplace  witti  an  operator  who  had  leased 
channels  from  a  Bell  Telephone  Company.  After  reviewing  these  policies  and  prac- 
tices in  Better  T.V.  of  Dutchess  County.  NY  v.  New  York  Telephone  Co..  SI  FOC  2d 
939  (1%9),  the  FCC  concluded: 

"The  course  of  conduct  followed  by  NY  Telco  employees  in  the  communities  under 
consideration  such  as  the  express  or  implied  threats  of  delay  if  the  cable  operatms 
persisted  in  their  for  pole  attachment  agreements,  the  interminable  delays  between 
each  step  of  the  processing  from  request  to  the  attachment  of  the  cable  to  the  fdiM, 
the  priority  given  to  construction  for  the  channel  service  customer  and  the  other 
conduct  detailed  herein,  establish  to  our  satisfaction  that  the  objective  of  sudi 
conduct  was  improperly  to  discourage  attachment  applications  and  to  encourage  the 
acceptance  of  common  channel  distribution  service."  31  FCC  2d  at  966. 

7.  Telephone  companiee  built  duplicative  facilities  to  those  provided  by  the  exist- 
ing franchised  independent  cable  entrepreneurs  for  the  benefit  of  the  telephone 
company's  cable  aubeidiary  or  for  favored  cable  operators  which  leased  channel 
distribution  facilities  from  the  telephone  company. 

For  example,  in  Warrensburg,  Missouri,  in  spite  of  the  intense  pressures  brought 
to  bear  by  United  Telephone  against  local  officials,  a  franchise  was  granted  to  an 
independent  cable  operator.  The  independent  operator  met  with  persistent  opposi- 
tion and  delays  from  United  with  regard  to  pole  attachments  and  essential  proce- 
dures for  the  construction  of  a  cable  system. 

Subsequently,  United  succeeded  in  obtaining  a  second  "non-exclusive"  franchise 
from  the  city  for  its  subsidiary.  United  marshalled  crews  and  equipment  from  its 
telephone  subsidiary  and  was  to  complete  construction  long  before  tiie  independent 
operator  who  has  started  first.  This  advances  is  crucial  in  an  overbuild  situation 
because  customers  typically  start  with  the  first  company  that  offers  them  service. 
See,  Warrensburg  Cable.  Inc..  48  FCC  2d  910  (1973). 

8.  Telephone  companies,  with  the  only  available  poles,  have  required  pole  attach- 
ment agreements  to  be  teiminable  at  will. 

Abuses  by  the  telephone  companies  as  to  their  pole  attachments  have  been 
thoroughly  detailed  in  the  last  two  Besaions  of  Congress  during  the  hearings  con- 
cerning the  recently  enacted  pole  attachment  legislation. 

For  example,  in  1976,  North  Carolina  cable  operators  failed  to  pay  a  unilaterial 
pole  rate  increase  when  Carolina  Telephone  &  Telegraph,  a  United  company,  re- 
fiiaed  to  offer  any  coat  justiiicstion  and  would  not  even  negotiate.  The  telephone 
company  disconnected  the  cable  from  the  poles,  disrupting  service  in  three  oommu- 

Telephone  companies  have  rarely  had  to  exercise  this  terminabili^  because  its 
mere  existence  gives  the  telephone  monopoly  total  leverage,  especially  with  r^ard 
to  pole  rate  increases.  Furthermore,  many  lenders  have  avoided  the  cable  industry 
in  the  past  because  they  were  unwilling  to  see  such  a  tremendous  investment  in 
plant  and  electronic  equipment  be  capable  of  destruction  at  the  whim  of  the  tele- 
phone company. 

9.  Pole  attachment  and  leaseback  agreements  typically  restricted  the  independent 
cable  operator  to  one-way  transmission  of  off-the-air  television  signals,  thus  preserv- 
ing all  other  telecommunications  markets  for  the  telephone  company  or  its  cable 
subsidiary. 

As  mentioned  before,  telephone  companies  want  to  retain  control  over  broadband 
facilities  to  preclude  independent  cable  operators  from  offering  services  which  do  or 
might  in  the  future  compete  with  the  telephone  company. 

In  a  Report  on  CATV  Activity  to  its  directors.  United  Utilities  candidly  admitted 
its  intention  to  thwart  competition: 

"The  United  System  went  into  the  CATV  business  primarily  to  protect  the 
interests  of  its  operating  telephone  companies,  in  anticipation  of  future  develop- 
ments in  communications  which  would  required  a  broadband  transmission  facility. 
We  wished  to  avoid  having  a  potential  business  competitor  build  such  a  facility  on 
United  pole  lines  in  towns  served  by  United  Telephone  Companies."  See,  Warrens- 
bury  Cable.  Inc.,  48  FCC  Zd  910,  919  (1973). 

The  following  examples  of  attempts  to  invoke  these  reetricitons  upon  use  of  a 
cahie  operator's  facilities  are  indicative  of  the  potential  for  restraining  competition. 

On  September  26,  1967,  Michigan  Bell  notified  Iron  River  CATV  that  its  pOle 
attachment  agreement  would  be  terminated  if  Iron  River  continued  transmission  of 
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a  radio  ligna]  when  tbe  pole  attachment  agreement  only  allowed  one-waj  transmiS' 
■ion  of  taleviBion  siniaU.' 

New  York  Telefdione  denied  the  requeat  of  Ceracche  TV  Cable  Company  to 
traiumit  aducatiiuial  programs  via  coble  to  Ithaca  Collie  since  this  would  be  a  two- 
way  aenice.  On  May  27,  1968,  Pacific  Telephone  denied  a  request  for  pole  attach- 
ment piivilegea  to  a  Caiifornia  coble  i>peratar  desiring  to  install  security  surveil- 
lance cameras  at  customers'  locations.  Pacific  Telephone  admitted  that  the  attach- 
ments were  being  denied  because  it  offered  similar  servicee, 

10.  Ttieipboa*  companiee  have  the  ability  to  use  monopoly  profits  and  telephone 
revenues  to  cross  subsidiie  cable  operators. 

State  and  Federal  regulatoir  bodiea  have  granted  telephone  companiee  a  mmopo- 
]j  on  local  exchange  switched  voice  service  and  allowed  rates  adequate  to  provide  a 


however,  have  used  these  accumulated  monopoly  profits  t 
expand  their  monopolies. 

In  order  to  foreclose  the  independent  cable  operator  from  the  market,  cable 
television  service  could  be  initially  offered  at  lees  than  cost  by  the  telephone 
company's  cable  subsidiary.  These  losses  could  be  subsidized  from  accumulated 
monoply  profits  or  from  other  rate  payers  such  as  telephone  subscribers. 

Therefore,  based  on  the  history  of  passed  "horribles"  the  FCC  promulgated  Sec- 
tions 63.S4,  63.67  and  64.601  of  the  Rules  to  prohibit  local  telephone  companiee  from 
owning  and/or  operating  cable  systems  within  their  specific  telephone  service  areas. 
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I.  Kxcliision   of  l*o(rnli»l   Competition   from   Coiiiiimiiily 
Aiilciiiia  Tckvisioti  (CATV) 
1.  nackgrouiKl 

Television  grew  ilrainnlicnlly  uflcr  World  Wur  II.  Tt:lcvision 
signals  arc  ordinarily  broadcast  oiiiiii-dircctionally  frcim  :i  ccnlral 
lr:iiisii)itlcr  and  picked  upoiF  the  airwaves  by  individual  television 
antennas.  Tlic  Tarllicr  a  television  niilcnna  is  Troin  a  lran%niillcr. 
and  the  more  inlcrvcaing  obsltuetions.  the  poorer  llic  reception. 
Tlic  rCCiniliiilly  granted  television  broadcast  licenses  only  in  Itic 
largest  cities.  As  a  result,  television  reccpliun  in  rural  communi- 
ties Tar  Troin  the  larger  cilics  was  poor  or  nun-cxistcni. 

'.'oiiiiiiunity  antenna  television  ("CATV")  provides  television 
pri.,jranis  to  subscribers  via  coaxial  cable  ratlicrtban  ovcr-tlic-air 
broadcasting,  eliminating  the  problem  or  i>oor  receplioii.  Anten- 
nas arc  built  on  mountain  tops  or  oilier  points  of  good  reception  to 
capture  weak  television  signals  olT  tlic  air.  Tlie  TV  signals  are 
tlicn  Iransniilted  from  tlic  antenna  site,  wliicli  may  be  a  number 
of  miles  from  the  population  to  be  served,  lo  the  general  vieinrly 
of  tlic  subscribers  where  a  system  of  cables  distributes  the  sit;.nal 
to  tlic  liomcs  of  individual  subscribers. 

Tlic  first  experimental  cable  system  began  in  Astoria,  Oregon, 
in  1948  and  tlic  first  commercial  system  began  in  Lanslord. 
Pennsylvania,  in  1949  when  an  antenna  was  set  up  and  cable  was 
strung  from  Irec  to  tree  to  bring  llic  signals  of  ibrcc  IMiiladelpliia 
stations  lo  a  Western  Pennsylvania  community  willi  poor  televi- 
sion reception. 

Tlie  early  cable  systems  only  bad  the  capacity  lo  transmit  llircc 
television  channels,  and  Ihey  were  llius  generally  fully  used  by  ihe 
available  television  signals.  By  llic  early  I930's  llie  availabiiy  of 
inexpensive  microwave  lAllio  allowed  importation  of  distant  tele- 
vision signals,  via  chains  of  transmission  towers,  for  subH-ttn*-''*! 
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(liMiiliulioii  by  tocil  culilc  syslcms.  At  this  liiiic.  AT&T  :inJ  the 
llcll  opcnilii)]^'  coiiip;iiiics  were  liu^y  K;ilUryiii|;  tlic  Imritcoiiiiif; 
(lcni:iii<l  for  lclcpl»)nc  service  llial  folloivi-tl  ihc  Korc:iii  W:ir. 
Ilicrc  were  approxiiiiiitcly  one  iiiilhoii  "held"  uulers,  i.e..  pcujUe 
wjiiini;  for  telephone  service,  mid  Ihc  Dell  operating  coinp^iiies 
were  neither  williii);  nor  iil)le  to  cx|>cnd  rcsuiirces  lo  construct 
microwave  or  cjble  (tislribulion  systems  for  television.  In  addi- 
tion, A  r&T  viewed  CATV  as  a  Icnipornry  service  which  would 
dis:ip|Kjr  when  the  FCC  expanded  the  markets  in  wliici)  it  would 
:illow  television  hro;idc:istiiig. 

CATV  continued  lo  E'"*  '"  '■"''■''l  areas  where  television 
reception  was  poor,  and  hy  1958  there  were  525  CATV  systems  in 
ojieiation.  The.^e  early  CATV  systems  soon  found  that  trees  were 
not  nil  acceptable  means  for  runninj;  their  cable  to  their  sub- 
scribers. Cost  or  local  regulation  made  constructing  poles  on 
which  lo  attach  their  cable  or  digging  up  streets  to  build  under- 
ground conduil  impossible.  Accordingly,  cable  companies  turned 
In  the  existing  utility  companies  witli  their  preexisting  |k>Ic  and 
conduit  networks  as  a  means  of  distrtbutiiig  llieir  cable. 

The  Hell  operating  companies,  as  well  as  local  |X>wer  com- 
panies, held  francliises  which  allowed  them  lo  construct  both 
utility  poles  and  underground  conduit.  CATV  systems  requested 
and  needed  access  lo  the  telephone  poles  owned  by  the  Bell 
operating  companies  because  the  cost  of  building  a  separate  pole 
Nystein  was  prohibitive,  and  many  municipalities  sin)ply  forbade 
Ibis  alternative.  The  Ucit  operating  companies  had  previau.sly 
allowed  pole  attachments  with  VVcslcrn  Union,  power  companies 
and  local  government  facilities.  Unable  lo  provide  this  service 
lliemsclvcs,  Ihc  Uell  operating  companies  generally  allowed 
CATV  companies  lo  attach  cable  lo  their  poles  for  a  "pole 
attachnieiil"  fee  of  from  SI  to  $2.00  per  pole  per  year  based  on 
these  past  attachment  agreements. 

2.  <;ruwlh  of  Cable  and  the  llircal  (o  AT&T  and  Ihe  Itcll 
Ojicraliiig  Companies 

In  the  late  I950's.  three  companies  developed  equipnieiit  which 
allowed  up  lo  12  television  channels  lo  be  transmitted  and  distrib- 
uted over  the  coaxial  cable  systems  then  existing.  This  greatly 
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cxpniidi-tl  llic  capacity  uF  (lie  existing  cable  sy.slcri)s.  Now,  in 
addition  to  tclcvisiun.  cahic  cnmpanivs  cuulJ  trniisniit  oilier 
sciviccs  lo  llicir  snliscriliers. 

In  (lie  caify  lV6U's  calile  systems  Irgan  lo  Iransiiiil  and  market 
otiicr  one-way  services  in  addition  to  oir-tlic-nir  lelcvisiua  pro- 
gramming. In  Ijicobcta,  Ontario,  u  subsidiary  of  l^iramotint 
began  uirering  I'ay  TV  over  one  of  ils  excess  channels.  In  upstate 
New  York  two  cable  operators  began  offering  closed  circuit 
eilucalionat  television  ("tTV")  over  excess  channels.  Cable  sys- 
tems, including  one  in  Uvalde.  Texas,  began  olVering  )-'M  music. 
Cable  operators,  including  one  in  Tyler,  Texas,  began  olFeriiig 
locally  originated  television  programming. 

■'urlhcrmorc,  cable  operators  began  to  lliink  about  olVuring 
iwo-way  services  in  coin)>etilion  with  the  Dell  operating  compan- 
ies and  many  cable  companies  began  plans  lo  enter  the  larger 
urban  markets  willi  cable  systems  to  provide  better  television 
rccc|>lion  lo  areas  where  tall  buildings  caused  inlcrrerencc  ami  to 
provide  these  new  services. 

Once  installed,  these  new  cable  systems  provided  the  possibility 
of  high  quality  transmission  of  large  capacity  telecommu- 
nications. One  television  channel  was  the  c(|uivalcnt  or  huntlrcds 
of  voice  circuits.  AT&T  began  lo  notice  the  increase  in  the 
number  of  cable  systems  across  tlic  country  and  initiated  market 
studies  to  assess  the  impact  of  the  new  cubic  teclinology.  These 
studies  rccngiii/ed  the  iioteiitial  danger  to  AT&T's  monopoly  of 
full  devL-lopineiit  of  high  capacity  or  "broadband"  cable  nctwoiks 
in  local  markets,  the  logical  extension  of  CATV. 

I'cchnical  developments  in  llic  last  few  years  make  it 
possible  to  incor|M>ralc  a  wide  range  of  community  services 
and  interests  into  what  was  originally  n  means  of  providing 
better  television  reception.  Local  telephone  distribution 
plant  becomes  a  secondary  olfering  when  commmiilies  are 
wired  with  broadband  comniunications  capability.  {A-I3'1'>A 
P-5) 

1'hiis  A  r&l'  knew  that  a  broailband  network  could  replace  the 
local  distribution  facilities  of  the  Hell  ojterating  companies  for 
ccitain  telecommunication  uiies,  including  audio  and  video  trans- 
mission, alarm  signalling,  meter  reading  and  facsimile  repriMluc- 
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lion,  ;iri(1  iion-ciilcr(;iiiuncnt  video  f^civiccs  and  two-way  juivnlc 
line  services.  In  addition,  local  caMc  sysltios  ownc<l  liy  t'ATV 
o|K-tii(orN,  who  would  purchase  llicir  C(|iiipincn(  from  indepcii- 
dent  e<|ui|Miieiil  inaniifacturcrs,  Ihicalencd  Western  LIcetfic's 
sales  ol  et|ui|>ir)cnl.  To  the  extent  that  (he  cable  systems  would 
siphon  oil'  husrncss  from  llic  Ikll  operating  companies,  llicy  would 
need  lo  purchase  less  equipment  ftom  Western  to  meet  (heir 
needs.  I'inally,  local  cable  systems  represented  a  means  by  which 
intercity  tclecomniunicalion  carriers  could  distribute  Iclccoinmu- 
nicalions  (o  subscribers  without  bcinf,  dependent  upon  Ihc  local 
distribution  Tacilitics  ol  lite  Itcll  operuling  companies. 

In  l'}64,  AT&  r  established  an  ollice  in  its  Planning  Depart- 
ment to  oversee  CATV  rates  and  policies,  ;ind  AT&T  became 
increasingly  aware  of  the  potential  coiii|K-tilivc  threat  of  cable 
systems. 

ATA.T  became  incrcnsiiii^lydistui  bed  by  the  potential  of  cable, 
which  threatened  S5SU  million  in  revenues.  Slide  presentations  lo 
llvll  mana]',cmcnt  portrayed  the  threat  of  cable  as  a  "monster". 
'Ilic  potential  market  was  obviously  far  greater  than  originally 
envisioned,  "tlic  tlireal  to  the  Itcll  System's  position  in  Ihe 
coniniunications  field  is  real  and  imminent."  [PIT  1276,  C&P 
0K)2|,  esiKcially  since  Ihe  video  and  broadband  services  AT&T 
then  olfered  were  "incoinplelc,  incompatible,  inconsistent  and 
conlliclinR."  [AT&T  0110)  AT&T  realized  thai  if  il  did  not  act 
ifuickly  il  would  no  longer  be  a  full  service  communications 
carrier  but  would  be  relegated  "to  an  outmoded,  voice  only 
e<|uivalcnt  of  Western  Union."  (C&I*  0200)  Data  transmission 
and  even  local  cAcbange  service  might  be  lost. 

In  addition,  oilier  means  of  distributing  television  signals 
threatened  AT&T's  niono|>oly  of  Iclecominunicalions  service.  In 
\')Mt  the  distribution  of  video  signals  was  accomplislicd  in  New 
York  by  an  ex|K;rimcnlal  microwave  system  operated  by  Tclc- 
promjHer  Cor|>.  AT&T  informed  all  Ihc  operating  companies 
alxiut  llic  CATV  applications  of  such  n  system  and  the  danger 
that  il  could  lead  to  the  obsolescence  of  underground  cable.  "I''ar 
more  critical  to  future  llcll  System  operations  arc  other  potential 
tonnnunicalions  applications  of  such  a  system."  IAT&T-I3) 
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Ily  l')(>l.  u  iii;irkcliiig  stinly  concluded  llial  AT&T,  in  nnkr  lii 
meet  c:il)lt:  a>iii|Klilii)M  Tor  btOiidlKiiid  surviccs,  liuij  lucaiiliiil  the 
ciiiiiiiiiiiti<.';iti()i)S  r:icilities  neetlcil  to  Iraiisniil  lliciii.  AT&  T  %t:iteil 
tersely,  "We  iriiist  own  lli:i(  '|)i|H:'  -  iiu(  just  own  it  more  iin|M)r- 
lanlly  -  conln>l  il."  |Al't&  T  UI07.)  If  such  cuntrol  was  nut 
secured,  A'Cfl"  said,  ".  .  .  wc  think  wc  can  lose  the  Iirondliand 
niarkel  williin  (ivc  years."  [ATT  107.)  AccofdinKly.  AT&T 
l)ei;an  to  initiate  pr;icticcs  designed  to  inninlain  A  T&T  and  the 
Bell  oi>eraling  companies  as  the  supplier  of  communications 
services  in  Ihc  United  Stales. 

3.  A1&  Ts  Response  lo  lite  I'lircat  of  Cahle 

After  AT&T  rcco);ni/ed  the  throwing  threat  of  independent 
cable  systems,  il  acted  to  insure  that  lliis  threat  did  not  lieconie  a 
reality,  l-'irst.  It  began  to  insure  that  the  Hell  oi>ernling  companies 
restricted  the  types  of  services  that  could  be  provided  over  the 
cable  attached  to  their  poles.  Second,  it  directed  the  Ucll  operat- 
ing companies  to  raise  the  pole  allachmciil  rates  and  used  their 
relationship  with  power  companies  to  obtain  control  over  poles 
not  owned  by  them.  Third,  il  encouraged  the  Ucll  o|K:r.iting 
companies  to  initiate  and  lease  lo  cable  operators  Ihc  eiguivalcnt 
of  cable  distribution  facilities,  called  channel  service,  so  Ihal  they 
could  retain  control  over  what  services  Ihe  cable  operators  trans- 
mitted over  these  channels.  When  this  service  attracted  no  busi- 
ness al  its  initial  rales,  Ihc  rales  were  syslciiiattcally  lowered  to 
capture  Ihc  market.  Fourth,  the  Ucll  operating  companies  began  a 
variety  of  tactics  to  restrict  development  of  cable  systems  and 
delay  and  discourage  competition  from  cable  operators.  Above 
all,  AT&T  tried  lo  prevent  one  o|>crating  company  from  estab- 
lishing an  adverse  precedent  in  ils  relations  with  cable  o|Krators 
for  other  operating  companies.  And  finally,  AT&T  attempted  to 
preempt  the  entire  broadband  market  with  ils  own  abortive 
rictiirc  Phone  offering  and  pro|)osals  lo  "witc-a-cily". 


A 


'  a.  Oulrighl  denials  or  pole  attaclmicnls. 

The  Ucll  Operating  Companies  refused  to  allow  pole  attach- 
ments to  cable  companies  under  any  conditions  on  numerous 
occasions.  These  denials  wctc  designed  lo  prevent  cable  com- 
panies from  constructing  and  operating  their  own  cable  systems 
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:iiiJ  lliiis  force  llitiii  lo  lu;istf  cli;iiiiicl  service  fTOin  Ific  HOCs  if 
llicy  wished  In  operalc  a  calilc  sysU'iii  al  :ill.  'I  lie  (}|x:ratiii)>, 
X'otiipaiiios  iiivolvc<l  cilal  llicir  iiilnMliiclidii  oft  lianncl  stiviic  as 
(lie  reason  fur  rcfiistni;  lo  allow  gxtlc  allacliiiienK.  New  York 
Tcleplionc,  wliicli  al  lliat  lime  hail  excess  UaiiMiiibsiuii  capacity 
aixt  could  ])rovide  the  service  ilscif,  refiiseiJ  lo  i^rant  pole  allacli> 
Dieiils. 

■^^  Us.t(;c  rcslriclions. 

Once  a  cable  syslcin  was  in  place,  Iticrc  were  no  Icclinical 
tiatricrs  lo  Iraiisiiiillin}^;  all  types  of  tclccoiiiinunicalions  in  aUdi- 
liuii  (o  Iclevision  signals.  In  addition  lo  providing  television 
service  for  a  Hat  mnnlhly  fee,  cable  operators  coulil  sell  particular 
shows  on  a  previewing  or  "I'ay  TV"  basis.  Tlic  facililics  tould  be 
used  for  liducalionat  Television  ("LTV")  for  schools  or  closed 
circuit  television  ("CCTV")  for  business.  I'licre  was  nothing  lo 
prevent  dislributron  of  television  shows  originaled  locally,  or  l-'M 
music,  time  and  wcatlier  infortnation  or  slock  market  quotalions. 
finally,  cable  plant  could  be  used  lo  transmit  data  within  local 
areas  and  had  the  potential  for  two-way  I  ransmis.sions  of  all  types. 
AT&T  and  llic  UOCs  however,  already  provided  some  of  these 
services  and  viewed  them  as  llicir  exclusive  province. 

Prior  to  1958.  Ihe  license  agreements  between  the  Dell  operat- 
ing companies  and  llic  cable  companies  did  not  uniformly  pro- 
hibit Iransiiiission  of  other  than  over  tlie  air  Iclevision  signals. 
However,  since  tlic  technology  limited  capacity  until  improve- 
mcnts  were  made,  there  was  little  or  no  problem.  Afler  1958,  cable 
operators  began  to  acquire  Ihe  capacity  to  transmit  additional 
services,  and  the  Ucll  operating  companies  began  to  require  and 
enforce  these  usage  restrictions.  The  Oell  operating  companies 
ibus  began  to  prohibit  cable  operators  from  transmitting  Pay  TV, 

IUTV,  CCTV,  I'M  music  and  two-way  services,  and  prevented 
cable  operators  from  rc-selling  their  services.  There  was  no 
technological  basis  for  these  restrictions  and  they  were  motivated 
solely  by  the  desire  of  AT&T  and  the  Ucll  operating  companies  lo 
niaintain  control  over  all  telecommunications. 
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A  cbii-ic  in  :i  niixJcl  pole  alCicliincnl  iigrccincnt  usliI  by  l';icilic 
Noilliwcsl  llcll  aroimi]  IV66  rcprcsoils  llic  practice  :it  llial  lime 
tliniiij^lioiit  tlic  Itcll  Systctii: 

SccHiiii  2.  'Mic  licensee  iii'.rccs  thai  it  will  use  ils  facilities 
alCiclied  In  the  liccnsur's  poles  primarily  lor  llie  troiisiiiission 
of  iiruf.raiii  material  received  ull-llie-air  from,  or  furnislieil 
liy  slaiitlard  television  or  l-'M  broadcasting  stations  ....  I'lic 
licensee  may  make  incident al  use  of  the  facilities  to  tiaiiMiiit 
to  its  patrons  d'eiicrally  program  material .  .  .  distributed  by 
closed  circiiil  intcrexcliange  networks  or  sucli  program  ma- 
terial originated  locally.  1  tic  Licensor  .sliall  liave  tbe  right  to 
teiiiiinatc  this  agieemcnl  on  thirty  days'  notice  to  tlic  Licen- 
see if  ill  the  Licensor's  judgmcitt  the  Licensee's  tiansmission 
of  program  material  from  standard  broadcasting  stations 
becomes  or  has  become  iitcidental  to  other  uses  or  the 
licensee  nnnouiiccs  or  has  aimounccd  plans  which  will  have 
that  ellect 

Other  ilOCs  had  similar  agreements. 

AT&T  discouraged  all  exceptions  to  the  use  restrictions  lo 
avoid  setting  precedents  for  cable  operators  in  other  places,  fur  it 
knew  the  value  of  these  usage  restrictions: 

Any  enlarging  of  the  privileges  granted  under  the  pole 
contract  tends  lo  make  the  service  more  valuable.  Ihis.  in 
turn,  will  tend  to  encourage  still  more  |>eoplc  to  get  into  the 
business  and  the  companies  have  enough  lo  du  lo  cope  with 
the  existing  situation.  (ATr-0()7] 

Restrictions  on  the  use  that  could  be  made  of  cable  systems 
limited  their  prorilability,  delayed  their  growlh  and  discouraged 
additional  entry. 

c.  Increases  tii  Ihc  I'ule  Allachincnl  Kales. 

As  AT&T's  perception  of  the  threat  of  cable  giew,  AT&T 
cncoiiraged  the  IJell  operating  companies  lo  raise  Iheir  rates  for 
pole  attachments,  raising  the  cost  lo  the  cable  operator  of  con- 
structing his  own  system.  At  the  same  time,  the  Ucll  companies 
began  to  lease  a  service  to  cable  companies,  called  channel 
service,  whicli  would  allow  the  cable  operator  to  deliver  TV 
signals  but  would  leave  ownership  and  control  over  the  distribu- 
tion facilities  with  the  locirf  Bell  operating  company.  In  195V,  New 
York  Telephone  became  the  first  Ikll  operating  company  to  file  a 
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tnriir  for  clKinncI  service  nnd  il  niiscil  its  |iolc  ultacliiiicnl  r;ilcs 
fromlJloJS. 

Al  llic  (liicclidii  of  AT&'I",  oilier  Itcll  ()|)cr:iliiip,  coiii|i;inies 
bc('.;ui  l<>  niisc  rates  and  iiilroducc  cliaiiiiel  service  in  the  mid- 
I9(')0's.  Mountain  Hell's  pole  altacliinetit  rules  were  increased 
from  JI.50  in  1959,  to  J2.50  in  I9C'I.  and  54.00  in  1968.  Soiilli- 
western  Dell  rates  were  increased  from  SI. SO  in  1961,  lo  $2.50  in 
1963,  and  S3.5U  in  1965.  Micliigan  Ikll  rales  were  $1.50  in  1963 
and  J4.00  in  I96R.  Soulli  Central  Dell  rates  were  X3.00  in  1963  and 
S3. 70  in  1969.  Bell  of  Pennsylvania  rules  were  S2.50  in  1964  and 
$4.00  in  1968.  C&l*  of  West  Virtinia  rales  were  $2.50-$3.00  in 
1964  and  $4.00  in  1906. 

Additional  rate  increases  were  conleniplated  Uy  Pacilic  Tele- 
phone and  Telegrapli.  I'acilic  Northwest  Hell,  Koulliwcstern  Hell, 
and  Mountain  Stales  I'elcplionc  nml  'Iclegrapl)  but  were  not 
iniplenicnied  because  of  actual  or  threatened  regulatory  action. 
The  (kjIc  aitachmcnt  rates  were  increased  lodcter  cable  operators 
from  owning  their  own  cable  systems  and  to  encourage  llicm  to 
lease  channel  service  from  the  Ucll  operating  companies  instead. 

To  justify  the  liighcr  rates,  AT&T  recommended  that  rates 
should  be  developed  on  the  basis  of  fully  allocated  costs.  The  llcll 
operating  companies  followed  this  recommendation  and  by  1965 
|K)lc  allachmeni  rales  averaged  between  $3  nnd  $4,  double  what 
they  had  been  in  the  1950s.  AT&l'  considered  the  costs  for  pole 
allachmenis  and  concluded  that  costs  for  pole  allachmenis  aver- 
aged about  $1.00.  All  the  money  earned  over  the  $1.00  cost  was 
profit.  I  lowcvcr,  A  TAT  refu.sed  to  price  pole  attachments  on  Ihc 
basis  of  actual  attachment  costs.  Instead,  prices  were  raised  lo 
just  below  the  cost  at  which  A  TAl'  believed  the  cable  operator 
could  establish  his  own  pole  network,  between  $4.00  and  $5.00 
per  |)olc: 

Apparently,  the  incremental  cost  lo  Ihc  Hell  System  is 
cxpccteil  to  average  about  $1  per  pole  attachment.  The  cost 
lo  a  CATV  company  to  provide  its  own  plant  and  c(|uipment, 
which  will  be  of  a  lower  quality  would  avcraj;e  between  $4 
and  $5  per  pole  attachment,  with  high  probability  of  added 
maintenance  costs. 

According  lo  economic  Iheoty,  Hell  should  charge  a  fee 
very  close  to  the  $4  level.  If  these  CATV  companies  can  save 
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even  10  cciils  per  jiUiitlunciit  by  Imying  llicin  from  Hell  tl 
wuultl  add  lh:it  ailiuuiil  to  llicir  prulits, 

Clijirciiij;  :i  few  ccnis  below  llic  J-1  level,  however,  is 
culling  Jl  rallier  elose,  so  il  is  juolKilily  IteUer  slralc|',y  lo 
cli:ir|:c  .1  tec  somcwiietc  ill  llie  middle  ground  between  SI 
and  14.  [AT&T  033] 

In  I9()8  nnd  1969.  AT&T  continued  lo  jitleinpl  to  Tind  costing 
methods  that  would  justify  llic  pole  altaehnienl  rates.  However, 
no  jusliliculion  was  ever  found.  Alinosl  any  rate  charged  would 
have  beiielilted  AT&T  and  the  Itell  operating  companies  lieeausc 
additional  revenue  gcncfalcd  through  pole  attachment  rentals 
(lowed  through  to  earnings. 

AT&T's  pole  atlachmciit  rates  so  lacked  objective  justification 
that  it  advised  the  oiicrating  companies  not  to  divulge  costing 
infomialion  to  cable  companies  as  to  how  |iotc  attachment  rales 
were  derived. 

AT&T  overpricing  of  pule  attncliment  rates  continued  into  llic 
t970s.  I'lie  (Mile  attachment  rates  v.'erc  kept  high  to  tic  up  cable 
company  funds  in  pole  altacliinenls.  thus  preventing  them  from 
expanding  tlicir  offerings  into  non-broadcast  services  which  could 
compete  with  Dell  services.  I'liesc  increased  rates  prompted 
complaints  lo  the  FCC  and  an  investigation  followed.  However, 
the  Commission  refused  lo  assert  jurisdiction  over  )wlc  attach- 
ment rates  and  ordered  the  National  Cable  Television  Associa- 
tion and  AT&T  lo  negotiate  their  dilTerenccs. 

d.  Use  of  the  Relationship  Itclwccn  (he  UOCs  and  Power 
Coniiianic*!.. 

When  CATV  companies  began  lo  operate,  most  utility  poles 
were  owned  by  both  local  power  and  telephone  operating  compan- 
ies. Thcsc'iwlcs  were  of  three  types:  (I)  poles  owned  and  used 
solely  by  a  telephone  company  or  another  (usually  electric) 
ulilily;  (2)  pules  owned  by  one  utility  but  jointly  used  by  a 
telephone  and  electric  company;  and  (3)  poles  jointly  owned  by 
both  telephone  and  electric  utilities.  Since  municipalilics  were 
understandably  op|K)sed  lo  having  Iwo  sets  of  poles  along  their 
slicels,  and  the  power  companies  and  Hell  operating  companies 
allowed  eucli  other  use  of  poles  owned  by  each,  relationships 
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liclwfcn  Ilic  Dcll  upcrjliiig  com|>:iiiics  :iii<l  lucul  |<uwcr  ci)iii|i:iiiic5 
coiitcrning  p«»lcs  were  governed  \*y  Joiril  Use  Acreeiiicnls. 

Ill  tlie  liilc  I950's  ami  early  IWO's.  most  CATV  companies  liad 
Kcparale  )><>lc  aitacliiiieiit  agreciiicnls  willi  |H>wcr  companies  and 
Iclcplione  companies,  and  tlicrc  were  some  tri-parlilc  ai;rcciiicnls 
amonc  power.  Iclcplione  and  CATV  companies.  The  early  joinl 
use  agreements  between  the  Hell  njieraling  companies  and  the 
[X)wer  companies  gave  the  pole  owner  Ihc  right  to  reject  pole 
uliaclimenis  l>y  third  parties;  provided  for  the  maintenance  of 
previous  privileges  alloweil  to  third  parlies  by  either  parly,  by 
contract  or  olhcrwisc;  gave  the  grantor  of  third  parly  attachments 
the  (cs|M)nsibilily  for  dealings  with,  or  actions  uf,  the  third  party; 
and  required  the  permission  of  bolli  parties  before  any  rights  or 
interests  in  Ihc  agreement  cotild  be  assigned  to  lliitd  parties. 

The  power  companies.  Tor  Ihc  most  part,  liad  dilTering  attitudes 
towards  CATV  companies  and  tlicrcrorc  had  sniisraclory  rela- 
tions with  itiem.  I'ower  companies  considered  CATV  a  public 
intcresl  service  and  encouraged  its  growth.  They  generally  recog- 
nized no  technical  or  safely  problems  in  CATV  |K>le  attachments, 
rcali^d  lliey  bencmtcd  from  replacement  of  television  antennas 
with  cable  because  It  eliminated  some  interference  and  mainte- 
nance problems  for  them,  and  considered  CATV  pole  altacli- 
mcnls  an  added  source  of  income  that  would  not  otherwise  have 
liecn  available.  Thus  power  companies  had  no  objections,  gener- 
ally, to  more  than  one  allachmcnt  on  llicir  poles  and  had  placed 
no  restrictions  on  lite  types  of  services  the  cable  companies 
provided  over  Ihcir  cables. 

The  rates  power  comj)anics  initially  charged  for  CATV  pole 
atlachnicnts  were  similar  to  although  generally  lower  lltan  Ihc 
rales  charged  by  the  Uell  operating  companies.  As  AT&T  and  ihc 
ftcll  ojK'raling  companies  began  to  perceive  the  threat  of  cable, 
iliey  viewed  the  independent  control  of  power  companies  over 
piiles  as  a  llireal  to  their  ability  to  control  the  uses  made  by  cable 
companies  of  llieir  cable.  To  forestall  development  of  cable 
%y^teiiis  on  the  poles  of  power  companies,  the  BOCs  tried  lo  insure 
that  cable  atlaeliments  wouhl  be  made  in  the  space  on  ihc  jointly 
u\cd  poles  controlled  by  llicm. 
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Iiarly  joint  use  aerccniciils  reserved  separate  measured 
tiiiiiiunis  uf  |M)lc  len};lli  on  joiiilly  used  (xiks  fur  ielcplioric  cnin- 
p;iiiy  and  |x>wL'r  company  use.  'Hie  Dell  opcratiii]*,  companies 
hct;:iii  to  dcliiic  the  p.ir(  of  llic  pule  reserved  for  (lieir  use  as 
"conuiiuniciilions  space"  and  llic  pact  of  titc  pole  reserved  for 
power  companies  as  "|K>wcr  space".  Since  CATV  service  and 
Tacililies  were  obviously  "cominuniculions"  in  cliaracter,  (lie  Ucll 
o|)er.iting  companies  tried  to  convince  (lie  power  companies  dial 
CATV  u(lncliincn(s  should  be  made  in  (lie  "comniunica(ions 
space",  tlia(  space  for  wtiicli  (licy  were  responsible, 

llased  on  their  con(rol  of  the  "conununications  space",  the  Ucll 
operating  companies  then  (ricd  (o  convince  power  companies  to 
iitlow  (licni  lo  act  as  (lie  sole  nc[;o(ia(ors  Tor  pole  adaclimcnis  (o 
joint  use  poles.  Since  most  power  companies  were  only  inlercslcd 
ill  (lie  revenues,  they  allowed  the  BOCs  to  act  as  sole  neco(i3(ors 
for  jointly  used  |iolcs  and  referred  CATV  applicants  for  pole 
attachments  to  the  Ucll  opcraling  companies.  The  Dell  oiKrating 
companies  received  rentals  for  CATV  attachments  to  poles  llicy 
controlled  under  the  Joint  use  agreements,  and  usually  provided 
the  |>ower  companies  a  portion  of  the  rental.  1  lowcvcr,  the  power 
companies  ceased  being  involved  in  determining  what  rates  to 
charge  CATV  companies  for  pole  attachments.  In  some  cases.  Ilic 
Dell  operating  companies  refused  lo  share  CATV  pole  allaeh- 
mcnt  rentals  with  |>ower  companies  which  caused  disputes  over 
tlic  dispersal  of  rental  fees  and  in  turn  caused  delays  in  CATV 
pole  altachmcnts. 

The  exis(eiicc  of  joint  use  poles  allowed  (he  Dell  operating 
companies  (o  delay  pole  adachments  even  though  they  claimed 
control  over  the  "communications  space".  They  delayed  apjuov- 
iiig  CATV  pole  attachments  until  they  had  initiated  new  joint  use 
agreements  with  [lOwcr  companies.  They  re»|UCNlcd  that  power 
comjjanics  delay  approving  CATV  pole  altachmcnts  until  ihcy 
had  initialed  new  agreements  with  the  CATV  companies.  Anil 
they  asked  |H)wer  companies  to  delay  CA  TV  pole  attachments 
until  Ihcy  had  resolved  their  policy  on  CATV  usage  restrictions. 

To  cxjiand  the  number  of  |K>les  tliey  could  control,  some  Dell 
operating  companies  decided  to  purchase  a  half  interest  in  poles 
owned  by  power  companies  or  make  |ioles  "joint  use"  where  they 
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;iiilici|);itcd  rcijucsls  for  alLiL-liiiiciit  by  CAIV  companies.  Oilier 
Hell  o|x:r.-iling  coiiip;iiiies  :iskuil  piiwcr  ciiiii]iariit:s  lo  deny  alhicli- 
iHuiti'i  lo  (."A  TV  cipinpaiiics  on  pnlcs  used  exclusively  Iiy  (Knver 
cotiipanies  Ikcjiiisc  lliese  niiglil  become  joint  use  (hiIcs  in  llic 
fuluic,  and  sonic  power  coinp^inies  icluscd  CA'i'V  atlacliiiicnis 
Oil  lliis  basis.  Tlic  Hell  0|>craliii);  companies  even  reqHCSIcd  power 
companies  to  remove  CA  TV  company  cable  from  joint  use  poles. 

When  (lie  Uell  oiKraling  companies  began  to  raise  llicir  pole 
rates  lo  discourage  iiidc|H:ndenl  construction  of  cubic  systems  by 
cali!c  oiKrators  and  encourage  llicm  lo  purchase  channel  service, 
lliey  wanted  to  have  llic  power  companies  raise  Ihcir  rates  also. 
'I'hc  ItOCs  were  cuncerncd  about  the  discrepancy  between  the 
rales  they  charged  for  |>ole  atlaclimenls,  and  those  charged  by  the 
power  companies  for  allacltmeni  lo  [X>wcr  company  owned  iwlcs. 
Cower  companies  and  tlcll  operating  coitipaiiics  met  to  discuss 
rales  lo  be  cbarged  for  CAIV  pole  attaeliment,  and  the  Itell 
operating  companies  discussed  with  power  companies  the  possi- 
bility of  raising  and  directly  encouraged  power  companies  lo 
raise,  ihc  rales  lliey  charged  for  pole  atlaehnienls.  In  the  few 
cases  where  Ihe  UOC's  rales  for  j)olc  attachments  were  below 
I  hose  charged  by  power  companies,  the  UOCs  raised  their  rates  to 
equal  power  company  rales. 

c.  Inlroduclion  of  Channel  Service. 

In  1959.  New  York  Tcleplionc  filed  the  first  channel  service 
lariir.  Southern  New  lingland  Telephone  and  Southwestern  Hell 
began  to  oiler  channel  service  in  V)Oi  and  by  1964  18  Hell 
operating  companies  had  filed  lariiTs  for  channel  service.  These 
original  tarilTs  were  designed  by  Ihe  individual  operating  compa- 
nies with  no  direction  from  AT&T,  but  proved  to  be  commercial 
failures.  1*hc  rates  were  too  high  and  these  channel  service  tariffs 
also  contained  usage  restrictions  which  limited  the  kind  of  coni- 
inunicalioris  llial  could  be  transmitted.  Cable  o|>eralors  preferred 
tlic  cost  savings  and  control  that  eaiiie  with  construction  and 
ownership  of  llieir  own  systems. 

Ill  1 965  AT&T  launched  a  program  lo  secure  control  of  cable 
distribution  facilities.  I'odo  this  AT&T  lowered  channel  service 
rales  lo  make  llicm  more  nllractive  lo  cable  operators.  Southern 
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Itcll  slasiicii  ils  tiitus  in  \'H>5  ever  ilowiiwatd  bccinisc  il  liati  no 
(Icsiic  to  fuiiiKIi  iiiiHicrnus  |«)li:  :ill:iclmiciils.  CusI  LOiisKlcnilioiis 
were  :i  secDiulary  iitjller. 

Ily  \'}6(t,  Ikll  npcr:i)iiic  companies  were  oircring  clianiicl  ser- 
vice ill  'l-l  slalcs.  Tliat  yc;ir  AT&T  iUiiiuuiiccJ  llml,  due  to 
lecliMulogical  iiiiiovalions,  Soutlicrn  Hell  Ind  developed  channel 
rates  far  Itclo^'  lliosc  previously  in  circci,  and  lliiil  iis  a  result,  new 
lower  rales  were  being  fded  by  the  other  operating  companies 
based  on  Soulliern  Uelt's  new  rales.  Whclbcr  llicsc  lower  rates 
wcie  jiistilied  by  lower  costs  is  another  matter.  A  prcscnialiun  at 
ATA  r's  General  Hate  Conference  in  1966  explained: 

Tlie  Fall  of  1964  saw  I  he  "pticc  breakthrough"  on  clianiiel 
serviee  rates.  Jud|',iiig  from  what  we  now  hear,  this  "brcak- 
tluougli"  was  perhaps  a  little  more  enthusiastic  Iliaii  it  had 
good  reason  tu  be.  IVssibly  our  desire  to  be  "cuiii|>etitive*' 
caused  a  little  loo  iiiucii  stretching  of  Ihc  savings  that  we  fell 
were  to  he  realised  as  a  result  of  Ihc  Icclinical  advancements 
that  the  slate-of-llie  art  had  experienced.  (ATT  73  p.4) 

l>uc  lo  Ihc  price  culling  of  channel  service  rates  and  the 
increase  in  pule  altachmcnl  rales  and  other  reslriclions  on  |H>le 
allachments,  channel  service  proved  lo  be  moderately  successful. 
In  areas  where  service  was  available  Ihc  Dell  operating  compa- 
nies' share  of  the  cable  consi ruction  rose  from  nothinf,  in  IVO'l,  to 
28.4  percent  in  1967.  AT&T  did  not  conduct  studies  lo  assess 
whelher  ihc  channel  rales  covered  costs  until  1966,  when  I  he  l-'CC 
assumed  juiisdiclion  over  Ihc  tarilfs.  Thus,  these  channel  rates 
underwent  a  crash  cost  culling  in  19C5,  and  early  1966,  without 
any  system-wide  cost  juslificalion.  And  these  low  rates  stayed  in 
clfect  until  Oclobcr,  1969,  when  AT&T  decided  lo  no  longer  offer 
channel  service. 

/  AT&T  cusI  studies  demonstrated  that  channel  service  rates 
I  wefe  below  costs  and  had  been  designed  purely  as  n  coni(>clilivc 
I  resi>onsc. 

In  late  1966,  AT&T  studied  the  costs  involved  in  furnishing 
channel  service  and  its  findings  demonstrated  that  channel  lease 
rales  were  non-conipcnsjilory.  )n  1967,  AT&T  concluded  that  the 
operating  comiKinics  would  have  lo  raise  their  channel  rales  »n 
averugc  of  50  percent  before  ilicy  would  be  compensatory.  An 
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A  TA  I"  sfwkcsmiui  :il  :i  Rule  Coiircrciicc  in  Mnrcli,  l')6K,  liliiiilly 
luliititlcti  lli:il  llic  chiiiiiicl  nilcs  were  aiiylliiiig  but  uiiiiiKiisjtoty 
Ain\  lli.il  Hell  wiiiilil  1)0  iiriJibIc  to  <Lti|)|ii)tl  ils  rate  levels  heroic  llic 

1  t;c. 

Clianiiel  service  cost  iiivcs(i]vili(>ii^  coiilinucil  iii(o  1969.  A  I96B 
co.st  bludy  -iC'iio  concluded  lli:il  ATA  Ts  cliaiiiiel  r;i(es  were  not 
coti)|)cnsalory.  ATAl's  rate  levels  liad  been  based  on  obsolete 
e<|uip[nenl.  iiicx|x;ricnce,  lack  of  know-how  nnd  in.icciiralc  cost 
insuiiiplions.  As  a  result.  AT&T  esliinalcd  lliat  llic  dclicicncy 
level  of  revenues  for  ciinnnel  service  had  readied  an  average  level 
of  76.6  percent  Ihrouetiout  the  Uell  System.  In  1969.  AT&T 
informed  tlic  npcralini*  companies  tlial  joint  mcctinf^s  would  be 
lield  lu  decide  on  price  revisions  for  channel  service,  and  the 
operating  compimics  were  informed  that  the  existing  rate  levels 
tiad  been  based  on  the  clieapesl  c(|uipmcnl  available,  little  experi- 
ence and  an  "overriding-desire  lo  be  com|Ktilive." 

After  considering  abandoning  eliannci  service  AT&T  decided 
on  llaiilccl  rate  revisions  for  channel  service  in  niid-IV69.  How- 
ever, a  few  months  later,  in  October,  1969,  faced  with  the 
knowledge  that  channel  service  was  being  subsidized  by  monop- 
oly services  nnd  under  pressure  from  the  I'CC  and  culilc  concerns 
to  allow  for  more  development  of  an  independent  cable  industry, 
A  r&T  decided  lo  willidraw  from  olfering  cliamiel  service  and  lo 
sell  its  facilities  lo  the  cable  operators.  Thus,  despite  repealed 
assertions  of  knowledge  thai  channel  service  was  non- 
compensatory and  subsidized  by  the  users  of  mono|)oty  services, 
A  r&  r  did  not  alter  channel  service  rales  between  1966  and  1969. 

To  construct  cable  systems  cable  operators  often  had  to  obtain 
franchises  from  local  municipalities  lu  use  the  public  streets  aiHl 
riglils-of-w»y.  The  franchising  process  can  be  lime-consuming, 
inggcriiig  the  attention  of  other  iwtential  applicants.  Many  Dell 
operating  companies  used  the  failure  of  CATV  companies  lo 
obtain  such  franchises  as  a  reason  to  delay  or  refuse  granting  |>olc 
allachment  agreements.  The  itell  operating  companies  had  al- 
ready been  granted  franchises  lo  use  the  streets  in  the  communi- 
ties in  which  they  operated.  To  make  their  channel  service  more 
attractive  to  cable  operators,  the  IJcll  OfKrating  companies  of- 
fered cable  operators  access  lo  the  service  area  without  lire 


Dig,, z.d  by  Google 


ncccssily  ofoliliiiiiiiii;  ii  fraiicliisc  liy  nol  rctiiiirin(;  lliat  llic  t;il)lc 
n|>cr:ilar  lit  fraiicliivcil  lo  lc;isc  lIkiihiuI  service.  '1  lnis  llm^c  c:il)lc 
(ipci;itors  williiif,  to  Ilmsu  clmnncl  sL-rvicc  horn  (he  Hell  <)|)cniliii(* 
(.-<>iiip.-iiiius  could  i-iilur  ill':  c;ililc  liiisiiicss  wild  less  ilcLiy  lliaii 
llioso  c:il)lc  o|)cr.-i(ors  wliu  liaJ  lo  obCiiii  a  fraiichiso,  iiiul  coulJ 
iiiiplcnicnl  llicir  .systems  iiionllis  or  years  iti  ailvacicc  of  tliosc 
operators  who  had  lo  ohlaiii  llicir  own  franchisini;  to  ojicratc. 

A'l&  r  knew  thai  franchise  avoidance  was  one  feature  wliicli 
made  channel  service  more  attractive  Uian  construction  and 
U|)eration  of  an  inJcpendcnl  system,  and  an  AT&T  inaiket  study 
conchiiled  (hat  (lie  franchise  avoidance  feature  accoimlcd  for  I2.K 
(lercent  of  Dell  operating  company  channel  service  sales. 

^^f.  Ilcstriclions  on  Access  to  lelcjilionc  I'ulcs. 

Ill  1951.  when  CATV  systems  began  to  re<|iiesl  access  lo 
lelciifionc  jiolcs,  AT&T  viewed  cable  as  a  temporary  phcnoiiienun 
and  placed  no  restrictions  on  the  policies  of  the  Hell  o|)cratii)); 
companies  In  (liis  regard  and  did  not  direct  llic  practices  of  the 
Jlcll  operating  companies  in  this  area.  As  a  result,  various 
operating  companies  followed  difTetcnl  jxilicics.  Some  operaluig 
companies  refused  to  allow  attaciiincnts  at  all,  others  jiennilted 
multiple  jKilc  allachmciils  as  lung  as  (here  was  room  on  (lie  poles, 
and  others  allowed  pole  allachmenl  until  they  began  olfering  (o 
lease  channel  service  (o  cable  operators  under  taritr,  at  wliich  t  iiiic 
tliey  ceased  allowing  pole  allachmcnts. 

Ill  l%2,  AT&T  directed  tlic  Dell  o|Kraliiig  companies  to 
refuse  to  allow  more  than  one  cable  company  to  allach  cable  lo  its 
jjoles  in  any  one  geographic  area,  regardless  of  availability  of 
space  on  poles.  AT&T  intended  this  )X}]icy  to  encourage  tlic  sale 
of  Uell  o|)eraling  company  channel  service,  and  discourage  Ihc 
conslruclion  of  non-Dell  cable  systems.  A(  the  same  lime,  the  Hell 
o|ii:rating  companies  did  not  restrict  the  uuiiiIkt  of  cable  opera- 
tors who  cuuld  lease  channel  service,  even  lliough  the  HOC  would 
have  lo  put  cable  on  poles  for  (>icm. 

Uespi(e  the  announced  policy,  (wo  or  more  cable  operators 
often  applied  for  pole  altacluneiils.  AT&T  tnstriicled  tlie  Itell 
operating  companies  lo  refuse  (o  choose  between  or  among 
multiple  jwlc  allucliinenl  re(|uests.  As  a  result  many  Dell  o|)eral- 
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iiiC  aiiiijwnics  received  a  iciiiicst  tor  ptilc  ;ill:icliiiiciils,  waited  Tor 
II  Ncctniil  ai)|)lica(ioii,  and  rel'ii:^e(l  lucUtiuscaiiiuiif.  llic  a|>|ilieaiits. 
'IIic  cllcci  of  ihc  llcll  U|ier;iliii(;  com  panics'  relusal  lo  clioosc 
among  ci>in|>cliiii;  npitlieaiKS  was  (o  prevent  any  eal>lc  o|icrator 
rroni  constructinii;  a  calitc  system,  and  multiple  applicants  were 
oflercd  the  opportunity  lo  lease  channel  service  rruiii  llic  Hell 
fipcratiiig  company. 

Trcssiirc  from  cable  operators  and  local  comiiiitnilies  desirous 
ur  ulilaining  cable  television  made  llic  Ucll  operating  companies' 
policy  or  refusing  to  cboosc  among  muliplc  applicants  untenable. 

On  November  6,  1964  AT&T  instructed  the  Dell  operating 
companies  to  motlify  tbc  policy  lo  f;raiil  pole  allnclniiciits  on  a 
brst  come,  lirsl  (and  only)  scrvetl  basis;  however,  they  still  to 
refused  to  cboosc  among  "sitiiultancuus"  applications.  However, 
iio  hard  and  fast  guidelines  were  provided  and  finally  AT&T 
directed  tbc  Hell  operating  companies  to  treat  applications  re- 
ceived within  llirec  caleiular  days  as  "simultaneous". 

riie  refusal  to  allow  more  than  one  cable  company  in  an  area 
created  other  problems.  Since  CATV  oi>crators  rarely  needed  nil 
Ihc  poles  in  an  area,  some  poles  remained  unused.  Other  CAIV 
o|>eralors  desired  to  attach  cables  to  these  jiolcs.  The  Bell  operat- 
ing companies  denied  a  number  of  altachiiicnts  on  this  basis  but 
Ibcrc  was  no  technical  basis  for  the  refusal. 

To  resolve  this  AT&T  eventually  announced  lo  Ihc  Hell  ojier- 
ating  companies  that  they  could  allow  the  Hell  o|)erating  cuin- 
paiiies  to  proviilc  pole  atlacbments  lo  more  than  one  cable 
o|K'ratar  in  a  given  area,  but  that  only  one  independently  owned 
cable  sysicin  could  be  attached  |>er  tcle|>Iione  pole.  Any  other 
cable  company  in  llie  same  area  would  liavc  lo  lease  channel 
service.  If  more  tlian  one  cable  company  requested  pole  attach- 
ineiils  simultaneously,  llic  Dell  operating  company  was  lo  decline 
lo  decide  which  of  the  simultaneous  applicants  would  be  permit- 
ted lo  attach  its  cable.  Instead,  all  would  be  olTered  only  channel 
service  under  which  the  Ikll  operating  company  would  construct 
tlic  facilities  and  aitacli  tlic  cable  to  the  |>oles. 

However,  since  there  was  no  restriction  on  the  number  of  cable 
companies  who  could  lca.se  Ucll  channel  service,  there  could  be 
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tiiiilliiik  ciibks  artachcd  lo  siiiylc  Ickplionc  poles  by  the  IlOCs. 

llic  policy  merely  liinilcil  ;iltaclmicnl  of  iiMlcpcndcniry  (iwncti 
cable  toiniKiny  Jacililics  lo  one  per  pole,  'lllis  fact  ilkl  not  prevciil 
Al'&  Tffoiii  ralioiiali/ingils  policy  on  the  basis  of  sal'cty.servJLc 
and  fuliire  needs.  'I'lie  i>oIicy  was  intended  tu  prolccl  Al'&l"s 
cxislini*  and  1  ututc  video  service  ofTcrings  ami  by  1 96(>  all  tlic  Ikll 
operating  companies  had,  as  a  conse<)uencc  of  AT&T  direction, 
itu|xt5cd  Itie  new  pole  policy. 

Tliere  was  no  technical  justification  for  litis  policy.  Multiple 
independent  attachments  had  been  pcmiillcd  from  1931  to  1964 
with  little  or  no  barm,  rurlhermorc,  in  IV65,  Northwestern  Ik-ll 
permitted  the  atlaclimcnt  of  two  inde|x:ndently  owned  cable 
systems  on  its  poles  in  llibbing,  Minnesota,  for  fear  that  refusing 
cither  company's  request  would  result  in  a  lawsuit  of  some 
magnitude.  As  to  the  argument  that  there  was  insullicienl  p«)[c 
space  for  multiple  attachments,  this  is  conlriidicted  by  the  fact 
that  the  atlaelmicnt  policy  in  no  way  restricted  llic  number  of 
pole  attachments,  only  the  number  of  indc]>cndcntly  owned  at- 
tachments, and  there  was  no  latitude  given  to  permit  multiple 
allaclimcnts  where  there  was  sullicienl  space. 

AT&T  knew  that  this  policy  would  create  customers  for  the 
Bel)  o|)eraling  companies'  leased  channel  service  and  admitted 
that  many  existing  ciislonicrs  used  leased  channel  service  Iwcausc 
Ihcy  were  unable  lo  secure  attachments  for  their  individu;dly 
owned  cable.  I'urthcrmore,  this  policy  di.scouraged  cable  opera- 
tors from  going  into  business  and  AT&T  knew  it.  This  ))olicy  also 
forced  some  cable  companies  who  wanted  to  control  their  own 
facilities  to  refuse  channel  service  and  construct  their  own  sys- 
tems underground,  greatly  increasing  their  costs. 

Furthermore,  under  the  guise  that  applications  were  simultane- 
ous tlwr  Ucll  o|>erating  companies  denied  attachments  to  all 
applicants,  thus  restricting  cable  and  enhancing  the  market  for  its 
channel  service.  The  refusal  lo  choose  among  multiple  applicants 
prevented  development  of  any  independent  cable  operators  in 
some  areas. 

The  *'onc-|Kr-polc"  policy  was  reviewed  by  AT&T  a  number  of 
limes  between  1965  and  1969.  Until  1969,  any  suggestion  lo 
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nindify  llic  policy  was  rt;ji:clcil.  I  Inwtvcr.  \*y  I'X.'J.  llic  ICC  w;is 
takiii);  a  tliiii  view  of  llicsc  :iLlivilk-!t  and  llic  Anlilnist  Division 
liad  o|)Ciicil  an  ii)vcsli)>:iiiuri.  Sccisinj*,  pos^ihli:  aiihinist  iircssiiic 
and  l"nHy  ctn'.ni/ailt  of  Ilic  spccionsnc'is  of  all  the  k-cbnical 
ralionak-s  il  ptil  forlli,  A'lW,  T  tcu'iiidcd  its "unc-|K:r-iM>lc"  policy. 
However,  between  I9''>4  and  \')(i9  do/ens  ofcalilc  o[Kr;itors  Ii;id 
ilicif  iip|)lications  for  |>olc  ad.iclnnenl  agreements  denied  liy  llcll 
operating  companies  because  v(  lliis  policy,  regardless  of  the 
availability  of  pole  space,  Tlic  number  of  jx>(enlial  cable  opera- 
tors who  failed  lo  ever  ap|)ly  for  ntlachmcnt  because  of  this  policy 
is  ini|>ussible  to  estimate. 

1  lie  problems  of  TV  Si(;nal  Co.  of  Aberdeen,  South  Dakota, 
exemplify  llie  anlicuni|>ctiliveellecl  of  this  policy.  TV  Signal  was 
f.ranted  i>  cable  franchise  in  Aberdeen  in  March,  1969.  It  con- 
lacled  Noilhwestern  Itell  and  requested  pole  udaclinicnls  for  its 
projxiscd  system.  Alllioiigli  Nortliwestern  Dell  owned  less  than  20 
percent  of  the  poles  in  tliecily,  (lirough  its  joint  use  contract  widi 
Northwestern  I'ublic  Service  Company,  Northwestern  Ucll  bad 
authority  over  all  |>ole  altachmenls  in  Aberdeen.  Norlhwcstcrn 
Itell  refused  TV  Signal's  re<|nesl,  based  on  AT&T's  "one-per- 
|>»lc"  policy,  because  il  bad  granted  )iolc  atlacliniciits  to  Aber- 
deen Cable  TV  Service,  Inc.,  which  had  been  granted  a  franchise 
in  August.  1968.  Al  ihis  lime  Aberdeen  Cable  had  yet  lo  begin 
building  its  system,  because  ils  franchise  had  been  rejected  by 
popular  vote.  Until  (lie  litigation  could  be  settled,  Aberdeen 
('able  could  not  conslruci  its  system.  Northwestern  Hell  olFcred 
IV  Signal  channel  service  but  TV  Signal  desired  to  retain  facility 
ownership  and  tleclined  the  od'cr. 

In  July,  TV  Signal  again  requcslcil  pole  attachments  from 
Noftliweslcrn  Hell  and  was  refused.  To  retain  control  of  its  cable 
f.icihiies  TV  Signal  was  forced  to  construct  an  underground 
syMem,  which  cost  SI.SUO  more  per  mile  than  an  aboveground 
sy.teni. 

Hy  the  time  AT&T  rescinded  ils  "one- per- pole"  i>oIicy  on 
tkiober  28,  1969.  TV  Signal  bad  constructed  most  of  its  system 
underground.  Alter  A  T&'l  's  annonncement.  Northwestern  Hell 
olleied  'IV  Sif.nal  pole  attachments  and  tlic  remainiler  of  TV 
Signal's  system  was  constructed  above  grouiKl.  Still,  the  cumula- 
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tivc  clFccI  of  A'l&.  I's  "onc-pcr-|iuli:"  [Kilicy  w;is  lo  rciidcr  TV 
Sifjiiiil's  sj'Mcm  iiKiic  expensive  lo  Loiislrucl  (liuii  it  would  have 
been  l):i(l  (lii^  policy  nul  been  in  I'orcc. 

{;.  Denial  of  Access  lu  Uiidcrcrouiid  l'':icili(ics. 

In  ;iLldl(i(ii)  lo  inslrucling  llic  Hell  o|>er.-)(in];  companies  nol  In 
provide  access  to  more  tlian  one  atlaclinicnl  in  an  area,  ATtfl' 
instructed  tlic  Bell  operating  companies  to  refuse  to  allow  cable 
operators  lo  pull  cable  llirougli  duct  space  in  underground  con- 
duit controlled  by  tlicm.  AT&T  iniliated  lliis  iwlicy  of  refusing  to 
allow  its  underground  duct  space  to  be  made  available  to  cable 
eoiiipanies  in  1964,  and  continued  it  until  1969.  1  bis  precluded 
cable  companies  from  constructing  sy<ktcms  in  large  cities  where 
tcleplioiie  poles  were  citlicr  impractical  or  were  nut  allowed  ami 
wlierc  iindergruund  construction  was  llic  only  means  for  creating 
a  cable  system.  Tliis  protected  llic  largest  markets  for  Hell 
0|>erating  companies'  channel  services  and  insured  that  no  other 
enlity  would  have  the  capacity  lo  distribute  video  or  other 
telecommunications  signals. 

1  n  at  least  seven  instances,  AT&T  and  the  operating  companies 
denied  cable  systems  access  lo  underground  duel  space  and 
offered  channel  .service  instead.  Most  cable  companies  did  nol 
want  to  lease  channel  service  and  preferred  the  cost  savings  and 
control  that  went  wilh  the  construction  and  ownership  of  Iheir 
own  cable  system.  Ihus,  llic  duel  access  {wltcies  placed  cable 
companies  at  a  competitive  disadvantage  in  any  future  devclop- 
iiicnl  of  cable  service  and  leclmology. 

There  was  no  technical  basis  for  these  refusals.  One  operator 
refused  such  access  complained  lo  the  New  York  I'SC.  In  the 
course  of  n  proceeding  before  the  New  York  I'ublic  Service 
Commission  concerning  access  to  New  York  Telcplionc  under- 
ground ducts.  New  York  Telephone  tried  to  establish  a  number  uf 
reasons  for  denying  access,  including  that  cable  presence  in  the 
ducts  would  be  disruptive,  would  Ihiealcn  vilal  connntiiiicalions, 
would  cause  blackouts  and  would  impair  national  security.  How- 
ever. A  r&T  allowed  duct  access  lo  cable  systems  where  the  Hell 
o|)craling  companies  constructed  cliaimel  facilities  for  lease  and 
in  no  instance  where  a  cable  system  existed  in  ducts  had  any  such 
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problems  occurrcil.  Tlic  New  Yoik  I'liblic  Scivice  <"i>iiirnission 
rcjcckd  [lioc  iiri^iiDiciil-i  uiid  ottiuicd  New  Yuik  Tclciilioiic  lu 
iillow  iliict  jccc%s  lo  cubic  coiii|iaiiics. 

The  Ucll  opcnilin^  coiiip.iiiics  also  iiscJ  Ihcir  ic);itiunsliip  wilb 
power  coiDpiniics  lu  prcvciil  iH)wcr  com  panics  fioin  alluwtng 
c;tblc  coiiipnnics  access  in  llic  untie rf^rouiiJ  ducts  uwncti  by  [lie 
power  conipanics.  I'ur  example,  Soulhcrn  New  lln^lanJ  Iclc- 
plionc  simply  met  willi  llic  |K)wer  cumpniiies  in  Iticir  area  and 
agreed  thai  ncillicr  would  provide  access  lo  their  undergound 
duels. 

Ii.  Itefusal  lo  I'roridc  Tarlial  Cliaiiiicl  Scrticc. 

Some  cable  operators  desired  lo  lease  i)art  of  llicir  cable 
systems  from  tlic  local  llcll  opcratiii];  company  and  to  construct 
part  themselves.  AT&T  refused  to  allow  the  Hell  operating 
companies  (o  provide  such  racilitics  under  llicsc  circumstances  at 
any  price,  regardless  of  the  availability  of  such  channels.  The 
channel  service  larilFs  filed  al  tlie  direction  or  AT&T  contained 
tlic  provision  that  customers  had  to  lake  an  entire  distribution 
system  rather  than  only  portions  of  one.  This  policy  was  designed 
to  restrict  the  operation  of  independently  owned  systems  and  to 
enhance  the  market  for  the  Ucll  operating  companies  channel 
service.  I'orcing  the  cable  owner  lo  cither  lease  an  entire  AT&T 
system  or  build  his  own  system  restricted  the  cable  owner's 
flexibility  in  choosing  the  mix  o(  Tacilities  which  would  be  most 
cost  ellicicnt. 

In  1964,  Long  Island  Cablcvision  Company  sought  to  extend  its 
area  of  service  by  leasing  a  channel  from  New  York  Telephone 
and  interconiiccling  it  to  its  owned  and  operated  system.  New 
York  Telephone  refused  the  request. 

AT&T  surveyed  lite  o[Kra(ing  companies  and  most  backed  its 
|>osition.  As  a  result  all  the  Kelt  operating  companies  including 
four  operating  coiiH)anies  that  favored  liberalized  leasing,  were 
lold  to  and  did  follow  AT&T's  policy.  In  one  instance,  I'acific 
Icleplione  decided  to  allow  interconnection  between  CATV 
owned  and  Dell  leased  facilities,  but  AT&T  persuaded  it  not  to  do 
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Ill  June.  I9r.8,  llic  rCC  liallcd  furUicr  conslriiclion  of  all 
(cicplioiic  cornfMiiy  owned  and  opcralal  CATV  ilislrihiilion  ratil- 
iii(!S  uiiiil  applicalions  for  ccrtilicalcs  of  convenience  and  ncits- 
sity  had  been  approved  liy  Ihc  Coiiinii\sioii.  As  a  result  of  Ihc 
delays  in  eonslruclion  llial  arose  out  of  tliis  decision,  AT&T 
decided  to  review  its  inlcrcocincction  [H)Iicy.  A'['& T  knew  lliat  by 
refusing  to  lease  existing  facilities  it  could  be  subject  tn  liabilities 
and  niigiil  very  well  have  interconnection  iin|>osed  on  it  by  (he 
FCC.  Thus  AT&T's  knowledge  that  it  could  not  justify  any 
interconnection  restrictions  on  technical  grounds,  and  (ccniatory 
pressure  led  tu  the  abandonment  of  this  inlerconneclion  restric- 
tion in  1969  to  acconiniodatc  (lie  delays  occasioned  by  the  above 
rCC  decision. 

i.  Miscellaneous  lliirassinciit  of  Calilc  Operators  by  (lie 
Bell  Opcradng  Cuinpanics 

The  local  Bell  operatine  conipnnies  bad  the  ability  and  the 
incentive  to  harass,  delay  and  obstruct  independent  cable  oper- 
ators from  accessing  their  telephone  pules  and  underground 
conduits  and  to  favor  cable  ojicrators  who  provided  service  over 
llieir  cliannel  facilities.  The  op|X]rluni(y  (or  such  anticomjKtitivc 
conduct  arises  in  many  places  and  includes  everything  from  the 
refusal  to  provide  ni:i|is  of  telc])bone  pole  layouts  to  excessive 
charges  for  telephone  pole  surveys,  and  make  ready  work,  (o  bigli 
insurance  and  bond  requirements  and  exorbitant  rearrangement 
costs. 

The  I'CC  found  that  at  least  one  Hell  operating  company.  New 
York  Telephone,  bad  engaged  in  such  conduct  to  obstruct  three 
cable  operators.  New  Yoi  k  Telephone  sliunled  the  cable  operator 
back  and  fortli  between  itself  and  the  local  power  company  for 
pole  maps  and  failed  to  produce  pole  records  which  it  had  for  tbc 
purposc-of  delaying  the  conmicncemcnt  of  the  CATV  syslcrii. 
1'hc  t-'CC  concluded  that  the  lelcphone  company  accoittpli'.lied  its 
purpose  by  "its  tortoise-like  res|x>nscs  to  inquiries  and  its  gener- 
ally uncooperative  attitude."  llie  Commission  analyzed  oilier 
examples  in  other  communities  and  readied  similar  coiiclusions. 

The  course  of  conduct-followed  by  N.  Y.  Telco  emphiyces 
in  the  communities  under  consideration  such  as  the  express 
or  implied  threats  of  delay  if  the  cable  operators  persisted  in 
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llicir  rc<|ii(!sls  fm  \Xi\c  :iU:tL'liiiiuiil  af.rcciiiciils,  tlic  in- 
Iciiniiinlilc  ilcl;iys  lic(wi-cii  c;icli  su-p  of  llii;  |)ii)cc%sii))'.  riom 
rct|iKSl  Ut  Ihu  iillncliniml  of  iIk:  iriUk  lo  the  puks.  the 
jinoiiiy  civet)  Id  <.'(iii'.lriicliiin  tor  llic  i^liaitiicl  service  ctis- 
Idincr  Jiiiif  (lie  olhcr  coikIikI  ()el;iitei)  Iierciii.  eskilitisli  loour 
.siilisrnciioii  tli:il  llic  nlijtxlivc  of  siiuli  ;iclivilic.s  w:is  iiiiprup- 
erly  lo(Jisa>ur:i)^;c  ;i((;icliiiicnt  :ippljc:iliiiris  inid  t(iciici)iir:ic,c 
the  ucccpUincc  of  cuiiiiikhi  carrier  cli;iiniel  dislribulioi)  scr- 
viLV.  I'liis  ohjeclivc  of  llic  Icleplionc  coii)|iaiiy  w;is  lo  l>c 
ucentDplislieil  by  perstiiisioti  as  lo  llie  ailvanl.'i|^c%  of  channel 
sciviee  over  :iii  operaUtr  owned  syslein,  if  |K)ssil>Ic,  liul  if  not 
po.'isibic  by  siicb  persuasion,  (ban  by  u(iti7a(iun  of  siicli 
pressures  upon  ibc  applicant  as  wonUI  be  likely  lo  brinf; 
jtbyul  Ibc  ticsiretl  rcsiill.  Since  Ibc  lelepbonc  company  owns 
orcunUoIs  (lie  iililily  poles  so  csscniial  lo  ibcconsUiiclionor 
;i  c;ible  syMeiii,  il  was  in  a  jKisilioii  to  use  a  variety  of 
pressures  in  pursnji  of  ils  c/ial  of  forcinj;  llie  atccplance  of 
cbanncl  service  or  eliminating;  ibe  requesting  (."A  TV  opera- 
tor as  a  compelilor  lo  (be  cliamiel  service  ciis(onier  in  Ibc 
ctmiitinni(y,  and  i(  used  llieni.  In  llydc  I'ark,  Heller  I'.V.  was 
kept  oil'  the  poles  iiiilil  a  cbanncl  iiervicc  cuslomcr  was 
obtained  :ind  tbv  construclion  I<ir  (be  cus(omer  could  l)c 
completed.  SitlTolk  Cable,  in  addition  lo  all  of  the  other 
delaying  taclics  ciiiptoyed  by  N.Y.  leko,  liad  ils  niakc- 
rcady  space  used  for  iis  compclilor's  cbanncl  distribution 
facilities  and  never  was  able  lo  cut  slarlcd  in  Ka^-le  listaies. 
In  I'oui'bkeejwic,  WliOK  Cablevisioa  cpiickly  look  the  bint 
about  tbc  lack  of  manpower  lo  perform  inakc-ready  woik 
and  accepted  channel  service  ralber  llian  run  the  lisk  of 
having  ibc  conipelint'  channel  service  cuslomer  f-el  such  a 
head  slait  as  to  make  a  grant  of  ils  request  lor  a  pole 
allacbmcnl  apreemcnt  ait  empty  and  worlbtes';  tii^^lnf-'-  Wc 
conchulc,  llierefore,on  the  basisof  our  review  of  the  evidence 
of  record,  that  N-Y.  Tetco  subjected  CA  TV  ojieralors  who 
desired  to  conslruct  their  own  CATV  systems  to  undue  ami 
unreasonable  prejudice  and  ilisadvantagc  and  extended  un- 
due and  unreasonable  preference  and  advanlajx  lu  ils  chan- 
nel service  customers  and  poleiilial  channel  service  cusloin- 
CIS.  The  purpose  of  llic  coiiducl  eslablislied  Iiereiii  was  lo 
either  induce  tbc  independent  CA'iV  operators  lo  lake 
uiiwnuled  channel  service  or  lo  impctle  and  delay  construc- 
tion of  their  CA  TV  syslcms  until  a  channel  service  cuslomer 
could  he  obtained  and  channel  dislribulion  facililicN  could  be 
const  rucled. 

!'''!'-yil)^nF^.<?LL>J'£l'l'is^oiil'ii.  31  rCC  2d  939.  966-7. 
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•I.  All  lltustr:tliMii  iif  llic  Aclivilks  at  llir  Hull  Opcrnliiig 
("«iii|i;iiiii-s:  (A'l  V  iiiut  SHuditTii  New  ICiii;):iii<l  'IV'I.  Cn. 

.SuiillHtin  Now  i;in;l;in(l  ri-Ic|)lioiii:  CuiiHUiiiy  ("SNIil")  was 
one  at  (lie  (cw  Dell  coinpaiiics  thai  had  no  pole  a(t;ic)iiiiciit 
ai'.rccinciils  wjili  C'ATV  o|)cralors  in  (he  early  period  of  cable. 
When  asked  fnr  |X>lc  .itlaehnicnls,  SN1:T  claimed  tli;it  lliey  were 
nol  allowed  lo  piovidc  such  atlachinents  under  Conned  icul  l.iw, 
:ind  refused  t<»  ask  (he  PUC  lo  alluw  Iticni  lo  provide  siicli 
adachnienls.  On  June  24,  1963  ihc  Governor  of  Conncclicut 
5i|;iicd  into  law  Public  Act  No.  425,  "An  Act  Concerning  Coin- 
nitinily  Antenna  Television  Systems."  The  bill  allowed  CAIV 
applicants  to  obtain  a  certificate  from  (lie  Tubtic  U(ili(ics  Cum- 
mission.  SNti  T  now  reviewed  (licir  past  studies  of  rental  cliarges 
fur  pole  space,  and  prepared  to  fdc  tatilf  charges  for  such  rental, 
but  not  uiilil  action  was  indicated  by  the  l*UC. 

On  Jnty  3,  I9(i3  a  SNCT  CATV  "group"  me(  (o  discuss  tlic 
Ac(.  They  recognized  lliat  they  were  "now  required  lo  provide 
pole  space  for  :ittachincnt  rentals  for  CATV,"  but  no(ed  Ihal  (lie 
"language  of  the  Act  diK's  not  sharply  dcline  (he  scope"  of  CATV 
ami  warned  dial  ".  . .  CATV  activities  may  be  expanded  in  (lie 
ru(urc  (0  include  subscription  1'V,  liTV,  etc.  I'liis  leaves  a 
question  as  lo  our  attitude  if  wc  arc  later  requested  to  provide  |K)le 
adachinenis  for  these  purposes."  (SNI^T-ill) 

The  SNLT  jKople  subsequently  contacted  AT&T  to  see  "how 
far  tlicy  felt  we  could  realistically  go  in  our  pro[)oscd  larilT  filing 
inlitiiiling  thcscoircofCATV  activity,  in  order  to  prevent  Ihc  use 
of  pole  adchnieiits  for  pur|K>scs  not  generally  recognized  us 
within  the  scope  of  CATV."  AT&T's  C.C.  Harmon  indicated 
that  limitations  of  scope  should  not  ililfcr  from  tlia(  s|Kci(ied  in 
tarill'  olfcrings  for  channel  services,  i.e.,  "limited  (o  transmission 
of  progiam  ina(crial  received  ofT-the-air  from  broadcasting  stii- 
lioiis."  The  limitations  in  the  New  York  Tel  (arilT  were  "highly 
desirable"  but  SNl;T  was  warned  not  to  go  alt  out  to  express 
positive  limitations  "which  might  result  in  crea(ing  issues  that 
would  have  lo  be  resolved  nt/his  lime  (prematurely)."  Harmon 
suggested  SNl;!'  investigate  "whelher  the  Commission  would 
accept  (he  filing  of  individual  contracts  rather  than  a  larill"' 
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I)fi.iiiiNc"iiun:ll  niortof  iillliic  rciiiiirtd  uoiKliliitiisL-iii  be  luil  ina 

ti.mnia." 

I  he  SNi;i'  CMV  I'.rtmp  iiicl  :ij;;iiii  »ni  July  17. 1')63  aflcf  Iwo  of 
ils  iiiL'inljcrs,  W.  !■',  Itulth  ;iiul  Kohcfl  S.  Mtdvccky  ilisciLsscd 
CA'I  V  widi  New  York  Id,  Tlicy  toncliulcil:  "It  Ntcms  advisable 
t(i  incluilc  in  our  tariff  liliii);  a  (kliniliim  of  CATV  llial  would 
|iosilively  exclude  other  uses."  (SNLT-HO) 

SNTT  now  bejjnii  to  meet  with  (lie  power  companies.  On 
AiiRust  29  W.  i'".  Hobb  reimrled  on  meetings  with  United  llluiiii* 
Hating,  Connecticut  Lif^lit  and  I'uwcraiid  llarlford  lileclric  Light 
to  discuss  CA  TV  use  of  |k>Ics  solely  owned  by  (he  power  compa- 
nies or  owned  jointly  with  SNIiT,  :iiid  the  sharing  of  costs  and 
revenues.  Ilic  group  resolved  the  i.ssuc  of  juoviding  duct  space  to 
CATV.  "It  was  :it;rccd  that  duct  space  should  not  be  made 
available  for  CATV  use;  however  it  was  fell  ncce.ssary  to  have  the 
tcasons  set  forth  for  milking  llie  decision."  (SNL:T-'I5) 

SNI-yfs  Rohh  and  Mcdvccky  went  lo  AT&T  again  on  October 
2, 1963  to  discuss  their  proposed  larifl"  and  contract  provisions  on 
CATV  |H)!c  renlals  with  Messrs.  Joiner,  l-lelchcr  and  Ross  of 
AT&T.  Willi  minor  changes,  lliey  found  them  acceptable,  but 
certain  items  were  held  "subject  lo  policy  review."  l-'oreinost 
anion);  lliesc  concerns  was  limiting  (lie  use  of  pole  space  "sojcl^  lo 
piovidc  community  antenna  television  service."  AT&T  suggeslcd 
Ihal  -SNirr  try  lo  gel  the  I'UC  lo  limit  CATV  service.-;. 

If  we  try  inilially  to  exclude  all  lliesc  services  [paid  TV,  VM, 
local  news,  iri'V)  and  the  subscriber  Liter  udds  certain  of 
tlieiii,  even  paid  TV,  it  would  probably  be  very  dilllcull  lo 
resisl  llic  addition. 

If  ihc  PUC,  however,  puts  such  liinils  in  their  certificate  of 
convenience  and  necessity,  the  situation  would  be  better.  It 
was  suggcsteil  thai  we  miglil  nieel  wilb  llie  Commissioners 
lo  discuss  their  reelings  regarding  paid  'I'V  and  occiisional 
use  other  than  the  olf-tlic-air  pick -U|M>r  TV.  It  is  umlerstoiHl 
Ihal  no  v/licrc  else  in  Ihc  Hell  System  do  Ihc  pole  rental 
conlracis  pcniiil  paid  TV  or  leasing  of  channels  to  schools 
for  inv. 

If  necessary  to  permit  cKcasioiial  use  of  TV  cliaiinels,  cer- 
tainly limit  to  li'fV  jirovidcd  by  (lie  CATV  operator  fiee  of 
ch^iy-e.  (SN1:T-'II)  ' 
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SN  li  r  nt:ctlicl  Id  rusolvc  llic  rok  of  power  companies  in  rciilinj; 
pole  space  lu  CA  r V.  as  llicrc  wtf c  iiuiiicrciiis  jointly  tiwiiuil  |Kiks, 
anil  (lolcs  solely  inviicd  l»y  power  i:oinp;inics  in  wliicli  CAI  V 
opcialois  nii(;lil  also  be  iiilcrcslcd. 'rocunlrol  iticsc  poles,  SNl;!' 
tonsidcrcd  .  .  .  "wlictlicr  wc  should  buy  1/2  interest  in  cictlric 
poles  solely  l«)  jiroviOc  allaclimcnls  for  CATV."  (SNUT-SI) 

On  September  4, 1963,  SNIiT  ami  representative!)  of  llic  three 
power  ton)p.'niies  met  at  the  ulViccs  of  Conned  icul  Light  &  Power 
to  discuss  allernalc  proposals  for  dealing  with  CATV.  Mr.  I'lobsl 
of  Connecticut  Light  iind  Power: 

.  .  ,  opened  meeting  by  staling  that  tiie  ConnccliciU  electric 
companies  bad  discussed  tlic  iilternnte  pro|ios;ils  for  ilea)iiir> 
Willi  coinmiinily  arileiuia  television  systems  anil  had  decidcil 
lliat  llie  best  inclliod  ordealiiif,  with  tlie  antenna  coinjianies 
would  lie  lo  have  SNIil'  deal  exclusively  with  said  cotiipa- 
iiies,  (SNI-If.fa) 

SNLT  would  purchase  onc-lialf  interest  in  all  non-joint  poles  and 
derive  all  revenues.  "I  Tllie  parlies  agreed  lliat  this  method  would 
be  suggested  lo  llie  Public  Utilities  Commission"  at  Ibe  Scplein- 
bcr  6  iiieeliag.  1  he  parties  further  agreed  it  ".  .  .  dcsircabic  lo 
have  their  leclmical  design  and  rale  |>eople  iiieel  to  tiraw  up 
accejilalilc  standards  for  the  maimer  and  location  of  placing 
antenna  syslein  facilities."  {SNLT-tiO) 

SNLT's  position  on  the  purchase  of  non-joint  poles  apparently 
changed  ia  early  \^M,  and  Ibis  pro|>osal  did  nut  come  about.  A 
further  meeting  with  power  company  reprcsentalivcs  was  held 
March  31.  \'Ky\  to  discuss  joint  pole  allacbmcnl  arrangements. 
Medvecky  explained  -SNLT's  fear  about  tlie  .  . .  "capabilities  for 
future  expansion  to  olher  belds  of  CATV,  particularly  involving 
Iclephouc."  (SNirr  70)  Me  tlien  argued  why  SNLT  should 
control  the  relationship  with  the  cable  operators  for  jwle  alUich- 

(menls.  "I elcpbom^eeds conlfol  for  the  future,  ('ower  compjuiifs 
have  no  parlicuint^  meentivc  or  reasons  to  fijit  CA  IV  on  these 
mallei%.  (SNLf  70)  Me  explained  the  adminislralive  didiciil- 
lies'bul'imlicaled  SNLT's  willingness  to  "deal  with  CATV." 

Apparently  the  power  companies  found  the  "Original  plan 
I  purchase  of  I  /2  intcrcsll  ()uitc  salisfaclury,  but  telephone  ruined 
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il   If  [luwcr  li;is  (» (;ct  iiilo  tlic  jirohlciiis  «f  CA'i  V  iii:iy  ;is  well  jjo 
;,llllicw;iy."(SNi;r70) 

SNI' T's  Mtclvccky  proposed  an  ajjciity  solirliuii,  wlicrc  SNiil" 
wDiiliI  take  llic  "hc.ulaulics."  SNIH's  Marit  cinpluisi/cil  llic 
iiii|K)rlancc  lo  llit  IcIcjiIkhic  company  of  ". . .  lorij;  Icrm  control  of 
CATV  inilicaliiit;  visions  of  I';iy-TV,  V.'V\f,  Wcadicr  am)  inunici- 
pirtrrciiits."  llclilsopoinlcd  out  involvement  of  political  anil 
piiltllc  press  fn;iircs  on  CATV  boards  and  said  Ihcy  would 
consider  :i  plan  wlicrc  tlicy  would  take  prime  responsibility,  as  far 
as  possible.  Medvccky  explained  SNIfl's  goal  ac.aiii.  "Pay-TV 
ap[K-ars  lo  be  in  llie  picture.  Wc  want  to  own  cable  for  tlic  long 
term  and  lease  circuits."  (SNIZT  70)  Tlic  power  companies 
apparently  agreed  nnd  the  niccling  ended  wiUi  SN  [:T  (o  work  out 
and  submit  a  proposal. 

l-urtlier  mcclinps  were  held  April  17  and  29,  1964.  Tlic  parlies 
actced  lliat  SNl-T  would  be  llic  power  companies'  aiitliori/ed 
af.cnl  for  jwlcs  owned  solely  by  llicn).  Tliey  also  resolved  Ibc 
tpicsiion  of  access  to  tindergronnd  conduit.  "Tliere  will  be  no 
olfciing  of  space  in  underground  conduits,  by  Power  and  Tele- 
phone, for  CATV," 

Uiirinf,  tbis  period,  AT&1'  and  tlie  other  UOCs  helped  deter- 
mine SNi;  T's  posture.  A  New  l:nc,Iand  Telephone  document 
piovicted  lo  SN1;T  detailed  CATV's  general  history  and  explains 
ilicir  policy.  Where  CATV  operator  desires  lo  establish  a  system 
"Me  will  attempt  to  sell  him  our  facilities"  where  tarilfs  approved. 

On  December  i,  I9f»!i,  SNl-.T  rcpresenlalivcs  were  again  "sent 
«lo\vn"  to  AT&T  lo  sec  if  Iheir  taiills  ".  .  .  are  consistent  with  B. 
S.  position"  (SNIiT  7*1),  and  to  prepare  for  an  uixroming  stale 
PUC  hearing.  l.II.  Sehlcsinger,  Jr.,  Medvccky  and  F.I-.  lagal 
iitct  with  CC.  Harmon,  Norm  Pullan,  Harold  Levy  and  Leo 
I.iKoir  of  A  TAT.  Minutes  of  this  nieeling  indicate  that  SNL I's 
situation  regarding  incidental  use.  was  somewhat  dilVercnt  be- 
cause of  Connccticiil  taw  and  a  PUC  Older  in  Docket  10250.  Tlic 
syMcni  position  was  lo  allow  these  uses  because  in  the  rest  of  llic 
syMem  tliey  were  nol  legislated  against  and  Ihey  had  .  .  .  "crept 
into  usage  elsewhere  and  cannot  \>c  forbidden  now,"  (SNIl'  7-1) 
A  I  AT  advised  SNLT  ". . .  nol  lo  inilialc  any  action  lo  oOcr  lo 
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allow  inLKlcnUit  uses  .  .  .  unless  wc  utc  fcuccd  lo  tlo  «>  by  the 
I'UC"(SNI:T74} 

Alitr  siif^r.cslctl  how  lo  li:imllc  the  I'UC.  "lljl  iiitj'.lil  be 
won h while  lo  Iry  lucodviiicc  (he  I'UC  bcTorcllic  hearing  lliul . . . 
future  (lcvelo|iiiieiits  .  .  .  shuitld  be  it)  the  jurisdieliuii  t>r  llic 
lelcphoiic  <:oiii|)any  and  dial  CA  TV  o|)crators  sbouhl  be  coiifiDcd 
lo  lelcvisioi)  lr;insii)issioii."(SNLiT  7 A)  A'I'>V.T explained  that  the 
type  or  I'UC  hearing  that  would  be  (oSNL'.T'sadv.iiii»ge  "should 
be  as  ii)ruriiial  as  possible"  and  Ihcy  might  want  lo  try  lo  gel  the 
I'UC  lo  condition  the  granting  of  a  CA  TV  francliisc  upon  laking 
SNl-.T's  channel  services.  The  olher  point  lo  be  stressed  was 
SNHT's". . .  abilily  lo  provide  channels  beller(and  cheaper  ifwc 
can  prove  il)."(SNUT-74) 

On  June  17. 1964,  SN IIT  filed  its  firsl  channel  service  tariff.  'I  lie 
original  ch;wgcssceni  (ubeliavcbeei)X25  per  inontli  \kt  1/4  mile 
wilh  a  S25  installalion  charge  and  a  S4^  per  nionlli  lor  each 
"dtop," 

Under  these  rales,  SNtT  sold  no  CATV  channel  racililies.  On 
June  25,  1965,  the  rales  were  lowered,  and  service  was  provided 
under  Iwo  opiions:  (I)  SI6.50  per  month  per  1/4  mile,  with  a 
Icrminalion  charge  of  S500  per  1/4  mile,  lo  be  reduced  monlhly 
over  len  years;  or  (2)  SI  1.25  per  t/4  mile  with  a  non-recurring 
charge  of  $500  per  1/4  mile  in  lieu  of  termination  charge.  I'he 
installation  cliiirgc  for  each  "droji"  was  reduced  lo  S20,  or  S15  if 
coincident  with  installation  of  a.ssocialed  dislribulion  Tacitilies. 
1'bc  monthly  rale  per  drop  was  reduced  lo  S4U.  Under  these  rates, 
no  channel  Tacilitics  were  sold  either. 

SNi:T  continued  lo  try  lo  lower  rales.  On  January  27,  l'J66  a 
CA  TV  cost  study  memo  ascertained  the  elTecl  of  excluding 
indirect  operating  exjicnscs  commonly  referred  lo  as  admini- 
slralion  expenses  from  costs.  If  this  were  dune,  the  monthly  rate 
could  be  reduced  from  %  1 6.50  lo  about  i  1 3. 50. 

SNLT  reviewed  llic  revised  rates  with  representatives  of 
A  lA  r  Hate  and  l\ngincering  Deparlmcnts.  ATAT  apparently 
did  not  agree  completely,"  with  the  extent  of  the  reduction."  "I  he 
general  consensus  of  the  ATAT  study  group  was  ihiit  (he  engin- 
eering appeared  solid  but  thai  the  annual  charges  in  every  case 
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.ippciircd  to  lie  dcvcl<i)M:d  liy  the  'sli;iri)  pencil'  tctliiiuiiic."  Soiiic- 
llitii|;  iiioic  Ihaii  112, (H)  ii|tpt-':>rcd  more  jtisliliablc.  and  Gcoiyc 
S|iaidtiiy  sin'gcslcil  SI  J.OU  "iiii|;lit  lie  Siifcr." 

SNI-  r  jiislificd  its  lower  rales  l)y  SNL  T's  pureliasc  of  equrp- 
riieiil  ilireclly  rroiii  Die  su|>|ilier,  wliilo  the  A  Ti^i  T  study  assumed 
ptiieliase  lluoiigli  Weslcrii  IJeelric  under  KS  specilica lions. 
Western's  i)ricc  w;is  approximately  10%  liielicr. 

On  April  7, 1906  lower  rales  were  again  filed  with  the  Connecli- 
ciil  rue.  'Iliis  lime  the  mileage  rate  was  reduced  lo  $12.00  |>cr 
1/4  mile  and  llie  Icrnunation  charge  was  reduced  lo  SiAO.  The 
monthly  rale  was  reduced  lo  $35.  I'hc  option  of  paying  a  lower 
monthly  rate  with  an  initial  non-recurring  charge  wa.s  discontin- 
ued, i'or  the  first  linicSNi^TolTcred  underground  dislribulicin  in 
coiuluil  at  $25  per  1/4  mile,  with  a  lerininnlion  charge  of  $725. 
SNI'.T  lold  llie  Connecticut  I'UC  that  lliesc  reductions  were 
made  possible  by  *'|llhe  nvuitabilily  of  improved  c<|uipinent  and 
installation  tcehni(|ucs  with  their  attendant  affect  u|)on  installa- 
tion and  maintenance,  and  lower  cable  costs. .  .  ."  (SNET-92) 

lly  this  liitic,  Ihc  FCC  had  directed  the  Bell  0|>crating  compa- 
nies (u  flic  larilFs  for  CATV  facilities  with  it  rather  than  with  state 
I'UCs.  Under  protest,  AI'&T  filed  tariffs  for  Ihc  various  Itell 
lelcos  on  May  6, 1966.  AT&T  filed  a  petition  for  reconsideration, 
which  was  denied  on  June  29,  1966,  and  it  became  necessary  to 
"reissue  these  tariffs  as  r.C.C.  interstate  tariffs  conforming  lo  the 
Commission's  larilf  rules."  SNUT  dclermined  that  the  TCC  had 
pre-empted  all  Coniiecticul  I'UC  jurisdiction  (as  opiwsed  lo  other 
slates  where  incidental  CATV  use  was  still  intrastate)  and 
withdraw  its  slate  tarilf  filing  clfectivc  Ihe  date  of  Ihc  FCC  filing. 

In  Septcinhcr  of  1966  SNET  began  lo  develop  cost  supjiort  for 
Ihc  various  parts  of  its  channel  services  rales,  but  decided  nol  to 
Ide  this  cosl  back-up  with  the  I'CC  lo  avoid  potential  conllict  with 
other  Itell  oirerating  companies.  '"It  was  felt  thai  any  major 
change  in  the  larilf  at  this  lime  might  invite  an  immediate  request 
for  cosl  back-u|)  from  the  I'.C.C.  before  the  operating  companies 
had  an  op|)orlunity  lo  compare  their  back-up."  (SNliT-79) 

On  Oclolwr  21  the  FCC  ordered  an  investigation  inlo  the  BOC 
CATV  tariffs  on  its  own  motion,  ;^nd  FCC  counsel  requested 
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infori)i;ilioii  from  SNUT  on  Ntivcrnlicr  1. 1966.  A'I'&T  advised  on 
Nov.  1 1  lli;tl"lilltcoriJucII(irl  slioiild  be  given  lo  !iiiswffiti);"l!iis 
rc<|iifst  .■islliccuMlciU  iv:is  bciin;  ncjjoliiilcd  iiiforiiiiilly  by  Al  .tT 
wilb  llic  I  CC  M;iir. 

5.  HcjjiilalMHi  of  Cable  Ti-lcvisioii. 
In  llic  ciirly  I950's.  llicrc  w;ts  no  Tcdcnil  rc);ul;itio[i  of  cubic 
television,  and  litllc  slale  or  ItK.it  [Cf-ulalion.  In  1956  mid  V)3'),  (be 
ICC  considered  rcgiilalion  of  cable  lclcvi.sion  bul  rejected  il  «m 
tlic  grounds  ibal  cable  o|>crators  were  not  common  carriers  and 
its  Hutborily  over  broadcasting  did  iiul  extend  lo  cable  television. 
Stales  did  not  regulate  cable  operators  and  not  all  niiinicipniilics 
required  local  francliises. 

AT&T  and  tbe  Ikll  Operating  Companies  allciiipted  to  per- 
suade stale  and  municipal  aulliorities  wbo  franchised  table  com- 
panies to  restrict  tbe  activities  in  wliicli  a  cable  system  niiglil 
engage  and  also  attempted  to  limit  competilioti  by  persuading 
regulators  of  franctiised  cubic  companies  to  [Krmit  only  one  cable 
firm  lo  serve  any  given  area.  Wlicn  tlie  Hell  operating  companies 
began  lo  olTer  ebannel  services  to  CATV  operators,  tbis  service 
was  provided  under  larifTs  bled  witb  Ibe  several  slates  or,  in  tbe 
case  of  Texas,  witli  municipalities. 

In  V)(<2,  tlic  I'CC  look  tlic  first  step  toward  cable  regulation 
wlicii  il  began  to  condition  grants  of  au  I  bority  to  build  mieiowavc 
systems  to  relay  television  programming  for  local  ilistribiilion 
U|JOn  a  sbowing  by  tbe  applicant  lliat  tbe  CATV  operator  using 
tbe  signals  Iransiiiitted  over  tbe  microwave  facilities  was  not 
du|ilicating  local  station  programming.  In  1965,  tbe  Commission 
expanded  tbis  ruling  and  assumed  jurisdiction  over  cable  ojicra- 
tors  that  imported  television  signals  over  tbesc  microwave  sys- 
tems o,n  llic  grounds  tbal  tbey  were  engaged  in  interstate  com- 
merce. In  1966.  tbe  I-CC  expanded  tliis  ruling  fuitber  and 
asserted  jurisdiction  over  all  cable  sy.slems  on  tbe  basis  tbat  cable 
systems  were  engaged  in  interstate  communication  by  wire. 

In  addition,  tbe  i'CC  explored  taking  jurisdiction  over  tlic 
cbannei  service  larifTs.  ATftT  and  tbe  UOCs  objected,  claiming 
tlial  tlieir  leased  service  offerings  lo  cable  operators  were  jnirely 
intrastate  in  nature.  Ncvcrtbelcss  the  Commission  rejected  Ibis 
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iimlonlcrcil  lIiL-iiUo  III;:  llicir  larilfs  fi)r  cliiumul  scivkcs  provided 
I.iCArVoitCfJilors  Willi  llic  IC<'  r;illn;r  tli;iti  wilh  sUilc  touiiiiis- 


In  I'XiS,  llic  CoiniiiisNioil  tlctcniiiiicil  llial  Iclcplioiii:  coinpaiiicR 
li.id  Ui  :i|'lily  Tor  ;iulliotily  under  2l'I  ol  liic  C(iiiiiminic;ilinns  Acl 
pntir  lu  oiiiNlrucliiii'  dislriliiilioii  fiicililics  lu  provide  cliiiniicl 
service  10  c;il>lc  companies,  iind  llial  the  facilities  to  lie  con- 
Mdiclcd  not  duplicate  existing  facililien.  this  ruling  ended  llie 
:tdt.iniaf'.(:  )lial  the  Dell  operaliii(;  companies  had  over  cable 
(.umpaiiics  iii  the  s|>ccd  witli  wliici)  cable  distribution  facilities 
could  l>c  constructed.  Derore,  cable  cninp:inics  could  not  construct 
facdilics  until  rnincliiscd  lo  do  su  while  telephone  companies 
could  construct  facililics  without  sucli  n  sanction.  Now,  both  had 
Id  ol)t:iin  regulatory  permission  lu  conslruci  cubic  dislribulion 
'.>^ll:IrlS. 

In  1969,  the  I'CC  initialed  an  investigation  into  whether  Iclc- 
pliiinc  companies  should  be  barred  from  olfcring  cable  television 
service  and  in  1970  the  Connnission  adopted  rules  prohibiting  a 
telephone  company  from  directly  or  indirectly  furnishing  cable 
K-let'ision  service  lo  the  viewing  public  in  its  lelc|)l)one  service 
aiea.  I'urtliermore,  the  TCC  ruled  that  CATV  ojKralors  were 
Icec  to  choose  between  owning  lite  cable  and  renting  [lole  spaces 
from  llic  Iclcplionc  company  or  leasing  channel  service  from  the 
telephone  company  under  laritTs. 

Pcspile  the  contention  by  the  Ucll  companies  thai  Ihc  l-'CC 
l.iekcd  jurisd  id  ion.  the  I'CC  expressly  ordered  Ihc  end  of  discrim- 
ination against  indepciident  cable  companies  by  the  iclplionc 
eomjianies. 

It  appears  from  the  record  in  this  proceeding,  as  well  as 
from  the  various  other  infomialion  heretofore  formally 
brought  (o  our  attention,  Ihal  Ihe  [Hilcntial  .seedbed  of  Ihc 
coiiiiovcrsary  lias  been  the  independent  CA'l  V  systems' 
alleged  dillicutty  in  obtaining  pole  line  attacliniciil  ;igrec- 
inenls  from  the  local  telephoue  coEnpaiiies.  Since  pole  lines 
aie  an  essential  part  of  the  problem,  ibey  must  necessarily  be 
also  pait  of  Ihc  solution.  Conse(|ueiilly,  it  is  our  fuithcr 
ciKiclu.ion  thai  any  further  authority  to  a  telephone  coin- 
p:iny  under  section  214(a)  of  ibc  acl  lo  provide  CA  TV 
cliannel  facilities,  .should  be  conditioned  U[H)n  a  docuiDCiited 


Dig,, z.d  by  Google 


.slmwinn  ihiit  llic  ctisloiucr  CA  TV  syslciii  li:ui  availalilr,  :il 
jls  opiiuii,  piilc  anai:limcnl  ri(;lils  (or  coiuliiil  spate.  ;is  the 
ca-.c  may  Itc)  (a)  .il  r<raMiiia1iIc  cliarc.cs.  :iiitl  (l>)  wiilimil 
iiiitliic  rcsliictiiiiis  itii  llio  ii<;i:s  Hial  may  he  iii;iilc  of  tlic 
cliaiiiicl  liy  the  cusliinicr.  'I  his  u|)(ii)n  iiiiisl  he  <>|)cn  hi  ihc 
CA  1  V  ciislunier  iiul  only  nl  Ihc  lime  of  ihc  c.>=i)il  i>i>t  :ilsn 
prior  to  its  decision  lo  seek  :iii  award  of  a  local  rraiiclirsc. 
Additional  shovvint;  is  also  rc()uired  lltat  tliis  policy  was 
made  known  lo  llic  local  francliisini;  nulliortly. 

i'olc  IJDC  uttnchmcnl  (or  conduit)  rij^til;:  nmst  he  olTcred 
on  3  nondiscriniinalory  hasis  where  space  for  such  facilities 
can  reasonahly  he  made  availahlc  without  impcilimcni  to  ilic 
Icleptionc  company's  ohiigalion  to  sii|)i)ly  iioii-CAI  V  com- 
itiunical ions  services  lo  the  puhlic.  1  lie  existence  of  technical 
liniilations,  whtcli  mi]',lil  prevent  Ihc  leasii)[;  of  space  fnr 
additional  lines  on  existing  poles,  should  he  convincingly 
shown  hy  the  telephone  company  and  the  cxccptiun  Itc 
limited  to  the  duration  of  Ihc  technical  prohlem.  (21 1  CC  2il 
307.  ,126-7.) 

After  this  opinion,  the  llOCs  stopped  oITering  channel  service, 
and  thus  were  governed  hy  llie  conditions  with  which  lliey  would 
have  liad  to  comply  for  pole  attaclimcnl  if  lliey  desired  lo  provide 
channel  service. 

6.  Dcfvndiuils'  AllntipC  lo  Capture  Itic  rnlirc  Video  Marki-I 
:iiid  Ihc  Development  of  ricturepliutic. 

As  cahic  systems  developed  in  urban  areas,  ATitT  hcgan  lo 
rcali/c  that  cable  systems  llircalenc'<i  lo  replace  the  services  of  Ihc 
llOCs  for  all  video  ollcrings.  Accordingly,  in  Ihc  mid-iyCid's 
A  r&T  began  to  develop  a  service  which  altcmpled  lo  use.  as 
mud)  as  possible,  existing  wire  pair  facilities  designed  for  voice 
transmission  to  distribute  video  or  wideband  conmiiinications. 
'I  his  service  was  called  I'iclureplionc  and  was  (lcsignc<l  lo  pnividc 
a  liiiiilcd  resolution  picture  which  could,  in  many  siliialions,  l>e 
.•distributed  over  wire  pairs.  At  least  as  early  as  1968,  ATAf 
realized  that  there  were  other  "numerous  |K)s.sihilities  for  distrilj- 
uiing  wideband  communications  .service  within  local  communi- 
lies."  discussions  between  AT&'I's  Marketing  and  IJigineeting 
Departments  established  their  common  ground. 

I'slahlisliinf^  t|K  Hel|  Systeiir.s  lesponsihilily  for  providiiic 

crucially  imporlant  oliieciivc.  Iligri  tiianagcoiciil  conmtil- 
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riK'iit  lolliisdItJLUivc  is  expressed  hy  (lie  larf.c  llelt  l.;ilii>i:i- 
loiies,  Western  ami  A  I'.t  i"  liloils  lieini".  e»|K;mled.  (All" 
III) 

However,  llierc  was  iintrjliiiiily  Mvcrwiielliert lie  CA  TV  laeililies 
ilien  Iteiiij;  cunstriieled  amUl  juuviilc  I'lLliiieiihonc  service  in  tlie 
future,  ami  llierc  was  cie;iily  eoneenr. 

.  .  .lli;il  non-IIell  ownerslii|)  of  any  broaJbaiHl  ilistrihulion 
l;ieilily  will  Icid  lo  |H)lilical  iind  rc(',ulatury  pressures  lli:it 
will  exelndc  Itic  llcll  Sysleiii  IVoiii  all  or  some  [uriioii  of  llic 
I'lCTUKl-l'liONl-  inarkc).  Tlicrc  ai)cears_loJ)C  no  wyy, 
sliorl  of  llell  System  ownership  of  all  comniiinicaliuns  distri- 
liulioil  racililies;  (if  nhsolulely  iiisjJrrnjj  nyainsl. this  possiliil-  . 

iiti/virjM) ■ 

To  accomplish  this  "ownership  of  all  conmiuiiicalions  dis- 
trihulion  facilities,"  Al'i*^!'  cslahlishcd  the  policy  of  providing 
channel  service  lo  CA'IV  and  oilier  wideband  cusloiiiers.  How- 
ever, A  TAT  rccogni/cd  (IkiI: 

I  Wjidcspread  iniplcinentulion  of  Hell  System  CA'IV  cli:in- 
ncl  service  is  impeded  by  conipelilion.  |X).ssilile  rc);u):ilory 
oppo'iiiiou  and  as  ycl  unresolved  larill'-cost  rclaiionships.  In 
addition  AT&T  l;iij;inccrin);  ami  Hell  LidtoMtorics  develop- 
ment activities  :ire  nut  ndc<|ualc  (u  support  a  maximally 
edectivc  Opcialiiit;  Company  aclivily  in  this  licUI, 
Based  nn  llicsc  impcdinicnis  and  llic  present  and  forcsceiibic 
leeliiioluj;y  il  is  certain  that  the  expected  rapid  expansion  of 
C"A  rV  service  to  the  public  diirin).',  the  next  few  years  will  be 
accomplished  with  facililtes  that  iire  separate  from  the  Itell 
Syslem's  lelcpbonc  network  ami  lo  a  considerable  extent 
owned  by  others.  This  observation  S"(Ji;csls  thai  Ulc  UcH 
Syslem's  CATV  pnlisy  (sicj  should  be  reviewed  with  llic 
objective  of  devising  a  practical  and  cfTcclivc  course  of 
action.  [ATI-1  14] 

AItliou)',h  A  TAT  bad  done  lilllc  work  lo  define  and  determine 
llic  cosi  of  specific  services  and  no  sound  informaliun  on  the 
price/demand  reialionsbip  thai  would  ultiiiialely  clelerminc  the 
validily  of  rictiirephonc  was  available,  latyc  resources  of  licll 
I  iibs  iiiid  AT&T  were  devoted  lodevelopmeril  of  i'ictureplione  so 
ili;il  ATA  r  and  the  llOCs  coidd  preempt  all  demand  in  this  area 
and  own  the  facilities  used  lo  provide  these  services.  After  a 
nunilier  of  ye;irs  and  hundreds  of  million  dollars  of  development 
costs,  I'ictiirepbone  was  abandoned. 
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7.  lUTiisnls  U>  I-cl  CA  1  V  Syslcms  Use  i  lii-ir  Tacililics  lu 
rrwviilc  I'rivnic  l.iiic  Sirtiic. 

Local  Ikll  ()pcr;ilinc  companies  rcfiisud  lo  nilow  CA'I  V  lorii- 
li.iiiius  lo  use  Ihcir  existing  Hiciiitics  lo  (Jistribiilc  tclc- 
coiimiunications  siicli  as  radio  proEraiiiiiiing  trniisniillal  Troiii 
national  radio  networks  to  local  radio  stations  for  broadcast inp. 
In  this  way,  tlic  Bel!  operating  companies  prevcnled  development 
of  an  allcnialive  distribution  syslem  for  iiilcrcity  Ininsmission 
carried  by  competitors  of  AT&T's  Long  Lines  Dcjiarlmcnt  and 
restricted  Ilic  growlli  of  these  conipclilors. 

In  February,  1967  two  radio  stations  in  Michigan's  Up|>cr 
Peninsula,  WIKU  of  Iron  River  and  WJIT^  of  Ishpeiuing,  con- 
tracted to  receive  NBC  radio  programming  for  tiroadcasltng. 
Upper  l*eniiisul;>  Microwave,  Inc.  (UI'M),  a  Miscellaneous  Com- 
mon Carrier,  relayed  NliC's  radio  programming  via  microwave 
lowers  between  the  Anibcrg  Telephone  A.  Telegraph  Company 
and  pickup  jwinls  of  Michii;an  Bell  Teleplmnc  (Auiberp,  picked 
up  the  signals  from  Wisconsin  Dell).  T!ie  signal  was  (hen  Irans- 
milted  lo  the  local  stations  for  broadcasting  liy  Michigan  Hell's 
"local  Itjops."  On  May  25,  1967  Michigan  IJell  nolilicd  the  radio 
stations  that  its  carriage  of  lliis  radio  signal  would  be  discontin- 
ued, as  il  had  been  provided  "in  error"  because  UPM  was  luit  a 
concurring,  connecting  or  participating  carrier,  and  llicrcfore  did 
not  fjualify  for  iiilcrconncctioii  under  existing  tarilfs.  Michigan 
Hell  informed  ihc  radio  stations  that  if  llicy  wanted  to  receive 
NBC's  radio  signals  for  broadcasling,  they  couhl  do  so  over  Hell 
facilities  at  RItinclander.  Wisconsin.  On  May  29,  llie  radio 
stations  fdcd  a  complaint  with  (he  LCC  but  Michigan  Hell 
discontinued  llieir  service  on  midnight  May  31. 

The  two  radio  stations  unwilling  lo  pay  Ihc  rate  charged  by 
Wisccnisin  Hell,  tried  to  keep  using  UI'M  by  conlacling  two  cable 
operators  to  provide  the  local  loop  from  UI'M's  microwave  lower 
lo  their  studios  lo  replace  the  facilities  Micliigan  Hell  refused  lo 
provide  when  UI'M  facilities  were  used  for  Ihc  inlcrcily  portion  of 
the  transmission.  They  conlucted  Iron  Range  Cable  Urancli  ami 
Iron  River  Conmuinily  Antenna  Television  Company  (Iron  River 
CATV)  fur  allcnialive  facilities.  WIKIJ  of  Iron  River  obtained 
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^crv^cc  from  Iron  Kivcr  CATV  hiil  :irr;iii)'(;niciit,s  toiilil  imt  lie 
-in.i.lcfDr  WJIM). 

Michir.^iii  Hell  lc;ir[iL-(l  iliat  llic  radioKlalions  hid  "roiiiitia  w:iy 
.iioiinJ"  lis  racililics  nrul.  Iiatl  to  "cut  tliN  »ir  .1  nccoikI  lime." 

On  June  *),  I9(i7  Wisconsin  IJcIl  iiolilicd  llic  nianapcr  of 
Aiiil)Ci(;  Tcleiilionc: 

,  .  ,tli;it  llic  conncclion  of  our  facilities  willi  tliosc  of  your 
company  wliitli  carries  NHC  raciio  network  pro|>raiiin)iii/:  lo 
tic  delivered  in  lIic  U|i|K"r  I'eninsiila  of  Michigan  via  Upper 
renin^idn  Microw.Tvc,  Inc.,  was  ruade  in  error,  since  Upper 
['eninsiila  Microwave,  Inc.  is  nol  a  cuiiciirrinc,  coniicclinj' or 
other  participating  carrier.  Accordingly  . .,  we  arc  (akin)',  Ihc 
necessary  steps  lodiscoiKiniie,  on  Momlay,  JiincI2, 1967.  the 
connection  in  ottr  ollice  in  Marinette,  Wi,sconsin,  (he  source 
of  the  pro(',rani  transmission  toUpjwr  Peninsula  Microwave, 
Inc.  (MIIM7) 

On  June  14,  l'J67  Micliif^an  Hell's  District  Commercial  Manaycr- 
Noilliern  wrote  lo  their  Division  Comnicrcia)  Manaj^cr-Ccntral, 
u.irniiip,  (hat  thcatleinpt  to  use  CATV  facilities,  if  not  ehallcnced 
.1%  a  l)rcac))  of  contract,  wonid  lead  to  other  attempts  and 
icvonimended  that  lliey  "make  iJerfeclly  clear  .  .  .  that  wc 
lonsidcr  this  a  hrcach  of  contract  (if  indeed  wc  do),  and  tlial  if 
mir  present  contract  is  inadccpiale,  wc  consider  revising  it  lo  meet 
oiir  current  needs." 

On  July  2fi.  1967  A.  J.  niorhurn,  a  Michigan  Hell  attorney, 
Hiolcindieaiiiif;  lie  considered  uscof  CA'I'V  facilities  to  transmit 
sif>,nals  for  raciio  broadcasting  in  violation  of  the  joint  itsc  af>ree- 
incnls,  and  rccoinmcmled  thai  the  two  CATV  companies  !)c 
nuiihcd  Ihal  Michigan  Hell  "will  lake  all  re(]tiircd  legal  action  to 
iciniinate  the  agreement  or  otherwise  prevent  violation  of  the 
ii\es  for  which  pole  altaclimcnts  arc  |Teriiiilled." 

On  Aiif:iist  17  ttic  radio  station  complained  to  llie  ICC,  by 
Ukgrain,  that  Micliigan  Hell  was  iiiteiretiiig  with  tlieir  ncfjoli- 

"IS  for  facilities.  On  Aiif.iist  2.1,  IV(i7  Michigan  Hell  formally 

niilitied  Iron  Kiver  CA  IV  liy  kller  that  llieir  transmission  of 
MtC  raciio  programs  for  hroadcast  hy  WIKH  violated  tlieir  pole 
-i;-icenient.  They  were  given  .10  days  to  correct  the  situation  or  the 
I'linl  use  iKrmits  would  be  lermiiialed. 
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A  TA  r  w;i<i  utlvrsat  of  \Uc\c  inallcrs,  t\m\  rriiisidra-d  :i.sliiii|>, 
Miclii(',.'<»  "(^"  I"  ovciltKtk  tlic  c()nlr;)i:l  viohilimi  :iii(l  pcniiii 
stfvjcc  ri»  he  toiiliiiiicil.  Tlic  pmltlciii  w.is  lli.il  WJIM)  in  Inli|H'ni- 
iii]^  woulil  rci|iicsl  llic  siiiuc  service  fiorii  Iron  KiH)(;c  Oilrlc,  which 
l);i(l  iilrciitly  Uccn  iiiruriiicd  tli:il  lliis  would  lie  n  cdiilnicl  vi(il;itinii. 
l-'urtlici  inure,  tialfii  du/cii  otiicr  st.iliun<i  in  Itic  IJppcr  I'cninsnla 
li:id  rc(|iicslcd  si(iiil:ir  service  nnd  been  rcruscd.  1'iierc  were  other 
prulilcnis  wiih  pcniiiltinc  .in  cxccpliuii. 

Anotlicr  nnd  nmrc  scriuiix  tnatlcr  Troin  ;i  public  rclntinnit 
pttinl  or  view  is  llic  problem  of  ibc  spiiits  network  of  NMU. 
INorllicrn  Michif^iin  University)  Itowciin  wc  refuse  n  non- 
prolit  use  (tliat  lliey  also  rcf-ard  :i^  ediicalioiial)  when  wc 
don't  prevent  coiunicrciai  use?  (MKT  1 12.)  \ 

WIKIl  conlinucil  lr:insniillinp  and  on  September  26,  IVfi7 
Micb((;an  llcll  informed  tlicni  (bat  :dl  jniiil  use  ]>crmits  cdiiccrn- 
in|*  poles  used  in  riirni>liiii(>  the  service  were  icrmiiwiled;  if  cable 
nnd  oilier  ricilitics  were  nut  removed  by  October  I,  Micbic.an  Dell 
would  remove  tlieiii. 

On  Scplcnibcr  26,  Iron  River  CATV  nskcd  Michi(;an  Bell  to 
bear  with  llicm  until  llicy  set  up  llicir  own  poles.  "You  wouldn't 
be  so  briilal  as  to  rut  us  olT."  Tn  in:)int;itn  service,  Iron  Kivcr 
CAI' V  plaimcd  to  place  150  iicvv  poles  nml  remove  contacts  on  100 
olbcrs  :ind  place  them  on  power  company  poles.  Miclii)',an  Dell 
discussed  this  and  raised  the  i|ucslioii  of  their  38  year  old 
ii|'.reirmcnt  with  (lie  Upper  Pcniiistila  I'owcr  Company,  which 
foi  bid  contacts  on  poles  covercil  by  the  nfjreemcnl  without  written 
consent  of  the  other  parly.  Micliif.an  llcll  icco{;i)i/cd  the  problem 
of  foiciiif^  the  CA'l  V  company  into  coiislrucliii(>  duplicate  pole 
lines  nnd  invokinj;  ihc  existin)'  a(',rccmcn(  with  (lie  power  com- 
pany to  prevent  Ibc  CATV  comjiany  Iroin  obtainiuR  these  con- 
tncls.  Nyvcrlhelcss,  Michic.an  Hell's  stalfdesired  (o  call  the  power 
company  and  ndvise  them  (bat  tlicy  wonhl  not  consent  to  (^rantiiif; 
ihiid  parly  allachnicnt  rif.tils.  Iron  River  CATV  disconnected  ils 
facilities  Ironi  Miclii|;:i>t  ilell's  poles  and  moved  (hem  radicr  lh:in 
discontinue  service  (o  WIKl). 

WJPO  (ricd  lo  ncc.olialc  simihir  arranj'cmcnls  with  Iron 
Rani;c  Cable  IJranch,  the  Ishitcining  CA  TV  Comjtany,  a  subsidi- 
ary of  TclcSyMcms.  On  AHeus(  14, 1907  WJPI)  was  advised  (ha( 


Dig,, z.d  by  Google 


icIrSyslciii!;  Iiail  dccitleil  llial  "it  is  duI  in  inir  ttcsl  inli-icst  to 
ciriy  <lic  iilidvu  |ir(i{<r:iiiiiiiiii(',  :■(  lliis  tiiitc." 

McIIkkI  of  I'riiirr  , 

I  C('  l'ri>ccciliii(»s: 

I  toiHicr  llnMilcastiiiK  Cn.  cl  al.  v.  J.  W.  Collier  ami  CatI  O.  Knimmcl, 
iloitic  Iiiisiiicss  as  Lnrninic  Curiiniiiiiity  'IV  C«.  ct  al. 
DiKkcl  I7'l-I3-  In  Ihc  M:illcroriiu|iiirv  Intnllir  1mp.ic1  nf  Corntiinnity 
Aiilrjiiiii  -Syslciii^  'IV  Ifiii-ihilors.  IV  ■',S:ikUilc"  Sl:ilJniis  anil  IV 
"ltc|ic:ilcr-i "  nri  Die  Oiilcily  l>cvcli)|iiiicnl  ni  rclcvj^ioii  llriiaik:isljiif,.  , 
Di^krl  n'>i\.  I  iic  No.  2-16.1  -  CI-l'-fiH  -  In  ic  Ari'licaiion  »f  Oirlcr 
Mtninliiiii  I'raoiiiiiissioii  Cot\\  Only,  Wyr>.  for  CniiiilTUctiiiil  rciiiiit  \o 
lml;ill  ail  Atltlilimial TtanMiiiltci  lo Trniisiiiil  on  I'tcipinicy  6.1)17,5  Mc. 

I  (KJlioii:  Oijipct  Moiirilain.  30  Mi)cs  Soiilli  iif  Wrtihiml.  Wyi). 
l)<KkcU  IW^'.  1 522.1 '  hi  Die  M:>ircr  nf  Aniciitlnicnt  (ir.Sul)|<;irl  L.  p:trt 

II  III  Aili>|)l  Kulr%  iiiiil  Kri'.iihilions  lo  (invctii  rlic  (iraiil  iif  Aiiliiort/a- 
Itiin  ill  the  Uiniiic^s  Itailii)  Scivicc  I'nr  Miciutvnvc  .Skilioiis  In  itcliiy 
Ickvr.inii  Si|'.iials  Id  C'oininiiMily  Aiilcnna  SyMcius.  AiiiniilMiciil  of 
Siilip;irl  I  I'm)  31.  To  Ailupl  Kiilcs  :iii<l  Ki-)-,iil;iliniis  Id  (iavctii  Ihc 
(iMiil  of  AulliDii/atiDiis  ill  llic  L)«inr%lic  I'nlilic  i'Dinl-ln-i'oiiil  Micro- 
wave Kailiii  Service  for  Mttrimavc  Slnlion^  used  to  Kchiy  Iclcvisiun 
tliuade.'iil  Si{>nah  lu  Cnniiiiunily  Anlcniin  Television  Nyslciiis. 
ihiekel  15771  -  Aiiieiiilitieiit  lol'afls  21,  74  niiil  91  loAtlu))!  ItiiluniiJ 
l(r)-,itlalioii^  Kelaliii]',  lo  Ihc  DistrihiKinn  of  Television  MronikntI  Sif,* 
ii;ih  liy  Coitiiiiiinily  Aiilctina  1  ilcvision  .Syslc(i«  ami  Kelalcil  Matters. 
In  lite  Mailer  of  C'oiiiiiiission  Order,  Dated  Ajiril  6,  1966.  Hrtiiiiriiig 
I'DMiiiion  Cariicts  lo  I'ilc  I'aiilfs  with  CDiiiiiiisMon  for  Local  l)i.slril>u< 
lion  (,')ianncls  I'lirnislied  I'or  Use  in  CA  TV  Syslcins. 

l).Hkcl  K.27H- {consolidated  Uockcls  Ili'MJ,  I7W8)  ICCTarilTNo.  I 
and  I  CC  Tarilf  No.  2  A))))lical)lc  to  Cliani)cl  Service  foi  Use  by 
roniniiinity  Anieniia  1'clcvisioii  Systems. 

Iloekrl  17-tH't  -  Northland  AdvcrtiMnj*  Inc.  Iron  Klvcr,  Midi.;  WJI'I) 
Inc.,  I%li|)eiiiiii|:,  Mii'li.  (Coinplairianis)  v.  Micliif.an  lIcM  1'clcplione 
(  o.  Delroii,  Midi,  (nefcndaiit). 

OiH-kel  I KMI7  -  In  llie  Mailer  of  Applicalions  of  Tclcpliiinc  Conipaotc* 
hir  .Sculion  214  Ccrlilicalcs  for  (.'linonci  Tacililies  I'uiiiislicj  lu  Allili- 
atcd  CiHiimiimly  Antenna  Television  Syslriiis. 

Dinkel  17.1.1]  .  In  Ilic  Mailer  of  Central  Iclcphonc  Tompany  of 
( -ilihirtiia.  Ihc  Assiiciaird  Itrll  Syslcni  Coiiiiianics.  Tlic  Cciicral 
lelrphoncSyslcniaiid  Unilcd  Ulililir.i,  Inc.  Conipaiiics  -  Applicahilily 
of  Sccli^Mi  2H  of  Hie  Coiinminicalions  Acl  wiih  Kcc.aiil  lo  larills  for 
C.h.KHtcl  Service  for  U.sc  hy  Coi'ituuiiily  Aiilcnna  IVkvisioii  Systems. 
IWkrl  I7H4I  -  III  the  Matter  of  llcllcr  1  V  Inc.  of  l>iitclic«  ComilV. 
N.  v..  Coni|ilaiiiaiil  v.  New  Yoik  lelephinic  Co.  Defindaiil.  In  Ue 
AiM'ticatiiins  of  New  Yoik  Tckplionc  Co.  lor  Ccrlilicalcs  of  I'lililic 
(  iiiivrnicnre  iin<l  Necessity  for  <'ons1riiclion  ami/or  t)iieralioo  of 
CATV  Cliamicl  Dislrihiilioii  l-aciltlics  In  Provide  Service  to  U.N, 
(  ahlevision  Cyr|t..  in  ilic  (ieocral  Vicinity  of  I  lyilc  I'aik,  N.  Y.  (I)wkcl 
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IKS.'*!  i  ill-  Nil  I'  (■/."! /r)("niiilil.  Inc.  ill  the  llfMtmrln'f  M-inli;in:iii. 
Nrw  Y...k  (  ily,  N.  Y.  (IhKktl  m..'U.  I  ik  M...  l'-C-V.'?(.)  llM...kl.:.vtu 
(■;il.k-  tV  Iji.  .  iji  ilii-  (;ii..i;il  Viunily  ol  Ili.n.Hmcn,  N.  Y.  (IdiiUi 
IK(..>-I  I  lit-  Nil.  r'  (  -V^KJ)  finnlil  liu  .  in  ilu-  ll.nini|;li  iil  M;iiili;ill.in 
New  Y.iili.  NY.  (DuiUi  N.i.  I«7.M)  I  ilc  No.  l*-t'-7.|.m). 
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A  I  IDA  l-7.|'«l 

\.|M,  I  /.KM 

Itiixl  I''>ily  l><n->iiiii:iils 

|tt'lii'(lnii(liK:iiiiiciitK])iiivulL-(l  liy  Niiliiiicil  (.'iililc  Iclcvisiiiii  Av.iK'i.iliini 

(Ht  lA) 

SjMtilic <l(H:iiiiitiil  cilctl: 

N{  rA7K(. 

m  TA  I.1I 
Iti'hcil  oil  (liH.-iiiiiriiU  ill  coiliicclinil  willi    I  V  Sifjcil  of  Alicrdi-cii  v. 
Al.^1  Co.  :iM(l  NoilhwcMcrii  Ikll  -  <  ivil  Aciion  Nu.  70  ON  (SD.) 
(Nci'il  Al'&'l'tJiK:LiiiiciilsasMici;ilcil  willi  lliccasc) 

OllHf 

|')(.fi  ■  Calilc  conlracl  of  riiciCic  Noilliwrsi  Ilcll. 
Stiiiic  lititiu-il  lurlliL*rtliSL-iiVL-(y  ni:iy  lie  iciiuiu'd. 

J.  rikvldsiitii  i>r  I'oU-iiliiil  Compel i( Hill  rriiiii  Nciv  Iiiilc|ifi>iK'iil 
Tclfiiliiiiit'  Cuiii|iamcs 

Alllioi))>,|i  |()c:il  tclc|>lionc  service  Ls  pniviilcil  oil  :i  inoiiopuly 
l>.i%is,  llicri:  is  still  coiiijiclilioii  (u  dclcnuiiic  who  will  iiislall 
iL-kplxiiic  service  to  new,  (Icvelopiii):  :irc:is.  ATA  T  and  lite  Hell 
ii|>(;ia(ii))^  companies  alleinpl  (o  tliscfiiirai^c  litis  ronii  uf  cutiipcti- 
tion,  aitil  prerci  to  ciirorcc  Icrrilorial  tlivisioiis.  'I'lic  proUreraliun 
or  iiim-lielt  tclcjilionc  service  in  siiliitrbuii  areas  would,  over  liiitc, 
.  diltilc  iheir  sliarc  or  lutul  lelcpliotic  service.  However,  witcic 
dcvcliijicrs  of  new  coiiuiHiiiilics  arc  dissalisfied  witli  lite  price  or 
•pialily  nr  service  pro|K)&cd  lu  tic  provided  by  llic  local  Hell 
ii)H:raliii);  cuinpaiiy,  or  wlierc  llic  local  Ilcll  opcr;ttiii|;  c<ttiip;iny 
Hiilially  refuses  to  provide  any  reijueslcd  leleplione  service,  llic 
developers  or  icsitleiils  may  allciu)rt  lo  contract  cUcwIteie  for 
U'leptionc  service.  Iii-llicsc  circumstances,  conlrul  over  access  lo 
llic  exisiini;  leleplKHie  nctwoik  provides  A'l&'l'  and  tlie  Hell 
o|K;ralin)',  compiinies  with  llic  power  aiul  incentive  lo  oltslruct  llic 
divclopnicHl  or  Ilicsc  new  indepeiidcnl  companies.  Since  lelc- 
plioiic' service  is  virtually  a  necessity  for  most  people,  reliisiii);  or 
even  delnyini'  access  lo  tlic  network  is  suniciciil  lo  force  llic  new 
couuiiunitics  to  Hsc'lltc  seivicc  of  tlic  IochI  ticll  operaiinc  com* 
luny. 
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iil'j'iPiM-:  iiii: 
KKIH;it.-\r,  COMftlUNirATIOiNS  <;(H\Ii\nSSK»N 

III  Mh'  M:.(U-r  ..r  \ 

SKcn.iN    L'll    ('rNT-.ii.wi;>    nm    rn.\NM:i,|    |)...-1.H    N...    |s;;m;i 
l''.\ni,iTiii  ]-'ri:Msin:ii  in  Aikii.i  \  ii  ii  (lini 
MiNHv    Anuinna  ')'>:i.k\ishin   ,S\sikmn        I 

KiNAi.  i:M-Mi,r  .^^■t.  : 

(Ail.i|-Ii-(l  .1 an-  ;*-S,   liiVU) 

IJv   Tin;   r.iMniissinN:    ( '..ii  mis.mi.,m.i:s    I.'i.uj.p;!-    !■:.    I.i.i:    \sf    U'li  i.i 


I.  'Mii^:  |>H>i'iv<liji^'  »:is  n>i[l:il<-<ll.v  llir  { '.M>iii<i     ioti l-:»»n  m<>- 

(iuii  l>v  It  ii'>I  i.v  of  iii.,Hio  :n..l  m.li.vor  |<i<.].. I  nil<-i.nl,)i>-;  (  Mol  i. .' t 

m).  r.s,-.l  A|.nl  1,  lllli;'  |;H  I'M;.  iiy!lli).'riM-i.i.vi|..::.li»^'  f;.,l..|   in.-l.-i- 

lvii';rlluMinli..'  UM--Ilirllliii!r.,r  IT    r..n>Ml  a|.|.|i. -^  l.v  |.-lr|>l.<>nt- 

<'<»••  iniiiii's  ^vlli>-|■  soiid-l  itiiMtoiil  V  <M>-[r|  -^..-liut,  .'I  I  ..r  I  Ik-  C  '..mil i- 

iiiO'-iis  A.'f  1,1  ,',Misl  I'll'  I.  or  ..|.inili-,  '.I  I.. .  oiisl  i  ».  r  ;.•■.)  o|tj  tili-  <'l.: 1 

r:i>';iili<-slo  !.<-  I'iirnis[ii-<l  iiixlri- :•  {.iiMj.  Iir.i  l:>jiil  '■■  ■•  <>»t,mmu\\  ;iii 
1<-imiiU-ir.visioi.svsl.M.i(<;ATV).  hi  ..11  ^i.i.l  ;.|,).li.  ;.|  i-m:;  rli.iv  .visl-.l 

M>ili<-  <l<-<'m>  or  (i»li<'tNlii|.  :illin:i(i..ii  Ix-Iui-.-h  IIi.'  h-]r|>l ••>iii|>:ni( 

ii|>|.li.iiiiis  :wul  Ml..  CATV  .Misluimrs  i.i  L.-  m-iu.I.'    'IIk-  t  :..i.iiiii^si..n 
liclicvnl    llinl,   11i.-j>   jx-inliii^   ii|.|»iirMi  itm,    i;iis.-.|    .-.■Mriiii   ^  ij-iiili.i.ul 

lioli.-V  -r  lr;:iil  .|<i.'.^( (....:;  lluil  r.l I.I  U-  „■  ..tu-.l  l.v  ll.i-  ( -..iiMins^i>.ii 

l.fr..rc,Mi..S'i!i|'l'''"»''""^ '■<•"'■'  '*<•' '^■"I'-i'-l  i Uf  ivs(«-.ls.   K..I.- 

ili"^^l   iiiiKni^  sin-li  .|ni-;;li.ticJ  iviis  mIiiIIht  |.'I.|.li.iiH'  .-..m|i:iiiir::,  w(lii-r 

.Invrlh   oi-|l>l'M.-ll  I  Ill-it   .M'. I  ..r. '..Ill  I.. II., I  :illili:il.   :.  si I.I  U-  jht- 

i.illl.'.ri.M-iii,';iiviii  riiriiislHi.;.(;A'IV  s.-n  i.'.- h.  (lu- p.il.li.- .iii.t.  i  t  M), 


:;•;.::«:«  ni.  «f  Jhir  .ti.  I'.ii: 
ri'i  r.'hiih  ni.i.ii'.-  hi  H  •■•■ 
■  I.TW.-=;l.  l-r rly  •ir.irnl  'I  .t 


■  >-    r'"»<.l.-l    I"    i-iinli..M>li-l>    tic   t.'ATV 


■■.ll>   f 


(■•I    llllll    II-  : 


Hlloiis   li..-   :•( 


•m'li 


.ir<-.>ii.i 


i.ir    Ai    III-  f-'oHlU'in  IVM   I rl-|.li->i- 

„    ..  ,. ■•■.,  71^11. -n.l  .vrWi  «r(- lllr.1,  JiB.-.  ■.■•■ 

(■n.'.lli.n  nii'.>"|iiillv.'n«.sl  |,i  j.it-i-'M.i  s ri  lit.'r.'lr^.^ll.ii:  .•>.  ■..•I  iVir-ll.. .  Tr*i-)>li'-<w 

k    r.-l..:ra|.l-  <'...  n.-.l  S t..  li.- -.l  -. -..m^irl.    i   .-...■ r  ..„-  ■ i  .■■:.«- 

Ilt.»     'nih   7|'i>i-...l   ii.l.'rrs|    ,.n-:   |uii.'l<n  Ml   I.V   I'ti.t  •)   rUllliri.   I.ir..   vl,.,rll]    lTl,.rr   IM- 

I...II..'  nR.  I"..i.-.l.   ll-u-vT.  11,...^  .Il,.::.,l  I1..1..; ■••..r.il-  .t t   ...»i.rl.l   I-  ..»r 

U.'  ■•.•'»  lit 
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JttlS  /'it/iiiif  ('"ininn"'<-ti!'i"i^  I'mmiiixxinn  Jir^/oii-s 

wliiil.  i-'iiKiirioiis  sli.iiiiil  I'll  :>U:i<lii'.l  t.i  luiy  iiiillioii/.iilions  lln-ivrni- 
i>isiii'il  l>)  llii-.(.)<iiiiiiiis.si'(ii  iiiiili!i-:->-<'liiHi  :M-t  I<>siii-h<-()iu|iaiiicsl(Miisiin; 
lliiil.  ivii.UMoii  uf  <liu  in-.vvlv.  woiil.l  SI)  vt>  the  [niUl'u:  i'<iiiv<-iiit'Jii:«!  :iii<i 
IiiirsHit  y. 

•2.  .\iii>i(liiijjlv,  wf  itivifi-il  coptuiii-iils  iiildtviiscd  (<i,  Imt  not  nw.cs- 
^:l^ii,v  liiuilnl  !••',  Hut  f<ill<)\vi«;r  iinrslirMis  and  issiii's: 

(f)  ^Vlinl-i'iri't*,  if  :iiiy,  wimM  tli>'  i-\isN>ii(T,  oT  (.loiiiinissioii  poliiii-s 
ill  lliis  :in'!i  Unvc  iijkiii  lliu<'niniiiisKi<iirsi'.\|in-.ssc>)  liii);;-r;iii;r(.  (;niict.'i'li 
iiiniiil.  It  col  I  III  ion  nicrii-r  Jidiiifj  !is  ;i  |>i'n';i'niii  ori;>;iitiilor? 

(/*)  Wiiul  ftiWl  wonUi  t'yiHiitissioii  |K.ti.ifs  ii-;;!uiliiij;  owii.M-sliip 
nH:ilJi>iistii|i  )ifl.\v(»-ii  CA'rV  innt  i-'iiiiiiiiinic:Uions  coiiiiiioii  ciirrici-s 
kuoiilKiii  dm  .■oii.iMilral.i..it  r.t  .-..nliul  .>[  CATV  sysU^insy 

((■}  SliiiiiliI  Clii'  Cniiiiiiissioii  :>>lti|il  .-iTcilir  |iiili(rii'S  iiiiil  i'c<;iil!iliiMiR 
tn  I iMtl 0(1,  ii^^iiiiisl,  iuiv  ]Mil(-uli:it  iinntir  or  :itili<:(>iii|ii-l'i1)vn  iiriictii-x'it 
t1iiiriiti:;lil,  :ii-is(Mis:i  rrsiill  .if  Mir  allllii'lnl  id:i|i.)nslii|>  l>d  tvii-li  t<-liv 
|>honc  nxiipanics  ami  ('ATV  svslfiiiK^  In  llii!i  fonimiaion,  ciHisidi-ni- 
lioii  siioiilil  Ih-  t:iv<<n  lo  i>oli'iili.-il  |irfil<lriii.s  as: 

(i)  l>ossil>l<-  illsrriniiiialoiy  iM-atiiicnt  bflwcttii  aniliiilt-d  :ini1 
iioii:ilIili:il('ii  CA'I'V  systems  in  llii-.  rmist.i'ii<;lii)n  or  riivuisiiin;:;  ol 
CATV  la.-ilili.'s; 

(ii)  )i<>ssiliii-.  iinniir  roiii|>Hilivr  advaiila;!:*^  tliai  llic  ;imiia(<>K 
of  li-li-|ilioni-  f'iini|iai>ii's  inav  liinv  uvrr  nonallilialAJil  futilii^s  of 
i-.slal.lisliinK  O.V'"V  s.\sr<-nis; 

liii)   the  (lossiliilily  llnl  li'li'|ili>iii(!  i-nnijiiuiics  iiii;;iil  siilisiilixo 

llKMoslof s(rit('tionnii<Hi-i-ti<'i'!j  wiuiri'tl  liy  l)i<-ii- aflilial<-K  nut. 

of  ir>i- s  tliriv.'.!  I.y  111.-  l<-lr|>lMm.^  roinj \\-h  fmiii  lli<-ii-  oMicr 

siavjrcs,  Miri-cliy  ivsiiHini;  in  <lic  iinilrrpricinK  or  iiii<lrrroslin;r  ^f 
siM\'if('s  fiiniishrd  iiy  Hu^  iilliliali-s,  to  lliu coitiiK-.til.ivo  ild.niiiuiil, of 
iioMitriilialvJ  CATV  sysUins: 

(iv)   tjiu  {inssiljtiity   tliat  i>wni-i-.s))i(>  alTiliation  miKlif-  unduly 

ronslr:uii  llip.  full  cl(;vrlo|niii'n).  oT  imii-'rV  CATV  spi-vicos  {<■.;;., 

dalii  Kcrv iri'-s)  tlt:it  conid  Ih-  siiIisI  tinted  for  tmititional  iRlcpIiotiu 

wr  vices. 

(if)  Slioidd  tlic-  ( ^llnllli^?:ioll  a'Ii»|il.  s|>ii-.ili«  jiolicins  and  ii'i^nlal ions 

in  )i|-<it(-i-l  afiiiitist  |»>li;nlial  ili'lrimrnhtl   irlfi-cls  upon    i'i';:;id:ii'  Irif- 

|ilionn  •-luisiitnci-x  (K-cnsinin-il  liy  tidi-|iliono  coin{i;iiiy  ftnpply  of  CA'I'V 

srriirt-  (oiillilinli'dronipanit-M.  In  (liisconnt-cttuii,  cottsiiluration  sliould 

\k  fjivtTii  l,n  Riirli  (iiirsl.iatis  iis: 

(i)  AVill  tliR  li'ti-pli»no  i-oJiipiiny's  invcsluiRtils  in  :in  nfliiiiih-l 
C.Vi'V  systi-ni  iMiliainc,  or  impair  its  aliility  (n  raisn  tlio  cipilnl 
titN-t^SNiiry  lo  <'.\piuid  iind  inipron-  w-rvim-s  nnptirrd  Ity  tlio  n-,;;"'"'' 
cusl<niM>i'!i  of  tlio  tnlt'plioiu-  rmnpany? 

(ii)  Jlow  will  tlift  ovfintM  n?:|.-  roiidition  of  tito  Iclrplione  roiti- 
ft^iny  nnil  its  )r<>»t  of  I'lipiUtl  la-  alVi;ctpd  by  invt-stiiit-tits  iii  CATV 
sj'slmns  ? 

(iii)  To  wlmt  pxtrnt  will  Mm  li'lt-^lioni^  coinpaiiy's  ivipiijoincnf 
to  Ritpply  !ipcciiiIi/.<Kl  Mirviii-s  lu  its  (^ATV  :dlili:ilv.s  \m  in  loiillirl 
witlr  iU  itHjiiiivniciilK  tr>  fnniisl)  ih^iv  or  r.Npand(-d  sta'vin-);  :ind 
fiit-ili(ii-.s  (o  its  icKubir  (■nslomrrs  for  surli  services  as  wide  s|«*«'- 
It'iitii  unit  video  tidcpiioiti'  s\t  iirlicd  M-rviecs? 
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ii^vmics  in  llirii  .-liui..-<>r  idi.isl I.(  !.•>  li.vtisi-.l  i.r  I'nxi.l.i  i-il  !>.  I.r 

(ATV-iivniinis; 

../)    \Vli:>|.  .-liV.-l.    ,^.>lll.l    ('..1 ,.-.;..„    i..,li.i,-s   \»   lliis   :.l.;i    l,:n  .'  .m 

III.,  ill.. 'lit  nr.  l..ir.Ar\    .IJ.IMII..I  - i..-n.l.-!il-..:i..-.l i.:i.i.r.. 

..t.  iMiVMi'Ili-ir.-tMM.iirlsiiol  ■ilili/.ol  loi  .iirii><u.'.>n>i<M'l<:i>l  yi-inls 
oi-rA'IV  ..in.iiii.ti.iiif 

(/()    Wli:il   fill'.)    ^^ill  ( '..i.>iiiissi.>ii   (Hili-'i.-:   (.>i    Hi.-  Ir.rK   l|,.'(.<..n    in 

lhi.-:riivii  Irivv  III...II  nMriilivi:.  \uy\\  \\   |.|..i:t:. ;;in.<l  i..a  ill  I  In- 

iiiU-ns(.i.riiivliiit>|.i.:il|iiii.ii.  n-rils^ 

:,ltifuli.)ii   »illi  CA'i'V'.'.  "i.  :ilt.'iii:iliM'h.  >Uial   .• lili.i'ii:^  iiii<;l<l   U> 

iiiilMv^fl vrlili-':il<-s;LLi;Miti'il  in  alliliiil  il'ii  .  :i. .- .  <•<  rtiilli.-r  llir  (inMir 

iiii.Mi-slolij'-'iivi-sorilK'sir'i  ^ 

</)   SliiiiiM    llic   Cut i-si»ii    iiii|x>-i'   |><>li.-ii-s   ix-  <-.>ii<li<t<iii  ^   n-lr<>- 

;i<-lit<-lv  iuiiii  if  SI.,  ill  wli:if  ii:iliiii<l  .in  |>i<'miiIIv  ..)H'i:iliii:r  |,'|,.|.| 

.•••i..|>iiiiv-:illi>iali'-l   lA'IA    s\^J s  lli:il   an-   i..>l    now   llii-  .-iilij.-.!   ut 

s.'.-li.,ii.!llti|,|.li.;.li....s^ 

:;.  ^Vi!:tlsi>  ii-.iiii-^l«-il  lite  )iiii-li.i|>:iiils(.i.-<in-..l>-i-iii  llx-ii  •'■>iniiit-iil.- , 
:iii  I  lit  :i|>)>i»|..-niti-lv  ili^itss  Hi.-  i»>li<-v   lni|ili.  :tl,i.iii'^.  iJ  iiiij.  of  |>r»- 

IM^alslii  |ii-»vi<l.*"tviili-s|H->'linm    M'tVio-s ■<  r  |'nl>li'^lir.1  hiiiDs.  :■< 

nHili-iislctl   Willi   llii-   |>ri>|Hi>;ils  (••  H-rtt-  oiiU    ('A'l'V   <'ii-l ims.  iiti.l 

riMilii'i-  "I'lir  ttJl  iiil<<ii'>^lv<l  |N-i-s»iis  ..n  iiHt  Koli.T  lltnl.  iiili  (  niai  U: 
!nlit|<(cj  iin-.ii(«n:iliiiy  siny  pi-m-nil  |i.ili.-ii-sr,l!ilili;!lHil  lii-ifiit",  iiiriiM- 
Mm  riiriiiiii*-'>ititn  ili-li>ritiinrs  tis  1"  voitn-  of  Hii'  inilii-v  iiiicsliiiii^  ln-n> 
ihviilv.-il.lJi»(lln-vsli(.iil.lU- iHHlii.lii.lli.-i.il.-.^. 

I.  t'liiiiiiirtils  ivi-ivsiiliH<i|ii<-iillv  lili-il  l>v  lilt-  Niilioiiiil  li>i.iii<-^tiiin's 

( '..nii.-ii  ( iN I » ;> ; % ;.-...-i ill  i-:ii-.-iiiV  r...  n i i-:i ; 'i-  v  'inH):;i..issi..ii.  \ ...■. 

(I'  V  'li-!iinittysi..n(  :  (■'mtiin-ni:il  I  .•li-).ln.in-  ('i.||i.  <t  uiiiiiii-itlitl  | ; 
('•Mii-s|j>^:i  'l'<-li-|>lii>tii>  mill  'ri'li',<rni|<li  Co.  (( 'i>iicMi>»:i  t :  Kitl.t  |.ri:-ii 
Trl.-|.lmin'<i..  (  K""'' l"'f^'t  :  Cnv  r.'^in.R-,  rti.-.:  ( '<imln..ii  .v.^dlli  T.-l.-- 
|ilu>iH.(^>iii)i:inv  (('iniiiiiiHMM-iilllil  :  A  mi-i  iran 'IVI.jili.nn-.V  'I  .-li-<'i;t|>h 
('••.  \.\A\Si  T.):  .Siil'iMiial  A-'^-irlli.Hi  of  I'Mnralinlial  l:i..a.k:i~l.-l^ 
(NAKIt):  l.'aili.i  llaii..u-i.  ho-.:  \a(i..nal  .\v  ...'i;ili(.i|  ..f  I.V::iiI>.I.m  v 
IMililf  (:<iimniN-<i»iH-rs  iNAI.'ir):  ,Vaii.iiia|  <  alili*  'l'<-l<-viMi.it  A.-»- 
viiiliiHi.  III.-.  lN<  I'A):  I  nih'.l  Sl^il'-^  ln.l>'|H-ii<l<nl  Trh-H •'•••"  -^'-" 
rialioii  (I^SITA):  t'lilir.nniii  ( 'iiiiimnuil -,-  'IVIi'vision  A-^H-iali-n 
(CtrAJ;  t'rtil.tl  T.'l.-,iti..n.-.N»;tn"  \\  nil'.-it);  .M«(  Cniifini'tK  M,- 
\>\».\v:  ( 'oi  |i.  (  M  i.l-(  'i>ni  iiii'iil  )  :  u:V.  f,  K.  S.>i-vi.-<'  ( 'or  jMirnl  i»i>  I  ( :.!. .«; 
ivj;  Aini-i-i.-atis  f-M-  l>i-(n.t.-i!ili.-  A'lioii  (AHA):  I'liilci  Slal.--  Iv- 
|iaili)i4i)t(ir  Jiisljiv  (.hisliitO.  .loiiil  t-uiiiiiH*iilK  wen*  lilitlmi  (•rli.-ilf  of 
('••liiniliia  t'al>l<-  Stslru).  Im-..  (httii'-ls  :iii>l  As-s.>'i»l«-ri,  tii.-..  (H-nC'i-, 
III!'.,  Il.<ir.  Anii-inaii  ('•»]•..  'IVIi>|-i'.iiM|ihT  Curji.  iiihI  Tniii  ('•miily 
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310  FrJiivf  <.'>n,n,»n,;r.<i;.'n^  fmin.ihsion  J.-r,.,;!^ 

Tnuts  Vi.rc-.s  Jn.:.  Ili-i-ly  .■..mm-.tls-  «.-n-  •: iH.-.l  l.y  \AKI1,  C-i.- 

Um-i.liil.A.'l'.  XT.,  lii.ll.-il,  C.'C.  .V   K„  ISITA.  Osi.iu.t  ( ■;il.l.'visi..ti, 
ill.-.  l<»M.!ii-.l),.«ii.tl!.,r.ilv<.fN.-u  ^...1;  (jVi-w  V..rk). 

Tt.  ]''oi-  jiiii|xisi'S  i>r  irlinily  n<-  W.w,-  (Ic-iilfil  l<i  I'lisl.  si-l.  r<>rMi  lln- 
flvonill  |n)sil.ii>iis  U\kv.n  Iiy  lli<>s«  liliii;:  r..iniiM-iils  :w\  Mi.-n,  In  tl><-  i-x- 
U-nl  |)iiRsitilv,  l.lii>  irs|mii;-V;;li>|lii' vjMiilic  i.ssiii'H  iiiiil  ijiii-sl  inns  sit  diitli 
iiitli<wi<iti<:viiiii(l)iir:i^i':i])lil',siiliiii. 


r>.  'Ilin  iivri'iill  roiivi'i'ii  u{  tl»-  li-li-jilionc  l'<.lM|Mnir^;  dliii;^'  rui..ti.i-ii|.^ 
til  t.lii.s  pnxx-Oiii'r  is  Mi:il  llirir  iiKlusdy's  riiliin-  iitiilily  In  iM.niil'- 
t»l:U  .u.iiiimilii<^!>l.iuiis  w.ivin-s,  iii.ht.lin;^'  CA'IV,  vis-ii  vis  lln-ir  «iili- 
RjiiM-Xnim  jicrvir^  iiirciinirM,  "ill  tn-  jfii|»!inli/,i;tl  <>i"  liiiiitii!.  't'lit-ir 
IH>sili<iii,  ill  lliis  iL>s|Hi:l,  IS  siij<|>oi'<>-tl  liy  lliK  Ar>A  iuiil  11)1-  N!iti<>iml 
Jdisiiiussiiinii's  Coiincil.  'Iii«  Ifilli't-  in  il«|«.li.\v  «""''«■!"'«■«  <"  "»■  '■"'" 
luiRsidii  iii(;i-s  lli:i(.  "a.11  li-li'plioiin  roiiiiiiiiiics  niitsl  luivr  i-i|n;il  ii|>Iiiii'IM' 
lliti<!S  U)  HU|>|ily  l.li»  lotiil  carritT  wivit^CS  ituJinUiif!;  (!!A'r\'." 

7.  Ill  niliiilioii  Xn  ji(l(li'i'S<:tii;r  smiic  nf  tliii  imliviihial  is.-^iit^s  niisi'il  in 
IJk)  iiiriiiiry,  l.li»  imlui^tTy  liiis  <;i-iii-i-!illy  (incstioiiPAl  (lie.  ('niiiinissinn's 
niillicrilv  \»  tiii:i-.liHli>LHt')>li<in»<'nni|>:tiii<-s'  ..wii>Ts)ii[>  of  CA'i'V  s>>: 
(VMW  oi-'Uictr  li--.isiiiK  nf  rucililics  Ui  iiHiliiilwl  CA'I'V  sysdn.s.  'i'!n-v. 

l.(»;0'<<ii-r  Willi  NAJCUC,  iir^c  Hm«  ( Vinmiissinii  lo  il<-riV  lo  Sliitr- t 

U^i\X  n-<;iiliai<m  in  tlifM-  ;uv:i;>,  :>i:il  olijiM-i.  to  Iii-iii;;  "siii^^ltHl  our  Iw 
iilHKMlil  rnti*lilinii!Mfr  rest  I  id  inns,  iis^ili::!  rji^niislK^t  rmiii  'illiir  owikts 
orOATVsvslniiS.' Asi.l.-.  fiom  .,m'sl.ioniii^' llm  (  ^.in.iiisslons  toKl.nr 
itv,  liiuli-r  iitililnisl.  niollici'  sLilnlmy  uvm  isinjis.  Lo  jc-,!  liil.  iilliliiitioii 
ImiI-wccii  Uli'plKiiiv  cnnii'iiiiiits  ;in.|  ( 'ATV  syslcnis,  Mic  lrl>^|iIiomt  ir.ni 
])!Uiii»  i\\\\-p.y.  l\w  liir.lt  of  iui.y  r:ii'tii:il  Itiisis  for  (.he  luril  nf  :iiiy  lll^^^■  or 
iu|(litioii:il  iT»iiliil.o|-y  iitU-i  vi'iil.ioii  liy  llii^  (.'Oiiniiissioii.  Tlu^v  :iMi-,<:i> 
tliiiir  iioiiclis(-iiiiiiii;iUi|-v  tn-iihiiriit,  of  iii<li'|iiMitli'itt  CA'I'V  sysll■lll^; 
ciii|>li:i.si/4)MK-  r:i<:(,(.liiiL'h-lr|)lio<i<M'fini|i:itiy-rA'rV  inniiiion  nwiit^(»ln|> 
is  not  slnli-Klii-iilly  si-;nilic:inl  in  l.im  l.i^hil  iial.ioinil  CA  TV  liilil;  .-mmI 
»ll(>;;(-.  iiislciitl  Ui:'il  •.'n':tl(-i-  iilljli^ifioii  lit^l.wiTn  lln;  Iwo  woiiM  arliiiillr 
illcii'iisc  Uio  lie:  iialiio  tlivoi-silir;i'i<iii  nf  roMiiiiiinic.ji.lions  ini'iliii. 

8.  'I'lin  lii.'iiitHT.-i  nf  111.'  iii.l.isl.i-v  \i:w  "fin'.r;illj'  iitjivi-.l  on  llx^  <lrsir- 
lihilily,  if  iiol.  III.!  t*siriili!ility,  o'r  lln-.  l('.l.-|.lioMr  r.iir.|.:ii.i('s  iinn-iiliii;; 
»M)nimiiv.  sutil  rc<^litiii-iil  sit|i|>od,  lo  nmny  (JA'I'V  svstiius  in  ilimiI 
iiinl/m-  si>!ii>s(:lv   |«>jiiil!il.i<l  i.(v:is.  'I'jm  t.O.'j.lioii.-  rf>ii'.i.;inlts  <''>nl<-n<l 

llirfl.  iHy^Liisuof  Uir  liiniliMl  r. ir,  jinU-nl  iiil  itivotv<->l,  llii-iv  i.s  !!<-n- 

i-r:uil>-  no  iii((^iiwL  Ipy  iiiilf|«-n.|.nl  ( lA  TV  sy^lc.ins  in  itniflin^  in  nil-!'- 
SjsU'iiis  in  sinrli  ivn':».S  hiUi  II.c  only  rcsiill.'llml,  iinli-s.-;  nlliliution  «illi 
tlio  |.h:»I  t<!lr|>lionoc<niij':ii>.v  is  |.>-i'iMilli>tl,  »  si;r,nIU:iiiil  jioitioJi  ol'  ll.<- 
OHinl.ry'K  |io|MiJiit.io>i  notiM  In-  tli-privi-tl  mil.  only  nT  CAl'V  si'i»  i'l-. 
Ixit  Um  fiiMii'L'iui'viccK  (o  Ix;  )>i'oviiii-iI  l»y  uiiixiiil  rjililc  coiiiiniinii  ulion 
Kystfinp. 

!i.  'I'lio  raiTJci-s  niiiiifni/,1-  Ihi-  i^irivl,  i.f  (i'l.-)>lion«  (■(.ni|.:iny-('Ar  V 
syslcin  itll!li:il.ioii  on*  Hio  OnmiiH:^ ion's  <!.\iirt!s.ii'il  long  riiiiirii  ctji ni 
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..| V'hi.'ll    III,'   l,'l.'|,l. ' |„„li.'<   1......   .|."i..|.','" 

I'.l.    .M.M  ..r  II..'  ;...|.'|.,'l„l Msl,',.....  :..,l,  ll '..I.U.I.'  "i II. 

''I.l.'i'  .'.'l.'riM.I.  .i..llli..'l    |„,li.'r   I'll  .l."'i.li.i...   II. is  i....ll.'i'.   Ill  III.'  ii.iiil 

.'.I. Ills  .,1   ('.ll..l.||.i.|    Till. I.'  .'<>s|,',„s.  ,'|    :,|..   II,,'  ,||l,',:„|i.,||    is   I.,;.. I.' 

Il.;.l    II...  I.'l.'i.li.,...'  .'....i|i,i. .!.'.■  "'i.,,,,,','  v,|,..|.'  .' |„'|l|i,,ii   •    •    ■ 

,„.>|,i,'.l  nil  I.  II,,'  |..i.|,.,  ,1.1. III. N,',.'i'..'ll.:.i  |..,...'i'"  is  It,  .i,>l:|. 

Il„ii  ..r  III.'  .Sl„'iiii,...    \.'l.  i.ii.l  ilnil  'Ml..'  I.'l.'|.l...i..'  ,.,iii|,i,nl,'s'  ii'.hi." 

s  ll'hil  ill;;  I.,  CATV   |„>l I '    r..ll.' ..l.'h'lvilllillllll'lllH' 

I.r  i.'sii  ill  i.,1.  si  I  ii.'k  .i„„  I,  ill  r,„i.  ,/,.„.'." ' 

I  •'.  Ill  all  ...SI'S,  III.'  iii.i.'i i.'i.i  I  wry  .,|,'i.ii.,is , I  ll 1,1' 

>,',',v  .'.\isi, '.,.,.  .,f ,,,|,.,i,  .,s  ,...„.','r..i  i.s  11... I  .,r  II,,'  i,'i.'|.i ' 

|.,.i.vs..5t..'sls:.  ....',.1   i ial  l„i',.l f  ll |„,|','.  Tl,,'!' 

'■"'■   "11 s  :.i..i |,"lili.,'  |,i,..li,'.'s  ill   „|,i.|,.  II.,.,    ,'|„iii,,   ,.,ri„,i", 

l"l   'IVI,'|,I.... |.i...i..,  ;,il|.i'.viv  ;,lliii„l,'S,',„i  si.l,  i.ll.'.' II...'..' 

'illilK.I.'S  ...ll,   I.',.' ,.l.|:.i...',!  II. I',. ....I.  |,'|,,.|...,,,'  ..„,.|„.i,i   .',..',.. 

•■  'I'l,,'   I      \i\     ,,|„' ,   .   .„.',,...:|    .[..li    I  [,1s    I,,;,,     „„, 11.;.  .,,.„|i|, 


.ll.ll 


l.'l,l. 


1"  i...l.'|. I. 'I, I  r\r\  .,si,',„.  V...'  11...  |!l.,'.''i,!.V„i"il'i,'''i'i''  ,'.".'.  .''..I'.V' 

"'"I.     I    I'l'l.l, |i:,,.l     ..IlilV.....   Tl..,    j..'i'..'|   ','!,!,',','„.  ,'|'|'.,"„l'Milll   ''.I    ,,'.' 

'  "I i..  '■-,   ."..,..,'1  .,l..,,'l.„.'ll,is|,i':i.|i",'|..„,.iiii'i.  I  |,..:i",'. 

'  ::  "..I     i I.l.'|. |..,l,';: .,1,  li'ii.'l,sl  .,„  |,..l.|i.   lii'lils  "1 
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;tl2  /■'■iliiiil  (!<>iiiini<iii'^i/l"i'^  r,nitniii'Ki,m  i:r/nti/i 

w!iv.  :mv  :.i.lir.>ii.(«Iiliu-  ;..  t  in  irliiri.m  t^i  IIm.si-  |».lrs  is  sin  :il.iisi-  ..f 
lln-|Mil.liiln»,l:  ;'  . 

1.)  ■|'..li|.l r,.ni| ii« -Iv  n|ic.ii  lluii-  l.iiit>..-slal.lisli.il  r.'- 

hi<ioii>l<i|.s  »illir<>iiijiiiihil\   Ici.iii-isloi |ii-l('  imriiiily  for  :u»i1:iMr 

CA'I'X'  r.aiiii.isi-si.  •     ■  ,  ' 

(</l     IVIr|.l ■.    <'iiili|):uiii-s    i:ill     i-\<li    |»n'sslll-i;    ll)iiill     iliclc|ii-ii(lriil 

CAI  \'  ™i.r|ir Mrs  i iill.iii|.l  (..  r.iivr  l\m«  Ic r|.l.  i-.v|..aisivr 

.J.-nM-lnrlininiiCTiii.-nls; 

1.)     Kalrs  ,-l,;iis,-,I  l,v  ll-|l-|il...ll il|.:lMi.-s  hr  |.i>li.  aKn.'liliK'lll   or 

l.in:,.l  l«,ii.{  .:.l>lu  -.m-  clflni  i,nilr  .iiiirhi(<il   U,  flin  imi  nl  i.rcrri.liii;.' 
siirhasi-rvi.,-; 

(/)    r.l,- ..■ .i.-s  ,»i,  a|l,ilr:Mil.v  ii »■■,  r.-slri.li„i,s  .,| 

He-  iis.-s  I..  Ii. li-  „r  1,1.1,1,1  lii.ii,!  riililr  ,ill,i.lii,.l  111  liji-|il„iiii,  |i.il.,s. 

II,  Til.-   ii,il,| I f.\T\"   svsluiis.  ill   ,i,lilili„li   1.1  ll,i-si-  ,illir,i 

linns  i.f  iii,r„ir  |ii-.ii-.li.-.-s.  Iminl 1   In.i  nf  llio  lii™iil,.r  .-..iisiii i-- 

i.r  l.'lr|il :  1 J r-C.V'I'V  ,illili,il|iin.   Kiirl,  llii  v  ^inl.n.l  llnil    il 

iilliliiilinn  isnil.iniil.liii.  ('.\l\'  iinliislrv  will  »v,nlii„lly  full  I.r 

II nilli.l  .,r  „    r.'w   liu}.,-  Il'lr|.l >  il|lillli,.s,  luilllill};  1 l-liliiin 

virlniiMv  \islriil :  iin.l.  si-.nn.llv,  llii-v  fwl  Hull,  will,  ll»,  ;il M-iir.- 
nrsiiUJiiiili:,!  ,'iiiii|irlili i,r.,.'ri„i,i  nri^-iiiiitinii  iiiiil  Mid  ;:i-ii,-i,il  i|i;,ii 

ilj- of  I  ;ArV  |,i<,Kraniiiis  « ill  ili.liii.-. 

1,1.   It.  isll„'ir,„nlf„li„n  lli„l  nni,,,,;.'  Hn'  inlviuiliicrs  (n  Ih- nliliii I 

liV  ii~l  rilling  l.l,-|,|,.n, n,nv  I  VVI'V  alliliiiliiin  is  llii- .snlisliiiilinl 

Iiit.il.,jri,!,l  iniprnv Is  il r,  i.  '■  llml.  w.nitil  r(,siilt  fr.iiu  vi;;.irii,is 

1' |H-,ili i.|liii-iiii|>i.iv,-ii,.-nl  in  lli,Mtntilil.,-'>r|irii^'niiiiiiifr;iiiil  in 

lli.-,ii„.,iii,l  iif  [.r.,;r,:iiii  nii;.'i inn  llml.  wnnl.l  nisd  r,,snll. 

-      ir..   .Ml  I.r  11...  inili'iH'iiili'iil   f.\l\    svsl.ins  |,rn|,.«i,  II, „<   ll,r  Cniii 
li,i.ssii,ii  rsl,tl,l).s)i  i|,;,,il:il i.nis  i-,-,|,,iri,i^  lf),'[,li,,n.',  c.)iii|„iiiii'.s  l,i  (ilfrr 

poll,  itll!,.'l,iii(,iil.  iiiT:iii}:<'„,riils  In  I'.n'V  svsl s  when  Itit,  „fl,iili 

Ill  „r  ailililiniuil  cililn  is  iil.vsi.  iillv  |„>ssilil,,,  an,]  fiirllnr  lusli  llial 

llii>  ( ' nissinii  >],-loriiiiii.,  r.'a,.,M„l,l,'  iiihs  l„r  llii-  jnnvisinn  „r  sii,-l, 

II  s,Tri,„.   •rin-st,   iinl,-[i,'n,l,,„l    svsl s   ,ils„   renin ml    a;.':iiiist.   Ilir 

Rraiil  „f  |.x.lnsivr  CXrV  fraii.  liisi-s  in  a  parliiiilar  ,m„.  Jlnsl  „[  llin 
I'ATV  .,|H.i- s  t.-,l  ll,„l  III,,  j;,„,iliii!;  of  rr,ui.liis<-s  sl,n,il,l  l,r  l,h 

III  111,,  l,:intfs„r  l.»-al  iinlli„rili,-s,  Ini!  llii-  Nalinnal  As.s,ai:ili„M  of  K.iln 

,iili il  l'.ri„i,I.„sli'is  iNAKIli  aii.l  lla.li..  I  lanniiir  siij.-f.sl  llial  l.',-.| 

«T!il  inlrrvi-nlii ijrlil   Ih,  lii-l|ifitl,  iiiMifiir  as  il.  ..inlil   |,r,,Ii-,l   li„- 

imlilir  ft.iin  rxlriisiii,  ".r.ws  inn.lia"  invi,rislii|i.  anil  .•„ii,|H-ns;il,-  r,,r 
till,  tarirlv  I I  rarviin,  sn|,l,i»li,„li„,i)  iif  Inral  anllinriliis. 

17.    I Iililinn   In  (I I,,,,,-.   .M"l'.\   |„-„,n,si.s  (li:il.  .^liiiiL' ii- 

slri,-ltniisl«,  iiii|i„si'il  n|H.ii  Ilir  j,ianliii:r  nf  .H-rlimi  'JM  ,ailili,ali,rti  nl' 

l,'l,'|,l„nii'i'niii| v,'.,iislniil,-.l  tyVX  (a,-ililii,s.  II.  snt.-rsis  llial  ,■,-, 

llli.„li„ii  l,r  ,l,'iiii'.|   in   iiDl, ,  s   v.l,c,n.,il   ,'aii   l>,  |.slal,lisl«il  llial    a 

li'l'-l'l ,1  "nn| .V  has n|.'l,„l  nnfaiilv  r„r  ii   fia,i,l,is,-;  II I,. 

I'lini, iii|iaiii,-s  Willi  i.„li.irs  „f  iffnsiiur  tinli-  lint-  all;,,!,, ,1s  l„ 

iii,l,-|.,-iiiliiil,  ('ATV  „|„-i>ilni,:  l.„  ...,n|,l,'l,'lv  l,n,r,.,|  rrnin  CA'I'V  „i,- 
tM-alnnis:  llial   llirrt-  la,  a  siilr^lanl  iai  n„li.„' ja'ri.Ht.  ilnriii"  uiiii-J,  II,.. 

.■ivatlaliilil,   „l  u  fr lis,-  i-„i nin-ial  aii.l  |,nlili.,i«-.l.  lK-f„r.-  Il,„ 

^n-anliiif  (if  s,,,-r,oii  'Jl  I  .•rrlili.ali.ni:  anil  lliat  l)ii>  f'litninissinii  ism- 
iv'.'iilal  inns  tiisiiii1iir,'\i«,irn  inns  i,-j,ai,-s  In  llm  .sysh-nis  riiiisl.riirUal  l,v 
iii,(,-|M-inl<-nl  CA'I'V  „|H-ral..rs  via  |hiI„  liiir.  aliarliHiMil  aK"-riii,'iils 
L'l  fr.r.  iw 
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.-■,:'/:,.„  :i;  r.-,iii:...i.:,  : 

■.„„l     |,i,vriili.i!;    ..u-rl.uil.lii.-    cf    ryiX     (arilKlrs    l.>     l.-l.,', 


Il„.  I'.i.i.i.ii.-si ;l M  .l.'.iil.-  1..  Mi.j...  .■  sl,..iil.l  I..:  rc.i|»i-..|  ..1 

tiv<-lv,^iii<'i-l.'l.'Ml .'uini'Kiui-^  »<'t<'»i-II  iHr<ti>ii>-<llli:i).irit>(-.   .x-K- 

MiiJicL.l.  I^rj\     ra.ihni's,  siirl ,.hiiiCic.ii   n.iiilil   l.i.  i.l    lli.'ir 

...VI,   lisk. 


Ml.   N  \K\:  I... .!...■-.■»  Ih:.l   Ml.'  (■.„ii,iiiv.;.,n  ,.,lal,li  1.   (..in    |..;...ii~-- 

..r  •.'I.l..'.  ..r  .'I I  .i:.;.'.  I"  I Il..'ii'.l  I"  l.v  ..II  <'.\  TV  'I   l.iii-. 

llll.l  1I..II  ..|..-ltll.T.  I<-  l'r.|>ill.'.l  I '.•I  III. illioll^or  .-..'-I.  ..I  II..    .' 

.-llI.■;f.>l'l>'^    .il'    MTli.'.-    In-r.in-    !ill...':il  111};    ill; Is    l<.    tlio    li.'\l     |..».-l 

.■i.l.';:..n  : 

ill    ■l.'|.'.l»l..|.i'ili.,i,,itllill":ill'l..i.... 

l:'|     II ll.'n,.-l,l»Ml:|..i'.'ill.i  Sli. 'l..'.lUl I.KiliL'iillll i-<. 

I.'. I    ( III.'  ..I   III..1.'  .'Iiiinii.ls  aJ-.ihil.l I  :i  In '  i.'.ln.i'.l  i I.»-I 

I.,.    I..':il  II ..Ill I'i'il  .'.I ;..li:il   I   |..lllll.'  -.'1.-;.'.'  |.l..f.| L-. 

1 1 ...II i.iii.'i  ii'i-;..-  '■■■■' 1 .iiii y v.'.|.i. 

..'I1..III..'  iiil.'.iiiilJii I  i.l'  ill  .I.hIi.-i  is:-,..iti. 

•II.     \   \l''li    III...     fl.'ls    ll.l.l     II III. II    I'lUlilT    ill    II    spiviiilKl     ill    ili'. 

Ilii.llliiiM  llll.l.  iis^.l.li.  :• llil  lii.l    1...  |.-rini I  l.i   riu..li'.ll  lli  il   |'r»- 

.  Ill  III.-  iiiiiiiiT-.r -iii.ii'si "iiiii'itiiiis.  \,\i':i; 


r.'.'is  iiiii 


ii'|,ii. 


1.1. . ...Ill  i<' 


I.l    I.-.'   -ni.li- 


!.|.i'.'l  I  mil"  I  111  ii' I.   il  nil  iii.l.'i I.' i...|iil..r  is  ivilliiij;  In  .li.   ... 

NCIA  f.ils  Mini  ■•'.',  i.li-  -I Il ■'  liirill  .ill.iiii|..i  iii..  iiiifiiii'  in  am 

.'iin-.  si llii'V  il iii|..iil   iiill I  I'aiiii'i'  ti'.|.,.ii«iliilili.'< 

I I'l-r  |:|..-.'ill.-  !-.Tvi.'.-s.    II   .|.'M'lil..-s  till.  ||'|..|i)|. ..iiiiiaiii.-s'  .l.'-ill- 

III  ..ll.-i'"«i.|.-  s|.i-.li "  M'nii-i's  IIS  '-a  Iilaliiiil.  al[i'iii|.l  I ili.-l  all 

iisi's.iriii I  l.aii.l  .-al.l.-.'' 

■Jl.   7,4.' V.//;„»,// /,'■,. ,,.... .m.',.-.C.„„„.,Vail.i«-al.'« livi-i-al.  .vi-li- 

l.aii.l.  sv.il.'lii.l   iii'lni.ik   li.'i'  s,,|,.,„   iil.i.'li   Miiiil.l   I..    ri-iii.'lii-.'.l. 

..|»'ial|.|l.  llll.l  iv.'iili I  laiii'.i'li'iil   niili  n i..ii  .iiiiii'i-  |,iil,|i.'  .ililiiv 

|.iiii.'i|ili'S.  mill   II II   l,.|i'|. .'  ...iii| ii's  > il.l   li.'iii'  i-i ..|.- 

|i..i|iiiiilv    I.l    siiti|ilv    III.-    h.lal    ..'iiiiiiiiiii.uli ..'ivi.i's.    iii-tii-liiiir 

C.VrV.  ■rill-  |ii..|,..'i'.|  siil.'iii  sli.i.il.l   liii, i|ialiililii's   fi.i   |,..i..'  I..        . 

iiiiillilili-  iM.i al  s«ii.'l,i.i|.  rii'i'.|..iii.   M    liiiili.T  |.|..|...i."ill.ai   II..- 

'iii-ri\M.'iii  iiiai   III I..I  I Iiiil  .i|-.<'|iii| II fa.-t.iii'.i;; 

Ihiil    lli.i'.'.iiiti-iil   M<iii,-.-i  V   II. Il   hill   [III-  .ariii-r  ...    i'.|iii| I      . 

i ii-iil'i I  lliMl   II iiii.-'i   -iisl. ,    i-tiaiii  II-.-IS  ill  aiiv 

iviiv.  i-,v.-i-|.l   as  a- ill.-  -i.r.-;.. llll.l-  .-(  I.'.liiii.al  ..|..i  ali...is. 

II'.   .1;;..  I'/'. .»./..,'/'"..'...,...;.'. 1. /;..,.  .all-ir.. I- a  inilils' iililil  i    

ai'iii-|-s|i,i.'liii.- al..ij.iii.  I..  Il.l-  l.-li-,,l svsi.'iii.  iil.i.'li  Kill 

I IS  I  anil  II I'lli.-i'ili-iiiaiailal.li-l.iaiivaii.l  all..i  I i    al 

ri-a-K.i.al.l.-  lali's.   II   in..)...  Iiiil  sii.li  a  s\-li-iii' i.n.f.il.il   lln-  i.tiiii-is 

(i ^'ai-inu'  ill  till'  Fi.pi.lv  ..r  .-. ..r  l.i-..a.l.a  l.-i.    \\'\ 

al^.i  sii;i;;.sls  Mial    il.-i.-l'.j.i ,1   nl'  a   iiiili t   l.n.a.l  l..iii.|.  Ii-"  m  ai 

si.  ili-li.-.l  .iiiiii-i  SI II ,l,'li'.l  ..II  Mil.  Ii'l.'i.l .lial  ami  i-v.  Iiaim- 

si'li-iii.  .villi   fi I. .1.1   fiiiiii  i.-s|ii.-li..iis  nil  I Iviil.  aii.l   iii'i^'iaiiis.   Il 

lii-]i.-..-s  ilial  II .all  ii-i-s  i.iii.  I   iKil   U'  .I.-irn-.l  1-11(1  V  iiil..  II..-  .  .1 

i-ii.-.-  I.r  .-iilili-  loll-,  isi. 111.  siii.a-  Ilii-  (-..lis I r.-.-,  nl.i.-li  lias  liainsl 

-.'I  r.M-  -M 
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j\.T.  &  'i\    rioiii   lin.ii.l.iisliii-.,  "is  J1..1.  ivl.',v'!.ii(.  lo  .;uiiiii».i.   ciiric-r 

'S'..  Jiitlir,'  U-licvi's  lliiil  llii-n-  is  »  srrinii.s  ihiii<,'ri-  Ui:tl.  Ilii;  i-Nisliiit^ 

)<x-:lI '>(».lv|H>sili..iM>rMi<'U-l.-|.l .MH»n|.;u.i.,.si.s.:unii<iiiiii'-:ili<M>'. 

rnDitiiMii  riiiricp'K  iiiiiy  picvi-til  Hit-.  ili!t-i;i(i)iiiivtil.  iiT  iiii  i(Kli-|ii  iidriil 
f'A'rV  iii.Iiisliy.  lt.siH-<iliriill>  ir<-..n.iiM!mls  l.litil.  11..^  <  lohiinissi.m  m>: 
ils  s.-ilii.ii  -JII  jiii(lK.nl.v  (i)  i>i  n-piim  li-l<-|>t>iiiu>,  ,,i.ii.|.iiijii-s  to  ull.-r 
|».tr,  s|>:i.v,  or  ri.mliiil  s).:i.-c.  !••  :iil  ii|>|>li<-:>iil.s  "t.  <'<|>l>1  ;.iiiI  nomli.- 
<;riM.in:.l<.rv  l<-nns;  (ii)  t.i  |.n.liil>il.  Ilii'  ll■l.■l.ll<.ll.^  .■..iii|i:.nic.s  froiK 
rcsli-irtin;;  :i  CA'I'V  •i|ii'r;il<>r':;  iisr  xf  i':il>h-s,  i-.\>m'|jI  :is  shonn  (o  In- 
iic<-cs.siii'v  III  |>i'oti'<'Mhc'li-<-jiiii<':iI  iii[i^ii<\'  nf  Mil!  c<)iii)iiiiiiii-u(iuiis  iicl 

«..|-k:    {:;)    |.|<>liil>il    Irlri.l.ui..!   r i.Miii.V   .Irn-rl,  u\U;w'^  -f  ( lATV 

Mrni.;rK:iS|.!.il  ..T  llirir  li-l,-|.li..i,.- I;ii  ilf;  iili.l  (1)  iillovv  f.-li|.l V.fnu, 

j.Miii.'s  lu  i-s)!il>iisli  si-|.:u.ili!  (A  r\"  iilliliiili's,  ).n>viili-il  llii-.v  ullVr  ii.. 
CA'I'V'  siTvici;  ii)  iii'iv  |i-niti»rv  si-imiI  Jn  llni  |i:iii!nt  i'i>iii|>:inv,  "siil> 

jiTl  In  ii  {Missililii  <-.\('<'|Ht'>h  r<>i   n- U:  -.ui-.m."  .Iiislin-  iilsu  iiik<'k  |Ii;iI 

1111.11  :<i»l  iiii]i-ss  Mil-  CoM.iiiiss'f.ii  is  siilisfii-il  lliiiL  llir  i(l»iv<>  hs s. 

HI  .-111 V  (illii-iv.  ir -ivssiii'v,  iiK-  :itli>i|ii:ili-,  li'  <l(-:il  willi  I  In-  lv|«!  of  i  "m 

(•«'li(i'v«  j.n'MniiK  iinnlvnl  lii-rv,  il  sliuiiM  not  <  iili'i  l.iiiii  iii'iv  niok-  :!I  I 
ii|it>li<-iili"iiK  liv  U-l<-i>lioiii>.  ('•■iit|>.'iiiii-s  (u  ■-•iiiKlnii-t.  CATV' iioit  •illiii 
"wiilr  S|iiM.li-iit'u"  fiutilil its. 'I'll  :issiM.-  Ihf.  oiiMit:  liili-n-st.  Ix^  U-sl.  si-i-vi!i| 

l>V  li:iviii;r  iMiill.  (br  iiiosr   r.lli.'iriil   l.rouil  liiill.l  riilili-  sys Iiy  <rit)i<-l' 

llu^  t('lf|i).'iii.-  r.im|.:iiiv  or  Mil'  iii.lr|i.'n.liMil.  CA'I'V  .>']..-r:il..i,  .Insli.i- 
Mi<r^'i-sls<li<il.  fill- C'limiiiFisixii  iioiirr  M-.-(ioii  ilM  slioiiM  iiol.  :iiilliomr 
li-lv|iti«tii-.  rnin|>:iiii<-s  lo  hiiilil  mkIi  svslrins  iiiili-ss  lliciv  Is  :i  sllo^tiM<' 
lliiil  (1)  »  |.n'|H'ilv  ritiiidiiM-.l  ..i'':inllioii>-.nl  iiiil>-|><-ii.lnil  CATV 
o|i.'i';it..rliMsriili-n-<)  iiilo  :i  l.-;isvl.:,.  k  :ii  i;ili<r,-im-lil  »'ill.  Ilir  hli^til-'""' 
(■•>i>i|>:kity;  (--')  |»>lv  or  •niiihiil.  s-|>:i<'t'.  w:i:i  iiviii]iil>U'.  lo  lln-  ri:i)i<-liis<-il 
CA  r\'  ;>|.<-i:.(i.r  if  III-,  uool.l  hiivr.  |iivr<-i-ii-.l  U>  const tu.l.  Lis  own  svn 
(no:  ;ui>l  llmt  |:||  lli<-  iisiilliiifr  stsli-m  uotiltl  l><>.  :is  HIii-ii-nt  us.  »n.\ 

liavi-  IIS  11 Il  i-:i|i;i.'ilv  :is.  t Iioh-' )>ii>|iosi-<l    liy   iri<li^|>i>ii<l<-iit  CA'IA' 

«i|H-i-;ili>i-s  M-iviii'r  roui|>iU'iiMc  roiiuiiiioilicH.  .)iislii-c.  riiillinr  |-|t-<iiii- 
tiit-iiils  lli;i(  in  r>nli-)-  U>  :iv<>i<l  "|.iTiniltiit;;  a  iR<;iiliilr«l  iililily  lo  Citirv 
on  iionn-iTiiIiilfil  rnin-lions.  >  *  *  Mm  Omiuiission  sliunli)  consiili-r 
ii<l'>lilii)<r:i  riitir  rci-o^ni/.inf;  ihr-  lij^lil  r)f  ii.Iv.Ii!|>li(iii(M'oin|iiiiiv  h)ftslulf- 
lisli  s.-|>;ir.il«  M-frivK!ili-.l  CAI'\'  :illilirilis,  piovlilcd  ll»-y  oll.-.f.f.l  no 
M-iviri-  in  iiny  Iriiilorv  n-rvi-il  In  Hie,  l('l(.-|>lioij(i  r4iiii|iiiiiy,"  willi  "sonin 
litnid-il  f.Vf|ilions  in  wilstin  ''i|i'uuisl:iiit;ivs  iiivr>lviii^  ivnioln.  inin- 
iiinoilicK,"  wlxti'i'.  no  ii-iiM>niilili'  :tlli;|-ii;ilivc,  syslrin  i-\isls  :it  im-.-rnt. 
urinllii-  r'ii-i-si-c:ilili>  rnhiiv. 

■Jl.  An  i>sti('  liv-issuc.  onlliiK'  <•[  (I,r  viuif.iis  niinrscntiitlvi'  i-.hii 
nii-nls  follows: 

(:.)     W/„>/.  ///<•-./.  ;/  fin,.  •r.:.U  ihr.  fyhh:».>-  of  (}„unnhxi.m  />,>/;.;.•■= 

*J.'i.   Asli..|H<.roi.'  in'liriilMi;ilH.|,4|irioiUM-oioi>:i..i.s.ioiio)  U-\„'m: 

tl)!>l  lli»  pxisdsncii  (if  Co issioii  jiolirii-s  in  (In-.  :ui-.x  of  CA'r\'  li-li- 

|.llom^  .-on.|.:iin    :il1ili;>ltoi>  moii|.|  \,»yi-  ,iny  rlFi-t  ii| Hit'  C '-li- 

Kiori's  i-\).n-fs.-.l  Lili-r  i-.uii:f  .oi in  iilHinl.  ii  ininiinm  cjiiiii-r  :i,-li»;;  ;i: 

n  (.fo^rrsH.i  i.nciiiJiloi.  'I'ln-^  s>il>itiil  Unit  tlicir  siniliiihtl  <  'A'I'V  o|"  r:i 
( ions  ;ii<i  oir.'ivil  l.y  m'|i:ii;iI«  itil  j|  li-s,  nnil  Mint  iiliy  (.t iiilly  !i|)|.li"-  il.lii 
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■rl,,!. 


■.;i. 


ii.li~:« Ia|.|ili  |..!.IM'A  TV  M-l.-i„«.  M.,.,.| (iM-..l  -..l, «i,.r 

■|,i|.,  'li l<-|M-ii.li'»l    r..\'r\'-i -.(■■,  111.'  N;i(i.ii.:il    flii;M..-^'....'ii.s 

<'...!. i.il,  AllA,  ;.>i'l  .l.isiir.-  rs|,i.-:<s, -■ V.I   111.-  ,..o-.il.| I(,-|   ■• 

,..,„■, .■„.■.■>,.(  Ivli'i.l....... .- ,•  .■ ..!..(( -XVy  |....,;r .1.1 

ii i,.\.M.;i;..is."--ii.i.iiV,n 


'■  I" 


..I.....I.I  in.l.  I...  :.ll..tu'.l  I.. 


'  I'l'l 


■M  :.ll.  {...Ii.l 


.■..l.lli;.l.(l...l.lsl..iv..ril..-...-l>v,.|l,!.il.|..l  ll..-.l....li..ll|.i.l.li.' Ill 

sli..ns  II. al  .'I '...  ....|i.'iKl.i|.  ..I   |.i...|.|.li..ii  II. ..1  .li^hil...!.....  n..il. 

Ii..s  is  l.a.l  pi.l.li.-  i...li.v.  H...I  II.. ..a. ..Ill  i.nKiiii.li....,  .iilaiiil,   in 

III.- .-.I .il II..I...  iKi..iilul.l,  m|.iii.^:-]..-..l.il.-\|..-rllM- C II) 

... ISM'SSol  I. v<'.\TVk>!.|. ■...». 

(I.)    117.;,;  ,:/l,;-l  i,;wl,l  r,.m,„m,,„  ,,„.'m,:  ny.inii,,,,  ,.,.•,.,„.;.;,. 

,■.■/../;..«»*;/..>  i:-i,n;„  cm  ,n„i  ,„a,,i,i,,.:-.'ii„i,;  .■„,„„ „,,:.,, 

■A\.  'I'l..-  l..l<-|.l |.i...ii-s (1..-  I' ..1.  -i..!.'-.  |...».-i    .1. 

n..||  ..»  II..- .■xii-l.-.,.v  „(,...,   |,i„,.-.|  ii,-,.,|  1 1..|.li.i~-.. i.il  |...l..i.-^ 

.i-(r...-.lii.K  ...ii..-i«l.i|.  .-.-Ii.li I.i|..;  I..-IH •\t\  ....-I  ...... .i.....ii.-.. 

ii..iis.'..ii. ..i.;..s. .ii,..'i. i.h.n.-, 1 11.. ...; .....1...1 

..r  CAIV  SVHII-...S.  '11...   |,iii.'l<.:i..  II..'..   ,.,.:..II..M..Iii;il..i.   ..1111...1.- 

t.>i.i.i.ls  llii-  iii.l.-i l.-i.l  rA'I'V  ..|..-...l.ii  .:  .;i.i).l.ii.4i,:.-  i)..-  [.-..-(.  Il.:.l 

l.-l<-|.l .:.iiiii I  ('A'l'\ I    .....III    l.i|.    is    11..I    sl:.iisli,<:.|li 

si;ri.iti.-;.i.l   il.  ll..-  I I  ii:.li..i...1  ('A'r\    li.-!.i;  .....I  .-.-^|.|iii.i  tl.:.l   ........ 

sil.'li  iilliliiili ...III. I  ...' Mr  il..'l.'l.>.<  11...  :|.--.l:il.l.-  .Ii..rsiri..il„..i  ..f 

....... iiiiiiii i.iiis, Iiri.'l'li.'i'ii.|.-|..'ii.|.'..i  i'M'V..|>-r:il.,i-sl.'>i.-<.-ll.:.l 

il'  ..llili.ili....   l..-ln<'.-ii   K-li-i-l.-.i. .I..| i.  .    ....I   I'A'I'V    is  |..-iiiii I, 

III.-  TATV   ii..l.i.-lii    nill  ..>.-ii Ill    l.ill   .iii.l.'i    II..- I1..I  ..r  ..    I..« 

li.i,'|.  I.-I.-|.|.. ..ni.iK.iii.'S.  1 1. lis  i.ii'. i|.-.  11...  iiiii<>..si...-|....,|..^-|.:.l 

I  i|iiiili(v  iiii|...>. ...Is  lli.il    »....!. I   I...... II    r......   r.. '.-.'..... |..-l.ii..ii 

.l.isli.-i-  ...r.l.-ii.ls  tliiil   III.-..-  is  II  s.-ii.....  -hill-.. -I-  lli.il   II \islii.M  I I 

i...>ii..|...|.  |...-'ili r  I  h.-  I.-I.-|.I ...iii.-s  ..- ....i.i.  .ili..i... 

iiiiii-is  iiiiiv  I...-V.-..I  II..-  il.-i.-l..| Ill  i-r  .III  iii.l.-i l.-iil  I  'AI'V 

iii.l.i-li-r.  11-  illiisliiili-s  III..  :ill.-,-,-.l  .l...iL..'i'  i.f  l.-l.-i.l ...iii|.iiiiv  inn. 

i|.i|..ili-/.;ili.ii.  I.y  ..iliii;r  /,•...//»  U«iwt,.'r\.  thi!l,tl  r/ifi/',-^.  /;(f..i!7:t  K. 

.Sii|.|..  Villi  (ftr.i).i'ii.  r.HiT). 

(r)  f<fm,l,l  thf  <.'..ii<«(/.-\...;i  iiihifit  yf„-rifi„  fiUlri.n  <ni,l  iv;i''l'i''-"i* 
II'  /irotiriit  nii.iiiitl  fiiii;  f'lifi-iitiii/  viiliiir  or  iiiilii-niiiiii-lilivi'  priiiiin-n 
Hint  miiilil  :,mr  ».>  n  'rmill  ../  Ilii-  ,.//,■/,'.:(,-,/  i-/,./;,.«v/.;,.  I„li-r,i;i  lil-- 


liliii • 


"/'-'""■ 


..,/  r'/l/|- 


li)    I'li^^it'li-  ilhrniiiiiiiil.iri,  limlmiiil  /../..-,.«  .illilinti-il  .. 
■iHiliiiliil  <\\  TV  .'ii-ili-iiii  in  l/ii-  ,;inUriii-li,iii  nr  liiriiiamn  „l  CMV 
fii,'!ti/i.x. 

t!V.  'ri.i-  l.-l.-i.l i>|.... .;.-:;  .ii.iindiii..  i.s  |v|.i|i.-.t  i.i  1 1 ...Ill .Is 

..III   T. ,(   I'...  II.1.I  II..-1  .I..II.J  ......i^.-i v.i'iirii.-..r:.nli.-..ni|-lili>i- 

l".i.li ' I  II. 1.1.  ill  iiiiv  .....I,    -.-li..ii  '.'.l:-!!.)   ..r  II..-  I'. i.-ii 

I  i.n. .  A. I  |.i™  i.l.-s  ii.j.-.|.ii.l..  |...il,-,-ri..ii.   III,.  iii.|.-|..-„.|,.|ii  1  'AIV   iiil.-|-- 

.sis  iiii.l  Kii.i;..  I  hill. ...I-  nipi..-.  in  i-ll.-.-l,  1 1 -l.-|.li.>i I il-  nilli 

iillilii I  C^^  TV  svsl.-nis  .v..nl.l  U  i.i.'n|..<l.l..  ..I  ,-..ii,|«-li ..ii-lv  .villi 

nnii'illili I  1    ATV  s I  III.  |i-r..|,-.  l..|..|.li r  .|..-.ii;.-  |-.|i.  i;-.  :.ll.| 

i.-^..ili.li..iis  l.v  11..-  ('..niiitisiinii  is  i-s-siiv.  (■(■'fA,  :itii.ni»  ■.lln-rs. 

iia-.-s  lln.l  i,-eiil:il„rv  siirviilliiii.i-  si I.I  ,-.; I  I.,  .,11  :,-|..-ls  ..r  11,,- 

<  'A  r\'  l.-l.-i.l !•  .-.im| J-  |-,-l.ili.i,is|,i|i.  s|ii-.-ili.-:illy   f-.  iislnj  .ni  j.,1.. 
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;ilti  /■'■■il.-.rul  C'oi,ii.,inih,il'-'»i  rommiwolt  J.'c/iorlx 

:ill:«'liiM<-iil.  iiirmini-iils,  llo-ir  .■■.mlilioits  :iiiil  ralt-s,  :iii<l  on  ijiliiiil  iotis 
..r  .lirvil  .■..M>i..-ll(i.m  U-t».vii  riHili;il.i|  i,i»l  iionaftilisvlrd  ('ATV's. 
.\(rrA  :iii<l  JmJi.v,  !ii  SM|.|.orlit.t;  (hr  vi.vv  U,v  tU  n.-c.l  foisii.ii  |m>- 

Ic-tiin  itiili.irs.  cmiitMnilr  v.-iiii.ii^  ;.lli-;;.-.l  iilmscs  !.y  (i-l.-|il i;  .■om- 

[laitii-s,  :uiil  (-onrliulu  (liiil  llir  I  Niint.iissinii  siioiitit  ircjiiiri'  lrlr)tliiilli! 
i->iui]>iiiii('s  Id  olFiT  )>(»lr  .'-|»ii-i-  in  ;ill  ii|t|i|M^iLiil^  nn  iiitiiiil  Irriiis,  j)ni- 
viilc<l  IIh-.  :il(ii<-|iih<-iit  af  ixUlilloti.-.t  <'.-il.t»  is  pl.ysicill.v  jioRsiMi',  iiii<i 
sliotilil  ]  mil  111  lit.  Ij-li^t'ltoiic  <'(iiii|>;Miics  fi-oiii  restiiiitiii-f  ii  ('A'I'V 
j=v.-4.'iii's iiw of CA'VV ilisi i-ilnil iiiti  rii-ilUi.!,^ 
*  (ii)  I'oxxibfn  vvfnir  ,i>m/»tiHiv  ,i.i,}ii,ilnr/r.>i  that,  tlus  itfftUil.s  «/ 
tilii'lionf.  rt>uijiinili:.i  way  /larr.  orfr  iimirff/it/ttletl  ciilHicx  in  rslii/rli.ifi- 
hu/  <!ATV  Ki/xlcvix. 

L'S.  'r.V.triiiismissinii:iti(l(i.r.A:  K.:ilU-;r.r(liiit.tlM-ir:inil)MN'R.I<iii<.(. 
I.;iv»*  .-.nv  imfuir  nmi|n-ll(iv.!  ri.h  :MiJ;.;irs  in  (iHr;il.lisliiiifr  CATV  ms- 
lon.s.  I'mliinnion',  lU.'v  -I:hi»  ".iI.-  limili'l  hii>-^(-ss  in  (-oii.|>i-tiii;r  'U>r 

fii liiNi-soii  lli«  IfK-.il  ii-vi-i,  I'oiiiliii;'  In  still iiloi'v  rt';:iil;ili<jiis  ju-ihiin- 

iii^'  (..  i..nil  ( 'ATV  rnin.liisi,.-  N(  TA,  <-x|.n-sMiii:  Hn'-  vi.H'  1..-I.I  l.y 
UM-iiiil.'|..'ii.knl  CATV'svslii.isiofinosllnil,  llH-.l.'lr|.lii>iu'.-.>inj.:nii.-K 
l.:t«.-..i:i<I.Ml.K.!iil.)i;il  llu- {'A'l'V  sv  ■h-m  «li...-.|ioos.-s(..  iifi..  U-I.i.hoi..' 
•'.>tii|>:iiiv  )>n'> '•1<-<I  (lisl:ii><iili<.ii  ni-ilil  ics  will  U-  llir  lii-sl  <mi>  in  tl«- 
lii-l<{.  il'is  riirlli<-|-ii|].'<^.-.l  ll.nl  ill  lti<M-v('iitur<l:iiii:i^'.'l.i  Titr.ilil.i.-s,  IIm- 

li-I.-|.li(>(ii>.  ( t|.;iiiv,  ill  tv;|i)rihirM-rvi.-i-,  is  Uw  lo  \nvU-v  lli<.  ultiliali.l 

..v.-tllioiii.r.-p.-M.!i-n|.  CATV  svsln.i.  Cnx-CrK^jims  :ill.-".'s  tl.nt  f'A'IV 
tivsli-nis  i>rit'tt  •-xiM'i'il'iin'  diOnv  'vln-ii  iciriK'.sl.iii^  li^lcplioiii-  i-oiiiiMiiii-s 
ill  .-ii;;;!?;.*  in  "iii:ilu  rr:..lv"  \i..ik  so  (kit.  tin.  iii.li-|H-n<li-jil.  CATV 
^vsh-ni  iiiuy  [>U«-l^ils  r;i<-iliJic's  on  ll.c  iil.ility  |ioli':^. 
■  (iii)  Ti,.-  /»«.%■;/. ;/;/!/  //,„/  t.-hflmur.  '■,.,„  panics  wiifhl  xxhsnlhr  ll,- 
,;is/  ,./  r,>ii.slni-^i;,ni  lithf  .w/r/.vx  i,<i„!nil  hi/  tlu-ir  HfjilutlrK  out  of 
.■.■,i;u,.:%  .Irrh^r.l  h,/  Ihr.  I, -I, -flu., u-  >;nui>nn!r.^  from.  Ih.-h- ,.ll„;- .-o-ron .-.. 
If'in'h,/  ,-cri,ili;,iii  in  the  >,mli-vi>n>-i,«j  ,;■  ini.-W'W/l/n/  of  Hi-rrirrx  (•,,■• 
,u-li,ui  hi/  Ihr.  ,t//i/.iiili:-!,  lu  Ih,'  r,„u/'iUi/ii-e  thlmuiuit.  of  n,>nii/fifi.i>.i/ 
CATV  si/.-!l.ms. 

•^•^.  NC'I'A  n Is  lliiif.  '-il  i'^  llit-nn-li-nllv  |>o.ssi),li>  for  llu-  iiiN-- 

■.'i;ih-.<l   tt;lr|.|ion»  i.<.ii(|.iiny-{'A  TV  < j-W   lo  srt.  luriir  liifrsiii   !i 

i|.-li.:iili-.  l):il:tn<-«snni<:iRnlly  lii^'h  lo  •iinsc^  sKltslanlinllv  n-<liim(  [iiolil- 
iil.ilily  fni  (  :A')'V's  wl.ilc  ^oUiiii:  not.  so  lii;v|,  ,is  to  iixtinv  ]>-iis.'  !>:«•), 

h.l;<-i^  In  u'iMuli';i»-  rroiii  \\»:  l.-ris.-  hiid;  iiiul  ^o  lo  (liii  vnv  i^vf -^i^'' 

<'\|nr,ii.m(or;vn!i!lun.liM-r.iiui.ls\sl.*in."(^(;TA.iimU-is.-oni,(:l|,,.  ri.}.- 
orsii<-li:in(.irniii]ii'tiliv['|>oli<')-><l>yl<:K'.|>lioni>.i-oin|miiirs,]i<Mslli:i<  tlx-y 
i-oiild  li-!iiisf(M-  fiiuiln  i|iiil.o  easily  :ui(l  lliiit  siK'li  |irJii;l icos  woiilW  li'« 
niiiiosl,  iiii|Kissilit<i  III  iiiK-oviT  iiiiilfr  Llii;  jnesriil.  nii-liiiHl.s  oT  iiniily.^is 

iui<l  u\-:i.ln:ilii>i).  'i'lio  li'i<'|il -.  i-ohipiinifs  iloiiy  l.lit>  cxisU-ni-c.  of  s>ii-)i 

»)ili'-x>i)i|>i-tiliv<-  snlisiili/.itlion:  rhiiin  llial.  Ili.ii>  eik-  no  fiuxls  Ion''- 
rcni-.l  n-oin  t<rti'|ihoniN  I...  CATV  (.|>ri:il.i<nis;  »m\  llnil  tin-,  scni.-.-s 
n-ii'lviH-'l  i'V  a  li-l.'plioi.i'  ('oni|.;i)iv  <..  its  (!A'I'V  ulliliiiU^  nn-  innsniinl. 
loi;,li<llv(ilccllt.iin!!.  ■  ■ 

(iv)  The.  poxsihilHi/'Ui'tl  ou-urrxfii/i  nffi/inti/m  mli/fif  viii/ii/i/  rtni- 
»/jwm  //i,:  full  .frrr/'o/iw.-,U  „f  lunxTV  VA'l'V  :=vn-i>;-^  (»■.;;.',  .h.ln 
•<rrfi<Tx\  thill  f.uiilil  h,-  .iiihif/fiifi'l  fur  tim/i/iiiiiii?  Irh-fihniip  .ii-rri'-i h. 

::t).  As  to  Mir  (.aWiliililv  of  imy  lindni- ronlniint.  Iiy  ti-Ii'|.lioiii'. 

[.liny  iif)ili:il(-<1  owiwi^iiiii  oit  llin  rnll  (Ii-.vnfoixnriit  of  iio.i   TV  CA  TV 
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.-.'•-,  i :  (>-.•',■■->>-> -'''•'>''''''^- 1  wl.,<-|..'<.<il<ll.->iili^iil»l.''l  n>r1r<.li(iMmil 

i.i.-,.i,-.h,-  Mi,iv.s.  i;r.  A  i„. :,:  iiMii..it.,.'  ..r  n,.-  i...t.i.n«  i...^.ii..... 

.■..nsi.l.-i^SH.'li.i  ,,...,jl.i|ilv-.'-.v„.Ml,-.;ii..H'.i.Hil.f..i:.;^ -n.!    tl.:ilih 

,i.-iv..lll.<-  r:..l.  Il.nl   ll..M,i:.Joiilv..r('.\  I  V'-,-l<i..';:i>rl...|  :>l)ili:il..l 

»  \\  !i  U-l<-|>ii<'iii i.i|Mtii<-  -.  iiKli'Mi'     I  li  >1  I  h'-.-.-  :|.M>il.l  I,"  :n.<|.l.-  ..|.;.>ii  - 

Inn'il  V  f..r  1 1,.-  -I.m  .-I-.;.,,..- f  >...<.    1  V  (   A  iV    .-.  »i S.,,,,.-  I.ir|.i:...-,.. 

.' piiiiics   will)   i':\V\'  ;<llilJ:ili-^   |>i>iiii    onl    ihiil    llii>  i   ^ii<-   i-   iui<l>  i- 

> .i.li-nilioii   ill  >l>«'Ur.l.  No.    is:Ui;.  :.i:.|  !li;>l    iiiilil  siilll-i.-iil    ii,l->t  iii;i- 

iioll    is   U-fom  III.-   ('.. is.:i '..K.vil.UI^'  III!'  Ir.'l \:-::-A,  drill. (, 

iii-.l  ivl'hI.-iK.iv  .l.n-l..| 1,  ii.  li.i.iinii  ll.r  (  ■.,i.ii„i>- ■,-„„-,,„  is    ' 

|>n-i,.:.liiiv.'r   \")iiinM.ii>M<><iu.s>-il  Mli:.il.-U-|.ii'<ii.-.-..iii| -■il>ilul.'.| 

\\\V\-   ..:..-i;ili.Mi.-   will    |-.. ,!,■.■   i.iii.i..i,-i.i.-iils  i>i   i.-l.-i.l...,>.-'  ..n-i,-  .,r- 
siirsliliiri..iis  lli.'irr<.r.  us  :i   i.'-^iill    ..r  lii.t  .-.iiiliiiniii;;  i.r.Mi.-li  i.ii.l  .1.-     ' 
v.-;..| 1,1.  U-iii^' I.  riMk.-i.  hy  (.'I.-..I...I1.'  .■i.in|>:iiii.'.  I',  iii.pn.v.-  .,ii.li 

t.h  si,.,>,hi  ih.:  <!,•,„„•:.>■!.•:,  "./»/•(  .v,>.-. :;!■■  foii'i, ; .„.,i  .,.j.''.t: :,.>,. 

to  i-io/rri  .<,;„iii'<f  j:>l,-Hl'',tl  il.-l,i,ii.i,lul  ,;}'.<  I',  ff.;,  t.-inil-n.-l./-!  •>,.■■ 

m-friiTx  to  tt/li/iit/,-i/  i-.im/'-n.irt.' 

ill  Will  l!„-l,-l.i.i:.w.-:;„,i-»i,\h<,.  ■:-,..  ,>l  lH,;i.r'lili-'-'-lr_\/  I" 
Kf.:.:iii  i-»/i>ii.n:  or  ;,„f..,ir  //-^  4,l.;i:i,,  /,•  ,..-.■  //i.>  .wy>''"/  d' ■■■"!,-/</  /.. 
r.rfini.l  mul  iiii/'inr,-  a.tc/'.'.w  lYif'h-,;!  l„f  i.>ril,if  iii.t<ii,„.s  ,.f  l!,r 

I'h'-'"-'""'!'"-"' 

■W.  t  b'  i.-li-|Hi<.iu'...i,i|,iMii"-  >i.-ii  villi-  i.'-'ij  I'.ir  :n.v  rtM-rili.-  |i.>li.'i>s 
•n-   ji'^iihll.^i...   ill   Itiis  ami.  :ill.'.jiiir  lli:il    |iiv-.-i,|   '■a,.xw\>:,   t><."i-l<- 

.• i'!l.   |.i..i,-||..M   ;i;;:Miisi   -iiili    |.i..I.|itii'    ii.T.  ,«i    K.  ■i!.!.-;  ili;i!    ils 

f'V't'V  ><il<.'il.li:ilv-.  <;.'!'.  \-  V,.  ('•.Mn<illlli<'lili..lis.  \<  liii:iii.'<<l  tlii.illHi 
l.i^os  lion,  ils  |>:i.-|'iii  .-<>i)i|.i<).v.  vJii.'li.  in  liint.  ..I.liiiiis  il  ^  .!i|tilal 
ll.r..i,..'ii.--:i1iM.r>M-.-iui(i(-Hl.>lhrpi(l.lH'.(liiili<>.,llirrliui).l.r.>\  (WimK. 
i.-il-liiiy  III.-  ;:.-i..r:il  vi.-w  of  |l,.-  ii..li-,...|i<|i-i.i   IW  TV  op-nil.Hv.  hv 

ti.-v,-,^  11,1.1   ll.,-iv  is  11  i,-;.l   |>ns-cil,iti:v  III. Ii-|>ll >|>:iliv   l.ii.Ml,! 

,<ii!.S!.liwllK-.-..s(..IC.VIV -l^|.■|io,|^^il|...|ll.•l  l.-l-i.l ■...,.|.;iiu- 

M-.i'iiii.'.-.  .Ii|.[i.(-l..-lirv<'    lli:il  ii  isiM-''i"Nr>it  ii>  iiioliil.ii  :.ii\  1.>I-|>I.oIh- 

<-oi..|.:iiiv  rro)ii..irt'niii.'('ArVKi'r>i'vsl,ilj.i',.<il.|i.-,)iiv,-ilt  :is,.: f 

ils  nil.t  i<-!;iiliili-i1  (cit'i.l.onn  iiii.liiliikiji].'.  in  •iitlii- 1..  |-r<-v<'ii'l  iii>>  i.nit- 
U-inKor.-i',.sssn).si.lv  liflwroii  lli.>  l.>li<|.li..i..-  ,-..iii|.:.nt  H  i.riilitl'.-.l  ami    . 
lli.ivjriihili',)  lii,«iii.-s'.. 

I  ii)  iluii:  wll  th,:  ovniill  rhh  .■.•„.f:il,>,i  ,</  !/„■  ffl.-f./ion.-  .■..mf-'iti/ 
nl'4  i/x  <-..v/  «/  ,«/»•/.(/  /•/•  .i,f,:/.,l  /.,/  hn-r'./ „;■».■■<  hi  (Mi'  ^1^',  ii"\'   . 

:'••-'..  I-',ii|i-i'|>ri:a-  iiii.j  ( '..iii-.-l. >);:•.  (wo  ninil  li-l,j>li..ii.-  .'.>iit|>:tiii.-^  ;utl>- 
iniMlliil  l<'li-|iiioiii-'^<Tii<-rs  |.iil.'i.li:il)\'l..-ii.lil  noniflA  r\  o'.u,.-islit|. 
siii.-,<>  1l„-  -A-i-tii  i,{  ,1  tliriviicr  ('.V'I'V  Mil>:-;i<li:i|-v  mnl.,-  (In-  l>-l,-t>l>,.ti<> 
.■.H!i|.:.(n  ils.ir  !i  l..llri  ii;4  foi-  i.n.Mois  (J.P.  Iv  K.  .■oiil.-ii-h  iliJil.  if 
IIm>  <'oi is^ion  u.-ii- ti<  |.iii  ('\  r\'  •.|>i-n)loi^  iiilo  .linvc  .-om|M'lilMm 

l\iitl   (•■ll'l.lioi,.-.' |.:||ll<-^    ill    lltlll.:  Ilifl!- HIHnii>M!iotISMTti.'<-l.tllM> 

l.tii.ii.'.  I  i..-  .-..-(   Oi.  lipid  i  lollti-  l.-l.-|>l I,l|';ilii,-M   ,voi.|,|  MM-.  sil|.1< 

iiM,-:(..i-;  «oi,|.|  »!,■«■  li.rtii  u:  .^iilHiinlti.rri  •!..-.   Il  .i.iini.-.  ii.:.i  lius 

i"- ■.-.I  roy|.  WMiil.l  iillinhtl.-lv  l.y  l"'iti..  I,.v  1|„-  l.-l,-|-l,o ,ln\.:>i\'^ 

nili'piivci-s. 

(ill)  y'it  ir/,.,f  ,  rf.nf  ii'ifl  lti>-  l,-l,i>h.*H,-  ,;m,:n»/.\  r.-f.ihrw'"  l« 
"iifi'lft  H/v4i,tll:.t-<f  "i-inWi  t„  Us  CA  T\ '  tifjlli.ifr^  ht  in  ..•ii/fi.-t  vUh  ilx 
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rri/iiii-r  iiirul.i  til  fnnihk  Tiiit  or  r.r//.i,ii!ii/  .\.//v"<V.v  (iini  fm-l/Hiii  In 
ill  lYijiilar  outliiiiHUx  for  suck  n,;'c'n:,-s  (it  ti'idc  xjictUriun  (fid  rit/io 
Ic/f/'iMiir.  nuiili'liM  xrruUrit? 

;!;t.  (i.'r..tK.  ioiiiiii(-i.lsll.:il..-li;inm-l  wiviiiM.irrjiii^Isl.y  iilrli-iilioin- 
<-iii»|>aiiv'  I"  11  (;A'I'V  :i(lili:ito  uhil-T  viilitl  lurilis  :nv.  riu-.n-ly  iiin.l  li.-r 
form  i.l'c.ni.umiPiiavtiuJiKs.Tvir.-.  i.lli'ir.l  U.  Mir  i.iililic  i.y  :ui  .ij.rniliii;; 
Irl.-plioiic.  r..i,i|.;my,  iiiul  ll..i«  l.l..T«  is  i».  omxiWt  i...|.w.-<.j,  llu',  u\h-ii-A 
MMvircs.  .hisliw,  li.tivcviii,  ujmis  lliiil  sim-c  ii  |iiriiiiiiv  J vsji.jiisiIjiIiI.v 
uf  Llin  Coiimiissioii  is  U>  f.^sU-r  iiihoiiitioii  ;umI  clliririnv  in  lliv.  .■<.i.i- 

iiiitDicaimis  iii.li.sl.i-y,  it  cii )l.  iilli.vi   llios.-.  Willi  v.-sl.-il  iulonsl.-;  m 

cxislin.'  In.l.nuh.^'y  iin.l  wi  vi.v^i  (.>  foivstiill  tiii.l  liuii(.  Ilic  ^'n.»lli  uf 
ii<>.v  s«>i-vi.»-s  :ni.l  l.<aic-r  f.'.liix.li-'y  l):>M-a  .>■■  l>ifN.(ll>;i]i(]  rucl I iMcs. 

si/«li'iiix  iilhr.l  the.  pDl'miex,  lii'Oiiri"ii:i,  ■iiyiiirilh^.'t  mid drcit'ni»--i  uf  iili'isl- 
,',„u,t  hi  {.i<:ini},:t  and  v-.-nsh  .u,d  ,Irvrl„i„nCnl.  th„l  an:  u,ul.rl.,k,„. 
(»/  //„:  Ulriihom:  Compaliirs'/' 

VA.  As  lo  (Ji.;  .illWiL  ..r  l«l.'|)li..PH'.  coi.ijninv  owni-i-sliip  of  r.A'VV 
sv^l<iiiH<m  III.-  |.<tli<ti-s,  |.m^'i;iins.  |.,  loril  i.-s,  iniil  (tc-.isiohS  uf  iiiv.-sl- 
ii'i.-nL  in  fiK-ilili.-s  :>i«l  iv>.Mirli  :in.l  r|.tv<>ln|>in.-hl.  lii:>l.  :iri^  )ii><i.'Hril.<-]i 
l.y  I  III-  l<-li-|.li[>iM-.  <-»iii|>ii  nil's,  C.'l'.  \  !•;.  hl:ih-s  lluiL  iUv.  n-Miiivli  iniit  <l<-- 
vrl..|.in.-»l,  i.r  tlm  (Jciirt:il  Syslrm  is  .iin  it-l  <.ii  hy  c-ihi.l..vi-.-s.,r  ils  siii.- 
^iiliru-ii-s,  t.lh.T  lliiin  C.T.  &  !■'..  Ci.i.iimiuiriilii.ns.  Arrnnliiiyly.  I.-I.-- 
).l>.inn.:i>in]i.'iiiy  iillili:>li<>ii  will  li:.  k  r  ji.m;I1V<'(.  oit  I  Ik;  |>oli<-i<'S,  pro^niins, 
l..i..iilii-s,il..,of  l.li.*;,'.-iiiTiiisv-lini.  CCrA.i.n  llic  <.l  lifr  liiui.l,  iiisisis 
iJiuL  .livcisiori  of  U-I<'piir,ii.i  i-;.!.!].:!!,;  iiu('Slii..!ills  ihio  CiVVM  iiiiiM 
n-jnill  it.  a   ilrs,si|.!.l,i..ii   i.f  !i  r,'lr|.l...tii'  .umiiuih 's  iil.iliiv  I"  i-\|iii>'il 

iiii<)  iiiipriM'it  i(M  |ii'iiiic  i^oiiiiii -:irri<>i'  sttivin's.  KiiiMiit,  i;>in.s|.i'iii-h(>ii 

ofCATV  rli! 1-1  ru.-iliti.'sln  ld.|,l...m..:(.iii|.:mi.;snii-litl.ir  ^^isU^rnl 

.lni>li.-^ai r  s.-1-vir.i's   ir  sm'.l>    h.'ilili.-.s  <"Lu  U'.  iMor.'  i'r.m.>nii.:;illv 

l.n.vi.l...l  l.y  Wul  ii..l.|H-n.l.-nl.  ( lA'IV  u|Ki;.Lo.>i  «l.i.,  lii.tilti.  I,)..-  lol.- 
(pIiomi-.  (-.>m|):iiii<-s,  wo.il.1  nol.  1..-  iiuliiio.!  In  ov.'il.nil.l.  .Iiisliiv,  In  iis 
ii>iiihi<>ii(.s  ulso  |>i'()|>i)s<>s  inRasnics  r.in.lncii<'  In  iissurin;;  llml.  I.ll•^  rahk- 
f:i<-ilili.-s  will  h.-,  I.inII.  In-  ll.-  mn.sl.  ..(li.-.i.-nt.  |>!.ily  un.l  lo  Si.r.-^iisinl 
!i;;!iiiisf.  (In;  ('onslntcl.iiiii  l>y  li'ji-|iliiin('.  (-oiiipiiiiics  of  "Kiu'cniiiiniii'  or 
Uif-liriii^Hlly  It'ss  iulviiuwil  sy.';t<-ms  lo  rnrcslall  !piil['|ii-iiilrnt  col.ry." 

(«)  11'///  lh,:iv.  f;:  {„>id  (,>  u'luit  i-xtfiil)  r.wcv  vdu-.n:  a  xii/i'^liinliid 
xnjm.-nt  of  ihc.  iwhVu:  would  I..-  d.-frlvcd  of  (!ATV  i.rtutu-  vid,s-x  a 
lehylumv.  tumijnini/  is  pfniiiltrd  lo  Inrnhh  fiiaUili-'.K  to  an  iifjilialv/ 

:(r..  Tlio  iii.lriMMi<lfriL  (V\'i'\'  ..j..-iiilni-s,  almi^'  wiDi  Itatlio  llam.v.'r. 

allc-.,  (h:il.  "lli.-r.-.  nva  snlliriml  n U-rs  of  inil.|.eii<l.!iil.  CATV  .:.>in- 

|i:irii.'S  lo  insnrc-.  llial.  Ili<-m  will  I..-  a  siil.sUiilial  iiiiinlK-r  of  a|>pli.:;in<s 
for  ('ATV  fiaiu-l.iscs  in  all  i..iiiniiinilii-s  wlnrli  sln.w  promise,  of 
ivJiirii,"  iunl  Itial  "(liiiv  is  no  iviiJ>n  In  r.\i»rl.  Ilial.  lc!i'j>liotu'.  cxmi- 
n!ii(ii'.s  will  seek  to  prnvitio  si'iviri-  in  any  aivii  fnniiil  iiuiillraitivi-  l.y 
mrlr|«*ii.I«iil  (!ATV'«."  (^(ri'A  acl.U  l.liaL  siiu-c.  ilici.-.  tiiis,  tints  far. 
Ikh^ii  no  (liMilli  of  imlr|.wi.l.-,nl.  CATV  appiicJinls,  iIk^  livjioili.li.-al 
)i>r^siliilil.y  di-'il'  ^<><''t|  »■  sjiDation  nii^ht  iHian'  i.s  lianlh'  a  reason  l-i 

aiiUnn-iw!  I.li<-.  U.lf|.lioii«  <'om| iis'  rnlry  inlo  tin;  litl.i.  Tlii.,  Ii-leplioti.- 

n.in|.!iiiirs,(i»-niTal  Kir.  I  ri.-.  iuut  N  A  Hi  M  1.  tj)l:'-  llii-  |io-;ilion  llial.  in 

wirnc  niritl  :in-iis,  llie  only  wilily  fnr  wh tln>  oi>--r:ilioH  of  h  (.'A'IV 

tnsliilliiliini  woiilil  Im-.  i'r-..iioini.ally    fdasil.lc-,  ini^'hl.  Iiu  lli«  lo.-al  l.-li' 
•it   F.CC.  -M 
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i.i „i.i;/i'..s  r...  r..l■...i.•,..ll.•I;.■»lli»l.i.l«..l...■-|..il..■lv|...|,.l- 
l 1  iiivm  ..r  llii. v,  |..-..|.l..  i..»v  I..-  .l.-l.iiv.-.l  ..f  .i..l...iilv  I  VA  I'V 

^,.r.  i. ..  I .|.«.  ..I  I....- SN.I  ...I.!.'    .■■".■.■«  i".l.-^<  l.l..|,l,.,i...  ...i..|,..iiv 

:ilt:i;al.-i  |..-i.viil..  .su.li  n-.-.i,...  .iusll. .;i,-,-»  ili:.|.  in  H v.-iil    il   I.. 

.■„ti,„.  I  II..  C ih.-i„ii-a  |..ili.v  1..  |,r.,l,il.l(  (  '.\'1'\  -li-l.-iJ |.:.i., 

sl.ii.  alllliali il   .iinv  J,.»-.i.,ii-  .■:,<;..}■  l.i  j.i-.jiul-   |..|-  is.ff 

li..ilS   1..   II. i..  ;!.-|..-.lll    |...li.V    ill    I.H.1I    illVMS. 

;'.li.    \'illll;liiv  ..II  ..r  II...  |.:.lli.-a  1  .'!.|>...l.lll.;:  1..  II..-  )i..l  i.'.' ..^..-.-.I  1  l.:.t 

il.  is  i.i   III.-   iii'iMi.-.  iiil"i.-sl    li.i    CA'I  \'  s.sl.'i.is  I.I  ' t'lv   .villi   I.H-.I 

.„■  .i.i..ii.'i|.:.l   rimii'liisiii!,.  m|i.i.-™..-..l».  ■il.,-  l.-l.-|. .-  .■..i..|...iii.-s  ;,...| 

NAl.'HC  ah.ii.slv   .ii-m..i  llii.l    I. I   ...illi..iili.-»  i.ii.  li.-~l   .-.|.ii|.|-.-.|   1.. 

I..J..I.III.I  III.-  |,...l.li-ii.i  ..r  CA'I'l'  ill  .1  ...ill- .-:..  NI'TA  :i'U»  llnl 

"iair.-i.|iiii-ilH   •   •   ■    Im  iMk.-.i  III  1I-.SII1I.  Il.i.l  s.i.-li  iu|..ii.-.ii.-i.l<  i.n-  ii-il 

.-.ir.-.ii....-iil.-.l    l.v    l.'l.'l.l ...111)1.1111   iillili. I    r.\'l'\     .,|....':lll..li^." 

r..v-(:.isiii..s  n-.|.u--,:s  lliiil.  Ilii-  (' .iis!.i....   [»(>l.il-il   III.-  ;:r;.iiliii;;  uf 

i-M-l.isiri.  ri:i.i.-lii..i-..,  mill  .il:...  i.sli.-.  Hull  II,.-  C.i i'si ,.!,.-  il  .-i 

I..  I.i.'„l  „..ll...|-ili.-s  lli„l   „ ,„llili:.l-.|   II- Iiisi-  l.i.l.li-.-  n...il.|  siiili-i- 

nii  .li,.>'l'illlilillliiill    .-.'ilil    r.-:.| I.  I..  II..-   I.<l.-|il..ll„ ,l|i:lliv's  l,',ll,-„,i.-. 

i'.i,.i.    ru.-ilili.-,.  .11-   ll..-ir  ....iiHlni..|i..ii.  'I'll.-  i.ii„l.  I-. .-Ills  i.r  i..'.<>,-:il 

ii..l.-|ii'iiil.-.il  I'.'VI'V  ..|..'i- '.s.|...-sli...i  llii-  v.i  il r  l.-„.i.,i;. I 

..r  l'l',lli.-|ii:;ill!:.-.ilii|il.-l.-lv  ill  II..-  I Is.iT  li.i-i.l  i.lll  I1..1  ilii-:.  lis  11  I I 

li-l..|.l ...-.illl|ii.liv...-.:l.)iii'S:i|,..-ili.iii.il;i,l..ilil.i-;.-..illi|ii.-:iliii,ll|..ii. 

l.i.-s,  sill...  il.  OKI.  '^lllinil.lii-  Hull    ils  l.llilii.li'.t   i'.VlV   SV-1.-I1I    will    Ih- 

|ir..iii|illv  K.-.vi...'.l,  ul.il..  nil  iii.l.-|..-inl l'.\'l'V  ..{..-i-iil..!  .-:.||  iiiiili.- 

II..  sii.-l. '.-.bii...  Il.i.li.i  ll:.ii...'.-i'  l.-lii-..-s  Hull   r..r  |..ii|iii.~.  ..r i.....-.! 

..iiir..i'iiiilv.  Ilii.  |.'i>.l.-iiil  i;....-i Ill   mil)    |iii.|..-i'lv  i-ii.li.il  11I1S..I.1I.- 

tn.ii.-lii.siii,.  l'.'.-.-.l 

(J)  ll7i.;i  .-/A-,-/  im;M  C«i«,uml„f,  i„,i:.-m  ia  ll,h  „„„  1,-ir.  .... 
//..:  miTiilin'.^  fur  ^'.-l  '/'I'  o/innilurK  In  nju'mli-  .//...t  im  rtitniin'ii  .-...-,■..  /■ 
»H  «ji,/  .,/  I..'i,-ir  <-/unii«-h  ii.il  Klifhrit  for  r,rnw<f,r ../  lii'UtiU.i--.!  .v../,,.//.. 
Uf  t,'A/T  oru,owlio,ir 

:1T.  'I'll.-  I.l.-iiliiiii..  iiiiniiiiiiii-s  UK..-.-  Il I i.l.-iliiliiinr  1.1  r.k'IV 

SV'Sl..i.is  ..1'  . .1111111 -:iiri..|-  si-ivl.-.-s   iv.iiilii   In-   iiiij.|i.|ii-i-.  iiiiil   lliil   tii 

ii'iimiiniKi.  III.!  CA'I'V  sjsl. i  l.i  i-i,iii|,i-li-  irilli  li-li.|il ..|ii.i|i,iiiii-s  1.11 

l.li|i'».  s.-1'i-i.'i's  iv.i.il.l  mil.  III.  WiL-Iii-iiil  1..  Ilii-  iiiilili.i  iiiii-M-.sl.  r.>iii-sl..u-i. 
i.ii.l  Knl.-i|>i'ii..isl.;il..  Hint.  Ilit-vliiiiiillii-iiii..|iliv..uiiilllirkii..iv  I1..1V  l.i 

.>ii.:.>iii-ii;>c  llii'ii-  ri-s|M-.-(.ii(-  .-.-.'I. It. ...... i|)i.iii.-s  I.I  ittili/.i.  iii.-iiiit  .lull Is 

1  .-..iiiii .1  rii-i'  liiisis  if  Hull  il.'i.-l..|iiiii  III  III-.-. s  l.sl Livi.-iillv 

I.I-  ...-.iiiiiiiiii'iillv   fi-iisilili-.  |i|,.U-|.  III.-;,.  |iiiiili-.|  .-ii-..„iiisl,ii,..,-s.  I,.,...-..-,'. 

si„'l,  s..i-vi..,-s  iviiiilil  I... I  1...  r.-,isil.li-  r..r  i-illii-r  llii-  li-li-iilii.ii.-  .' (.iiiii.-.s 

.11'   H,i.ii-   siilisiiliiiii.-s.   nnliii;.   :.l.,...-.   'I'l...    N..\l':i'.   iissiiiii.-s  Hiiil    s 

CVI'V  .-1,1,1 Is  ...mill  Ih>  ,ill.i.-i.li-.l  t..i-  i,..-iu-,'i,l  ......III Ill,-, i.-r  ii-i!... 

(lis  .siiil.-i,i|iliili-,l  l.v  iiiir.  .Jll  ..t  II li-iiii.liiiiK  iii.ii--..  ill  .l.-'l..l  .N... 

IS:ill','j.  ('...v  r.Bi„..s  |..-.,|iii.<-»lliiil.  III..  C issi™,  mil  .lassifv  ('.\'1'\'    . 

svsl ;  :)s  ,.„],,,,iii,,  ,.:,ri'ii-,s,  si,ii-i.  Ili.-i-  i,r,-  i,.il.  piilili.:  .ililili..;. 

ll.i  ll'/i.,(  ,-llr.-l  mil  i;,;,iml.-:,i,m  'juili.'in  (,.,-  Il,r  l.i,':,'  lliem.n 
1h  Itihun;,  /i.i.'--  »,..„i  h>'-.  »fii-'-.-<  im- I.WTV  f/o.fn""  .i)-/',/.'.,.,/;,,.,  /« 
//..-  i,il,ml  ../  »,.■,■/;„.,.  /.«..(  i„Mtr  im:,b-/ 

'Mi.  'ri,.i  l.-l|.]il..iii..  .'.imiii.„ii-s  l„li.-  H,..  |i..siti.iii  Hii.l  ill li..-~  r..r 

i.l'iuillllli.lli  .sll.11,1,1   „,.ll  .I.'|..-Il.l  ..„    111...  ...v„s  ll,i-  ('.\'|  \     i|,g,ill:il,'.ili. 

II.T.    ..^     |.'..    ...Ill Is    Hull    r..liiliii>sii,|i    iiiilii-ii-s    |-|.L.|,|..liii;r    iilliliiilii.,, 

■Jt   KI-.I--  LM 
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sIiomI.I  Uavv  1 m-.-!  H|i<.ii  ..liL'ili .i.  I>mI  lli:.l.  si M  <iri;^)iii)h<.n  l»- 

|-.-|lliM'il,  Ml.- I,l.-|.l.r,ll.>  .•.>ln|>^><iV  :.|)ill;'<. 'M  :.\'I'V  SVsl.•n.^Ml.llik.^  M.u  .■ 
:i()ili:lh-.l  wilh  IM-v.siiJ-nir.'ll:.mimi>l  li><'<li:<,  woill.l  n..|.  Ix' .oiirn.lilr.l 
»illi   <-..Mllirlin<C   itilMVSls.   ('.M>lil<-i.l;ll   ii.lih   lliul.   tor.il    |>i  i>;!l">i<lill;;   is 

•  >iii-  i>r  iIk^  Djrijoi  iiHr:nTiii,ii':  of  ( 'A'l'\  ,  :it«l  llx'  siij.|ii>il  ^itMH  h.  il. 
»ill   pn.vi.li>  sirlli.-lrjil.  iiLi'iifiv-r   r<.r  |iru;;i':nn  ui  l^ihur  ii.n.  '\\.i-   iiiili-- 

iM-tiili-iil.  CA'I'Vsvs s  Tn-I  Mini  4  lilt  \m\(  at  VAnnwthMim  pnlitjivi  ]ii'o- 

iiil.ilii>;r  I'ATVMri.l >|>:inv  nsMii^i-^'liii)  :illill:ilMm  i.iiil.l  lirutt 

i\  s<iiii<-\vli:il  (It-hiiiiiMihil  1-1^1.1.  i.ti  Kh-u)  i.to^n-iiiu  (.j-i<riii;il.i'jii.  'I'luv 
.-hum  |l.ii(,  -lli.'iv  li:is  l»rit  lilMi>  imli<-:itioii  In  iliili-  of  iiiiinviilion  ii.  Mii;. 

:ui r  i.t-i^'iiiiilioDS  on   llu-   |.:iil.  of  ( ;.\'I'V'  sy.s(<<i))-^  :illiti:i(.-<l    wiUi' 

li<li'|>li< (-•>iii|i:inii-s";  riiiMK-r,  Mn-y  Ut'i  Mii>l,  siiiii-.  "frli^iili'im.  ciiin- 

|>:iiiV  iiil<-i<-sl.  ill  .-oiiln.!  „(  r-.iiiU-  wns  •|.-('i-.iiNiro  in  <ij  i;;in,"  Mm-,  iiilnt-st. 

of  li'l.-i.! ni|.;inv-:il)ili:il<<.l  CATV  systniis  hi   nn.-rnni  oiifiin;i- 

lion   n.i;;1il.  :■!.':.>  I.<<  ilrfi-n^iv.'.  I   ti.-n.-.-' ntiiiiiiial. 

(i)  Sl,,„il,l  III,:  ff.„,,,„h.si,-ii  i.nil,;/.;/  l,-lifh<,.„:  .timmnn/  iimu-r.ihiii 
.ifjUiiilioi,  ,i-ill,  CA  /'I'a,  r.,-.  J/.,H"ih:li/,  w/iiif  comlifhiiix  iiihjhf.  />« 
iiii/'o>^'i/  I'H  t-iiii/irnftn  ifmit/'-d  hi  ii/p'f'iiHiiii  imxrx  lu  fuilhur  l/ir.  /ni/j/in 
hitf-,:!tl  ,>hjr.-l.h:n  of  Ihf  m-.l? 

-.'.%  Tim  iii<lt-|H-iMlt'n(.  CATV  v.\\\ s  iiikI    Uailio  ILiiiotw  ninui- 

iiumslv  i>)>|H>s<^  l<-lr.|>lionr  i jKiiu'  ..Miti'iNhip  iiflilialinti.  ('<>lnn>l>i:i 

('»ltlo'S\stfinK,  Ini-.  i>l  III.,  I'onli-iiil  Mini  il.  is  in  l.lii-  [iiiMir.  inliri'sl  llial. 
i'fliliitliu'a  In-.  [imtiiliil.-<l,  siiin-  mi.'I>  |>ti>liiMUi>n  would  iMili;ii>'v,  CAI'V 
<-ttiit|ii'l.ili(>ii  iiiifl  rn<'<iiir:);^i>  N'l(-|>ttoiii'  i-onipiioini;  In  ('i]i<,'N<;i!  in  llii^  ihi-' 

iinivriiu'iil  of  Ilii:ir1:-li>i*li st-ivi'i'.  ( 'on  < 'n.^inos  o|.[,(is>-s  :illili:il  ion 

tii><-:iiis»  il.  fti-ls  Miul.  I>v  oti'iiii);:  t'A'l  \'  sv.Miiiis,  n  .-iiiniiMin  .':iii-ii<i  Is 

iif;>>iMii'F  ilK  ivs|)onsil>i'lilv  to  (i-.<:il  :ill  •iis'l vis  I'lfiiully.  Itiiillii  Ihiii- 

OMM-  lH-li.;v<>.s  Mi:il.  Mil-  (n-Miiliilion  -A  |['l<']>li..hi^  i'oni|i:ini<-s'  <>»i..'ni|u|. 
<>r(\\'J'V  is  jiislilu-it  sini-i'-,  on  llin  li:i.sis  of  Mmii-i>:Lst  iKM-forniiiiK-c,  Mm 
iiiiiiiMl inns  iti'o  (hill  (-\isliii;rM:iri->rii:ii lis  :(;riiiiislLli(:  initrnvnliiil  tn-jl- 
iimiil.  of  <<-l('|>li<mii  <-<iinj.:iiiv  Mllili:iU's  »i||  nlinosi,  ri'iiiiiiily  lio  Insiif- 
littirnt.  NCTA  tils..  0|i|m.-^-s  ii[|ili:il Ion,  l.ut.  sUlcs  Miiil. ■  "if  Mm- 
('.<iiniiii:isii)ii  slioiitil,  i-oiilrai'v  Ui  onr  nio-iL  sliiMiiiuns  ui';rinL',  coiisiiliT 
;rriiht(n;f  H-.-liim  211  ■■(■ililn-;;ii.^  in  r.-itnin  cjiw-s  lo  (:iiiii|i;ini,-s  snc-li  iis 
Unilfil  oi-Cciu-nil  •  •  ' 'M.n  Con.n.i-si.ni  slionM  m|ii[m  iik.sI.  sliinVi 
»y\\\.  .nniliHoiis  iijHtii  sihli  si-i-lioii  iM  I  :inl  lii.iizal  ions,  aixl  wonl.l  Ih^. 
nil-iivly  Jiislittcil  *  *  *  in  iin|.iisiiis'  t^'^h■il■lillnR  f:;oin;;  In-vond  lliosiv 

miniiwl  r..i-sii.iill.ii-in<li-p l.-nl  ii-ii-|il,oM.i.<.mp!inics."  (KVrA'.s  j.om- 

l-mii  irilliiM.HIi.-.('...mnii:..ionsl I<t  ll:iM  v  pmliil>il.  alt  lilrplio :.mi- 

IKiliytiHilintioii  vviMi  OA'rVr.ysli'nr..  .'-^nrli  a  i'<';;nl;tUn'v  |i('li<'v  wniiM  wl 
iilio.  KMVo|>  rt^soll■<•.  many  of  Midinlii'irnl  jn-ol.lcrns  cailsiiil  liy  li'lc|ilioini 
.;..in|.:uiy  iimpi-i.-Liry  |.;u U.-ipation  in  CA'I'V."  In  M«>AihMiialiv»,  it' 
pi'n|M.s«>s  pn>Iiil>it.ion  ,>{  iilliliiitlnn  in  iin-us  wtuTi-,  Ukv  alivaitv  <'oii<ln<.l, 
ivi-nlar  )<Oi-pl.<.ii.>,  opiMaln-ns;  'll.i.  j.oMlions  of  (li).  li-lipliono  .,.ni- 
p«ni,-s  am  Viiriul.lnll.  Mmv  rii..  iijiaiiinionH  in  llicir  hi-.licf  I  liat.Mi.- ( loin- 
ntis-a.-u  tvontd   nol.  U'.  jnsii/ii-il  in  lal.in;;  sU'p.s  lo  pioliil.it.  alliliaiion. 

A.T.X.T.  f.-i-k(l.al.  il.  u.nol  jnll»-p,il,|ir  i„(Mrsl,  loiM.„(' inissiun 

lo  lv<rnlali<al!ih:Hion,  ami  Ird.^ll.al  I  Im  Connoission's  roll-  sl.onl.l  l>i'. 
MiiH.  i.r  itisiii-iiti;  noiiiliM-i-iiiiinaloi  V  In-tUini'iil.  lo  t>i>l}i  aliiliativl  an>l 
ii'iiiHlliliahul  (iiKloim-i-s  of  lli»  l<<U']ilif(ni«  comprmv.  C'l'.'^t:  >l-'...alli';:i-.s 
UiiH.siii(»i"iir><-iiiicn-li>.i<vi<lfii<:r)tasllniifai-lH-i-ri'pi-t!Mcnto<l  liMmlit-ali^ 
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lliut.  sn.-l<  :illii>!ili-iii  is  w.nniror  i^  in  :>iiv  w;>v  li:<n»rul  lo  tl..-  |.iil>li.-," 

lll.•^•^  i-:  .-»ilv   lor  Mx-  [>i'<ilii1.i i  of  x'llilirti  ioii.  'I'   \'    ri.iii^-o.is- 

sioi)  )>"li<-ii-s  Hull.  Il*«^  |.ii.;  J' I  ( 'A  r\*  M-ii  i'  •'.  i'^ : 'Hill  i'Nl.-ii^i..ii 

III'  tlii>  i-iiiiiiiiuMir:iliiiii'^  iiir^iiii"-S  I   Hull   iilltliiili.iii  Ijii'ii  I'liir  i.iii^lil 

III  Ik iiiiiiiipi.il.  iMIil  C.iiiliiini.l.  I. s  Hull.  Hiii|i,  ;..  im  r;„.|iiiil  „r 

li-sal  liiii.is  liiillmiiili,|,n r  ri,l.-..,i.iit.iii',ii»Hii.  i.inl.ll.lii (  nilil. 

iiiliiiii.   I'liili'iiiiisii  ri<i<l>lliiil   Hir  riiiiiiiilFsiiiii  :iliiiiil.|  illivi-l    ll:  iiHuii 

linn   I')  sjifiifiii   tiiil'iiir   iirii.'lii'i.- lo  .i»iii-i.-i|iip  iilllliiiHi.ii   in    ils 

liiliilil.v.  ■hislia>;.iij.';;.-slsllii(l  I  lie  I '•iiiiii)issiiiii  .si iil  |ii-niiil  li'l-|ili<iiii>. 

I |iii'Mli>iil.isi'lii|i»'|i:ii' si'sri'Kiili'ill'A'rViillili s.kii  Iiiiit.>iisllu'v 

i.ir.T  111.  C'ATV  i.Tvi.' iiii-iis  »mil   l.v  Mil'  l..|.'|i miiV 

ilSI'ir.    II.  Illsil  Ml^jn-sls  Hull    IVM-l<|ilillllS  III  SII'll  11    |l.llil'V   luilllll    Ih'  llllllll-.     . 

in  11 Ill-,  niinl  iiiviis.  l''in'llii'r.  .lii-.-lii'ii  .-I ;i  Hiiil.'iiv  tiin,"  us  Hi.-i-o 

iv  1,1,  liiiiil.iiiiiii  ini|,ii.i>il  liv  li'lijil ■  I i|i:iiiii'K  <iii  iiiili'  iiHii.'l Ill, 

riclilS  I  lii'ii'  i.-  11"  n I  111  iiivilii.lr  I  In-  i-..ii  1 1  ml  ii.ii  nl  (  .\\\  Imililii-. 

liv  li-li'iil II  i; I iir.   11,  liiiiM'vi'i.  fiili'  s|iii<-it  is  liiiiili-il,  .liisli.-<i 

ii'-i'iiniiiii-ji'ls  Hull  III!'  I ' lissiiiii  si Ill  mil  iiiillimi/.i'.  Ii'li<|il v  i-.im.- 

I ii-s  i.nsiiii.l   UATV  il ii-l   riiiiililius  iinli-.-s  (,.)  simu-.  IViiii- 

ul.|si-.l  (  XVy  iiiu-iiili.r  lias  i-iiiumi  inl.i  ii  li-iiiuluuk  iiiiiiiinisiii-iil.  u-iHi 

llii>li'li'|il 'iiiii|i:iii|M/<|  {iiilu'.iu s..  iiMiiliililu  l.iliiiiiiis Iii.u. 

iiiiliriilii  I luii'li.  mill  (.'I   HiiM.'.Milli .1.1,111  „„i,|.|  I, Iliiiuiil. 

IIS  lliiisii  |iio|i<isi-il  liv   itii1i'|iuiiili-iil.  (lA'l  \'  ii|ii'riiliiis  ill  ri)iii|i!inilili> 

i-iii inilii's.    Iil<:    lii'lii-ius    llial    <iiilii|;li|.    |<iiiliiliiliiiii    iif    Hiu    suli- 

jo'l.  iiDiliiili.iii  wiiiilil  III-  ili-lriiiuiiliil  lo  till-  imliliu  iiilm-sl.  Ihi-iuimi  ii 

sifCiiiliiMiil  iiiirliiiii  iiT  Hill  niriil  si-i..|ii,.|ii   nl  lliii  ri Ins  |iii|iiiliil  inri 

.■iiiilil  111.  ili-iiiiii'd  mil.  i.iilv  iir  C.VW  Mil  iiv.  lull  11I..11  iif  Hi,-  iilli.'i-  In. 

hill-   lll'lll'lilsur   Silll    l-lllll llllllliuillillll   SI  slum.  lIllll-SS  ll-ll-|.l ■ 

I'liiiil ii-s  mill  Hiiir  iilliliiilis  an-.  |ii-iiirnii<<l  In  fiiiiiisli  smli  sj-ili-ius 

1  I-.1III1I1II11  liasis,  al   In.i  iiisl.  C'liiii-sLica  anil  l'.iili-i|.i  isn iiiii-iil 

llial,   in  i-a-u  siu-li  a   jirnliiliil  inn    is  ili-.-iili-il   ii| Ilii-  I '.iiiiiiiii- mm 

'':rriimll'aliii-i'"  i-xislini;  iii>iii'i-slii|i  siliialiiiiis  al.  Ii-asi  in  lliiisi-  lin-inn- 

siaiii-i's   ivlii-i iMi-naliiiiis  nf   am-   aliitsiu-   |ii..|i-|  iui-s  mi   tlin   pari. 

Ill'  Ilii-  l.-li-|iliiimi  I- 1 1-  liaii!  hi-rii  nuiili-,  nr  i-aii  l»-  ri-l il.  Km- 

ii-ili-nslnn  nr  i-\i«l  iiii!  ( )A  TV  si-riii-ii,  I  lu-v  u iiii'iul  Hull   aiii  ailili- 

|iiilii-ii-s  a<lnjilii|]   III  ini-ii-iil,  ilisi-iiiiiiiialniv   [nai-lii-i-^  liivi.iiii,'  l,-li- 

I- mm l.v  alliliali-s. 

lit  .V/ni'i/,/  ,'/i,!  f  V-i,i/ai*.s/-n(  hii/'nw  pali,-:,-^  „r  t;wf!ti,;i.i  iiho- 
,i,-l,r,h,  JHai/  //  .-.n.  <,l  .rfi.il  „„f„n-,  ,m  fr'»-n/h/  I'f'tinlh-^/  I'l'- I'lii'lf 
.-.«.■,...»  :,-.://.V;.i/i.(    C.[l\'    .,:,.,l,-l„,    l/,„l   ,m-   luk    »,.-„.   /A.-  »,./.;, ,-.'   „f 

.,.-//,.,.:;;)i.„./,-,-„(,-|,„„'      ■ 

111.  C.i.v  (1,1  inns   |i|.i »  llii-   1 -111111111,  siim  simiilil   r liri-  iliii-sli- 

lurn  liv  h-lqil |i:illl,-.  ivilliiii    I    v -s  (imii  llii-  ilair  i,r  ,-i--liT  in 

lliia  I'lnu liiiir.  'I'  V  'I'r iiiiasi ii-lli-i'liii^  Hill  vi.-ii  |i.iinl  nl'  Hn- 

li-ti-|il -.  iii.tiulii,  si I  Hull   in  iii-»  III  llii-  III  v  sii;iiili,-a .i|<ilal 

inii-iliii-.mi.i  iiiaili-'liv  Ilii-  li-li-|.linii 1 iiii,-s.  Hii'-  iiii|iii.ilii I' Ii 

li-lliia.-livn  |i,i|ii-i.-s\M.llli|  III-  "ilui|i|irii|il'i i (iiilalili- I  |iiili<ll- 

liallv  ai Iil,;.,  I nili ilinn."  Ii-ailin  I  lamn  .-i- ili  ,a;;ri.,-« I  1- 

li-nilsllial  III  lii-.viif  Hu-l' is4iin's"ri-i,i-ali-ilanil Iv  nai-iiin-s 

al iiiilaafiil    UN ili.-ali-il    i-aMu   rMii..l  nu-liiiii,    i|.    nm'ilil    I - 

ri'tisi-i Iili-liifii-iniil  rr Il'alli.-riiiiriiiiisiili-i.ali.insl,iiiilirri-ii-ivilli 
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iiisl.  Wi'lriiiiimit-itiiis  in  tlir  |-iit)lii:  liilitv.sl."  Nt-TA  iij^ifs  cssiiiilijilly 

will.  Itsulii.  ri;ih..n;rs (i.ttil-^  il.al  ll.iMr.mv.  I.l.iin  imI.-.,,ili|4;  win  niiijr 

}r\\vii  Ui  li-li-i>li>iiiu  r(>i)i|<:uiics<-ii;rit;{i'>l  ill  lliK  it«iis(iiii-liiiii  of  (.'.V'I'\' 
7jiiililii-sjiis)ilii-srfJniiiiltiilv. 

■II.  U  rtli  iv:.|iC'.-|.  I..  :u.).lli;ji(iiiiis  fur  i-iTtilu::Lhs  lo  toiislriirl.  or 
i>|K!n>li>i'l>:u<iirl  fii.-ilil  irs  lliiil.  tvill  Iv  iis<'<l  l<>  |>i-tiviil<-  » i.]<-^|HTl.niiii 
MTvi.-rs  nil<l>-r  piiMishiil  laiiirn  llir  U-l.it'l"'!"'  .■..in|i!iiii..s'  vi.^w  is 
lyi.irrillv  rdWli-.l  in  (lu-.n.|iiiiirjiis  ..f  ( ;oinlii<.invr;ill,iriV,lr].liinu-.  ( '.>., 
whidi  itvi.iiMnriKis  l.li:il.  Il«'  Oiniini-siuli  sIi<mi]<1  r>i>-<>ii>';iM,.  |^l<'pl>^lH^ 

i-i.iiil»iiiii<:s  1...   i.llVr   \viih-.-s|.Ci-(nim   s,Ti-tics   It-r   |iiililislii-.l    l:iiiirs. 

Jii(i.T.A  K.'sii|>iiti»»ii.  Il.i-  fill  iiisliti.;;.ifsip.l.-s.-n  ills  is; Iili;:;.!  inn 

lc>  :ill  .:iis(.nn.-i^,  ( 'ATV  »f  iioii  { 'ATV,  i.llili:il.-.l  or  iiol.  II.  :issii  Is  I  liul 
lint  iiiil.lii-  inli-msl,  m]iiiivs  llii'  j.ri  niissii.ii  of   iiiii.l   iisr.  liy  niMoimis 

or  i-oi oil  i-.UTW.y  nujiiilir-^  willmnl.  ir<;in<l  lo  I  he  iiiil  iiiv,  oDIk'  rnvi'w.i 

tr.Mr.  (;.,x.C<,smns  Hoiil.f  ;illo«\  wuU-  s|»-<lnii.i  wnlr.-  nllVri-.-^  (rv- 
.■tmliiif,'  <.'A'1'V)  I»V  tc|fi>lion»  --..j.ii.i.imcs  .mly  »l..-n-,  no  uiullitirUnl 
CATV  sysliMii  is  iiil.-nV.lr.l.  NCTA  i.i-iHis  (Intl.  •'ivi,l.;-^i,.T(.nii.L  UirilV 
i.ir«riii^-s' nm  *  •  *  in  him-,  nil  Mr  in  il..-iusfhvs,"  Ih^.-:mis.-.  I1«-v  <■'"■ 
sriliili-.  III!  iiirmiii;;  lo  l<-:isti  I'Oi'lions  of  cMi:  sixcl  nnii  fin-  iiniMs.^los.'.l 
|>iil-|HMi',S  t'l^l^  <l>«^ii'  liii'ill'-'  fiol  '•>  •••in|)oi'I.  wilii  •rnininoii  ntViiiM'  r<-- 
s]H>nsil>ilitii<s  In  nllVi-  s|><-<-rrK'.  -sfiiix-s.  Kiirlliriiiniii',  lln-r^t  »iri-rin<>s. 
.\<rrA  iHitirn-.s,  roijslilnir  :i  l'bl:iiil.  iitlfin|>(.  lo  control  :ill  iisi-^  of 
ln-n.-iill>:inil  riihln  :iml  couhl  '/tw  ns,-.  lo  .lis.'rLiiiiii:Uni'v,  nnjnsl.  :iii<l 
imn-iisiinul.lo  irlnUf-i-s,  i.K  «i-ll  ii^  ii.-li-nl,i:il  nnl.i<nin|.rl.it.ive  |.i;i.-.|.i.i'.-s. 
.Inslici^  nrp-s  lli:il.  nnlil  :m«I  niJiss  llic.  Coniniissinn  is  siiltsll.sl  llnil 
itin  nKt:isnri-s  |iro|ios<-(l  in  iis  own  ronnui-nis  (or  iiiiy  nllirrs,  if  m-.i-s- 
siii-j)    :uv.  :iil<-(|ni>U'.  lit  iI.mI   ^^illl   I  lir  lyiMi  nf  .i.ni'i.d  iliv."   |n-.l.l.'Mis 

involvr.l  \n-r,',  tlin  C nissiou  sl>miM  not.  rnli-iliiiii  ii.ny   rnrll.t  r  21  I 

ii|))tli<-:itii>iis  )iy  l<-lc|>lMn](-  •  oni|>;Hiit's  Ui  >-nn.s(i  ii<H.  i'lVt'V  tiinl  olljir 
ivi<li!-s|Nviniiii  rin-.ililicK,  wIicIJilt  for  ntliliiilcs  or  iiiH.,  iis  )>ossll<lv  (lu< 
•  .Illy  sniul.ion  lo  .'n<-(.m-:i^.-  Ilir  li<-:.llliy  <oin).H.il  ii'<^  ilru-lopii.t-j'il  of 
l).»'v:isl.  |H.U-iiri:il  of  l>MM.II>:tn.l  ..mxial  <::il*lr.  'I'lu-.  Niilioiml  I'.n^i 
iu-ssim-nV(:nnii.-iliin.|Mi(tAIIA!uivo'':il(>\vi>lr-l):in(lswil.'l>r<hi<-ln'oik 
.■:u-ii.T  syKloins  l.;i!«-.l  on  ...innion  .uinm-  |Milili.;  iitiliLy  |.nn<i|.l..s 
»illi  li-lc|)lionr  c-oni|i:iiiir^:  Inivinjr  i->^ital  o|.|jininnil.y  lu  {iroviili-  llic. 
l<il:>I  romniiinicul inns  wrvi.-i-,  iin  hnling  (JA  TV,  c.\ci'\>[.  Iit  llii-  ion- 
lnil..r<-c)nl<git.nri>ro:ul>'iis(  niiiM.-r. 

•12.  K(4>ly  I'ontini'iils  wi-rc  lil>-<t  l>\  •-i;:lil  |)iiilti's.  Ilii-  of  ulii.li  iuv 
fv.lriiiinmwompiiiiii-Kiin.l  HSITA  :'  tin'  oIIi.t  (lim-  iin-.  NAKIl.  ()\ 
iiiinl  Cnlihrvision,  Iw.  |<Kiiiii>l|.  iiinl  lln^  Cily  <.r  Ni.tv  ^'oik  (Cilv).' 

The;  (:f(.v's  |.in-|Kisi'  in  filiii<.'  i-i>n -nis  is  niMi'nlv  !<>  siipi.oil,  .Insli'.-.-'s 

n!<:<iniilMMI>llll)OJ1S  lli:il  llir  Ciunniir-^i.ill  (I)  iv't|iiiiv  lt-iri.lion<r  >'oni- 
)>:iiiii-s  lo  oH'ci'  |hiIi>  s|>:i.-t-  to  nil  :i|.|.ti[':iiits  <.n  .i  noii<lis.-i  imiiKiloi  y 
Imsi^;  i>m1  (i!)  i>n.hil>it.  rrMtirlinns  ..n  ( lA'I'V  sysl.-nis  nn-  of  <-.>i,U; 
(!X>-i-|i(,  iiK  ni-i:<-ss:it-V  lo  |n'ol<'.-(.  lln-  inhn'tily  i,(  Mm  iiiUvn-k.  (>\n;M<l'> 
c-oni s  lixUr.  \.Ui;  Stniv.  of  il  r...n|>hiilil  of  <J(-n.-|-»rs  irrns;.!  lo  uninl 


h-  |wr|  >.r  IW  rn->.T.t  In  ll.ii.  Iih) 
'  i'Hy  ut  KoR  V>.rk  k>ii1  n.T  I 
lnH-o  ur  (Ih>  r<>I>>.yI   l.ilillrf  t^ 
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M.,l<'   lilK-  lllllM-l.l.ll'tll.  I  i;:lll'.  I<>  (fMCn.l,  II.IIS  l>ll.-M.',llv  Ml»l:.il.!'   il:^  |n.':|j 

1.... .IV  |."».'.    iPI  I  lM'.M,l  I ,.|.„«l..-,.-|  l.v  lil.-,'»lly  Imllil,,;  ....|,- 

|.i'M<1<-lll.  (:A'I\'   onrliiloiS   tl..lil  .•Mlly    i Iir  l,i;i  rk.  I.  .-n.,,,!    „„  ||,«' 

,'»iru'r's  cmii  Irnus,  ,i  Irasr  l>:..'L  -.mm,^,- il.  'Il.r  >.'lr|,l,...,.,  mi„- 

i.iiiii.'S.'S- iiillv  ivjlciiiliviti-l  i-.T.ni.l i/nlh.-ir  |>ivw.,nsl-.  r.Ni.ii.-i;j..l 

i.i.»Hi.iii  In  (»)  '.iHivinK  lli"  I'" ■.,i..nV  U-g,,]  :,„l ilv  I iiniii. 

|j,l»   Irlc'iili.uic  i- |.uiir   l^t'l'V   c.«(i,'rslii|.  nlllllnlN.ii:    |'/>|    lii~lsliiiL' 

lli;ir  llio  ivill  lil'ilili'lli  is  iKil.  lll:lt  <il'r..ii>r 'mj  lici'  :>.Mn<<  :>  <  |>|-<.<!l;>lil 

,.iiKiii;il..rs,  l.nl  r;.lli..|-  llinl  i.r  CA  TV  i.|,,-nil..is  a.'lii,!;  ,i«  ii,..ii 

ranirrs;  (o)  (ill.riiiK  Ural  CA'I'V  i.|ii'rali.r:i  air  |..-.i,-nillv  ii,..li.-; I 

III  llii'li'liliiiKsiiinK'lir  llii'lr<inii:MihiLiii|.i'lill>.'ii:<|>li'iii;.iii<lli:iiil.'. 

iiiiv  I'd rii   r.ir  lliii  jiiililir.  i T-l  ;   |./|   Minisliii,;  lliiil  .lirli™'s  pi-.,- 

liiiMil.i    Fur  II    nioi'iiliirliiin    in    (.m.-ivyinij   s<'.'lii,ii   :>||    i,|,|,li.'iil  ioin   In 

.■i.nsliii'-l.  wlil.'S|.i-<liiiiii  sv^l s  C"  I'm-  I'l-viiii.l  Ilii-  iiiiiHfi-i  ii-.li.-.-fl 

1,1-lviu  fin-  llli|lliiv:  unill.l  In-  «.nh-lill;  I   ivmiM  |n..|i'iil  lli..  inii.ll- 

llnll   llf  Id   |.nl.lil-»-|vi™llll^\IV   M- .-   II,   IMlIll,  I I,v.,il 

■|'\'.    K'l'V,    li(l,-,.|.l,..lll',    .■I.KI-.I    lilVUil     TV.   |„„|    1,1,111,1    lii.n.l    ,|;,1||;     |  ..  , 

ili-.'liiiini;  lliiil.  i',|ii:il  I  n,,ii,li«-,i .,ii-  i-,s  In'  nil  ( 'A  I  A'  .,,, 

1,11 ilKin  |»ili's  1111,1  ,',iii,liiiK  iMiiilil  I Iii'li,  11.1'  |„,»H,ilil,  „l  fii.'ll- 

iiii'vjiliiiiiiiiiK;  „i,iil,|  ji'„|i,ii.li/.i'llii'iiili'i;rilvnr iiiinn'l ii,ii, :  ,iii,| 

ii,,ii[,I   |>lii,'„  Mil'   liiili'i Ii'iil   i:Ar\"s  i |„,lv   |"i|iili„n;    (/) 

iiiL'tiiii,,  Hull  Mill  viii'iniiM  jiri'M-nl   ivi!iiiiil,,i'V  ,'„iili',,l-i*inv  :„l,',[iiiilf  l„ 

I'U-li-liI    iiliv    nf   till-    llll>,|;i'il    alill>i'i,:    1     (',/)    lil7;ilill;'    lliiil    -I    nf 

III,'  ,'iiiii|iliiiiil.s  I'i'l    rni'lli  ii^iiiii'l.  till'  li-li'|,lii,iii'  ,' iiiiiiii" '  iiiMiii', 

1111:1  iillinrs  i,ii,  ,'1,'iii'lr  iiF  iiiilili'iisl   I'liiirni'li'i',  il,ii:.  im'l.'iiiiil    iiilliiii 
lIli'lVilUll'wnl'll.iniilil'l'Mi,' liiii;. 

K,«/hl„i;„«  ,ii„l  i  ',„:,l„i„m 

i:i.    AKIlilliyti    Mil-    |>ri'i,',llllt.^  ],lll'll"l:l|ili-    |,l.':,'lil    mill    i ,'  i.l    III,- 

lii'Jiliil'lilH  i,r  Mil'  I I lis I  n'|,lv  Ill  <  iiil'iiiiili'il.  all  ,li„'»- 

iiii'iiis  liiivii  lii'i' si,l,'m|   in  all  il'n'ir  |,i'rl  iiii-nl   ilHail   in  llir  liiial 

I'laliialiiiii  nl'  llii'ii'  I'll'ia'l.  „ r  ,'iiii,'lii.i,>iM.  Tin'  ,'i'iili'al  in.ililiini.  ira  il. 

a|,|i,'aiii   III   lis   liaiiii   Hi,',,  iln,  uiiiinls.   is   il iiial,,iis  niu'lilivi' 

eiiiniliiin  liHiii'i'ii  I 'A'I'V  srsli'iiiH  iilliliali-.l  nilli  llii'  li'li'|ilii,iii'  ,' - 

I I"s.  anil  Un«'  ivliii'li  liain  ini  siii'li  alliliali.ni.  Inn.  Iiaii-  In  ii'lv  nn 

llin  li'li'iiliinii i|,aiii<'s  j'lii'  i-illnr  iniisli'ii.'l  i,ni  I  |,'asi'  ,,1'  ,'li: I 

lin'iljlii's  III'   for  (I SI'  nf   imli-s   fiir  Iln-  ,-,,nsl  I'liiliiin  ,if  llii'ii'  mill 

ra,'ilili,'s.> 

II.  Tim  iinli ill,'ui|.l.',l  1,1  s|,i'll  mil  s'aii.'  ,,1  III,'  ii'lali"!  Ii'jial  ami 

I',' mil'    iiriiMrnin  «l,ii'l,    i'i'i|iiii'i'  an   ,'nilv    ii- ,,liili,ui,  sinli  lis  ifii- 

l'i|ililali|i,   IISK  nf    ra.'ililii's  In    Iln'    iinl,'|„'n,l,''lll    I    A  TV   „|„'l'al,il^;  Iln- 

|ni-i,'llti.,ll  iir|i,,|,'lllial   rainl'ili'in  l-v  llli-  |,'l,'|,l„ili,' ,','nil>alil-  al,)s 

lis  alliliall'il   I'A  IV   siMi'lll.  lillin'   in  Iln'  lm'lli,„|s  ,,|'  ,'s|al,'li-liilin   il. 

IT  111   Mil,si,|i/in:'  Mil'  alliliali-  I,,  Ilia  ,1,1  ri nl   ,,1   ils  l,'l,'|,limi,'  s'lli- 

si'iilii'i  1 1  Mil'  r,'ii,liii,"  nil  1,1  am   iMili'iilialli   Ii'sinilili' siaiiil  ami 


'  11,"  ,11  arll.,,11,,'  ,, 


r    I"     inimi: 
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:(24  /■■.:./..■/■'«/  V,n,i>.i,ii<iv<tli»„^  Ci'muiiMit.i,  U'.poil.i 

ih:.>i i.r.,nHM|ii<-ins.)fr.iiMeii(ii,li f  .:.ml  lol  :i«  ri  n-sull.  nf  .limt 

i>r  i.HliMv(.,.|,i'i:,li.ii.  .-rCAIV  s^^ll■■ll:^l>y  lrl.-|.lionl-.uin|M.li.^i. 

ir,.  'I'll,,  Jnslic-r  l)ij.i.ilmnil.  iimI  must,  of  iU'.  iii(l.-l>(ii<l.'iil  (lATV 
i>:.i-|  i«w  :ir;,'ii.-.  Hull.  1 1n'.  t.-l.-|)l.<.n.;  <-uMi|-;M.icK  hiivc,  h.-cn  s.-.'liliiK  (<>  .rxl'-ml 
rl.Hr  .■.■■iiihif,-.!  l..K'|.l..iiu-  i.ioji.i|..,lv  ii.t.,, . ( !..;  mv.xA  of  CATV  i.ii.I 
l.i'M.lluM'[  ('..:.xi:>l  .':•!. l.-s,  jinniurilv  t..  itssiin-  iIi.-miM'Iv.'^  of  r.mln.l 
ov-i-i-  Itii'  .'^-rvitvs  l>.'.>;ull>iLn<l  .'OiLxii.l  ruMr  \vill  |H'l'r<>ilN  ill  llic  I'liriuv. 
'I'lif.  Jiisli.'d  ]>(-j.:ii-liii>'iil,  Ix^tii^t'iii^  'lii>t  U'li-|>li(»it<  .^•>i,i)):(i>v-('A'l'V 
:ill)li:i(i<>ii  winilil  iiiliiliil.  |]i<>  ili>vfl..|>Mifii(,  iif  IIicm-  ik-w  st'ivlo'^  on  :i 

<iim|>i-li(iv«  liiisis,  pioriost^s  l<>  I;itj,  ii-li'plioiK-.  ,■ |i:iiiii-s  ..ill.  uf  (!A'IV 

..«-|»-i^lii| <i_r.i.cnili..UM  «vill.iii  lh<;irl»-l.-,.hoiics(!ivi<T!.rv,-is,  .-x.Ti.l. 

(.iviV..t.n- 1-  .-xisl.'i  III    |.r.-Mil.  i.r  in   I'lin  r..ri-cfra,lr!  fnliiiv."   II.  ills.. 

ri-niiiiitioitds  llial.  \\v.  \ivn>-  (In,  t;i:iiiliiiK  tiT  itll  lcl<-|>li«iic  r'iiii|>iinv 
ii]>l.rM-ali(ms  fur  '^11  lifMilhiiii'l  •'iiMc  :iiJllion/.:ili<>iis  priHliti-:  lli<^ 
ii<to|ili..ii  i>r  iu1('(|iii.lo  ri'^nil:il.>i  V  im-!isiiic!.s.  ^Vcll•>  iiol  Ix-licvr.  [Iiiil..sii<'li 
ii.liim  in  m-i-i-s^siiry  l.>  .-issun!  ilii>.  i(iiliriinj.i,n>il  kicwIIi  of  llic.  w'uW.- 
sjH^i-iiiiih  siM-vii-i-s.'  (lotvour,  tvo  .sli:ill  ].c  iiloil.  I<>  iiiiv  •liMiiinijnlorv 
or  :itili<-.>iii|.clil.ivH  alli,iii|>ls  <lisi-ii>s<-il  in  Uic  ]>(-,|i;irliii('iii;><  loinriK-nls. 

I ii-o|.iiii<.ii.  Mil-  l)i-|iiiiliiii'ul'si>^.sciilitil(Miii(T.rns  will  la'  lorl  l>v  Hk- 

Ui;LioitK  we.  uiv  liiUiii{(  lii-rcin. 

'ir..  TIiooiiliv  liy  11  lr.lq>liojion»ii|.:ii>v,.l>m'llv  or  lhroii-:h  :iri  iillili- 
nil,,  iii(H)  lilt,  ii-L:iiliii;<  iis|>ivls  of  CA'I'V  servings  in  (lie  niniiiitiinl  v 

^tilllill  ,vl>i<ti  iLrtii-iiisli<-si niniii'-:ilioiis.s<'rvt(-i-soiii  li-ii.l  lo  iiii<lrsii  • 

iihlr  iriiii.si-<|iiriii-CK.  'I'liLs  is  NriMiii;  c  iif  llic  monopoly  piisllion  (if  liir  li'k-- 
|>lioiif,i:oiii}i;uiy  ill  U,.'.  roniinnnil  v.  uh  ii  ii-Millor  wh'wU  il  )i:is  rllivi;,'i> 
ronl.r.,1  „f  Mm  |,.il.-,  Iill.^s  (or  comiiiil,  spiu-c)  iv.|iilml  for  l.iu.  .■.onsln..- 
Lioii  ;ui.l  o|M-riilio,i  of  V.XTV  msI.-iiis.  I  lon.v.  Hi.-  U'lriilionc.  .■.oni|.:niv  is 
ill  iin  cirrclivi,  |.o:iil.i<m  lo  i.icciiij.t  lln-  iii;uln-|.  for  ifiin  scrvitT  ivliirli, 
n(.  jtn'.si-nl,  i.srssniLiiillj'  tv  inoiiojii)lv  >:i'n'i<-c  in  most-  |«ijiiil;i(icm  cuiilcrs. 
IL  cuii  :tcc<ini|ilisli  tliis  hy  f:ni»'iii;;  ils  own  or  ii(ViIi:iIl'iI  iiiti-ii'sL  ns 
.■i;;:titisL  ii(ih;iiri]):ili'il  inlitivsis  in  )>ro,-i>l)n^'  ii.vrss  lo  lliosu  ]^<J]l^  lines  oi- 
romfiiils.  NiiiiK'roiis  piirlics  Imvi,  .'..niphiiu'd  lli;i|.  (his,  in  frirt,  li:is 
o.xniT.-.l  in  m:.nv  n.nimnriilii-H  wln-r..' (.|ii.  (.•Icplioin.  f<mi[.:inv  lias 
I'lili-ml  inio  11  poll;  iilL^ii'litiirnl.  iirntii<j>-iiu-nl.  willi  i(s  iillilinli'd  CA'i'V 
.■»Mi|.!iny  1(1  llio  cxrliiKiiiii  of  ol-liiTS  "  iio  iiiiiy  li:nn  sou;.|il  siu-Ji  iiiTiin^-i- 
tru-iiLs  on  M-;ison;ilili!  Icjin^.  A(T.,iirMi;'lv,  llii^  ii.'lions  hi-,  -.xn:  lnkiiiL,' 
herein  iim  tM;;n,.,l  1„  ^nvv^ui,  us  miii.:I;  iih  |»..-^sil,l..,  m,v  Mirli  uLiis.-. 

■17.  Hoifuvi-r,  leli'i.lioiH-  roiii|Kiiiv  |airiiii.l.ioii  uf  CA'TV  s.-rvi.i-  in 
a  runnniinily  iiol.  onlv  leioh  lo  i-M'IikIi'.  oIIkts  from  i-nhv  into  lli;il 
wrvi.v,  Imt  iil.-w,  (eiiiU  t.o  cxU-iul,  HiMionl.  iir.'.l  ur  jiislilWlinn.  I.hi- 
li--le|ilinn»  romjKinv's  inon<'|>olv  jio^Ilion  In  liio:i,|l.:iml  ,\ilii.'  nicililii-s 
dikI  llio  new  :iii<r<liir<-rrnl  M,n  ires  s>i.:li  riinlilies  me  (<x|>e.-le<|  I..  I.e 
I-roviilln;;  in  llm  fiiliii-e.  '11. is  is  I.eiriiKC  (^ATV  .wru.r  H-i'n-M-nls  llm 
liiitiul  |.i-:ielir:il  n|>l>lie;il.io»  of  |.ro:Mll>:m.t  riiite.  leeliuol.>,';v  for  j>io- 
vi.lin;;  s(;i-vi.:eN  requiring'  iiMvi'l.-r  sp.'Lniiii  itish'ilmlion  fiic-llily  tieiii 
can  Ih-.  Kiipplie.l  williin  li..-  le.-lioin.l  Mip:,l.ilily  of  tlu-  e.viKliti^  pi.'inl 
oni..-.felepl..,Mee..ii.piiiiy.  In  lliis  iv-iinl.  (here  is  :i  siilishinliul  exp.'<' 
liilioii  tIniL  lin>Hil1>iiM.I  e:ilil.-s  in  ^ol'lilioii  lo  CATV  -ervire-.,  will  n,:ib' 
eronontioilly  :in<l  terhnieiilly  p.is-^il.lr  u  wiilr  MuiHy  of  new  iin.l 
iliirci'enl.>u>ryi[:es  inyohiii;;  I  lie  lli^  1 1  iluil  ion  of  diilii,  injoi  iinil  ion  M><r- 
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■Ayn  :.iMl  ivh  irral.  -.mil  \  K^ml.  ni''^iiiiilr. I  l.-lriiu-ti  v  M M-t,.,,  nl 

iill  kin.lK.  TIm-k-  is  r.t.' iiil  | i:it  ll.:.l  sii.h  -.-i  vi.<<  will  l>.-  Iiir 

i.lKhril  ..V.'.'  r.-Ki..iiM  an.l  iiiili.inal  .„-l.v.,il.*  , ^ijin.;  '.f  l..-»l  l.i-,...,l 

l„.n<l    .-l.lilr    SV<1M.1S    il,l,T...l I.-.I    l.v    i I'ilV    l.iln.™;,..-,   r..:,xbl 

.■alilciui.lr-i.rM'.iiiini.Mli isali-lliU' siW™>«.  Wlii-ili.-c  Hi-.' -.■•fi.i-"  »  ill 

i-voh'n  ill  iii-iij i]irii-r  iiioili-nr  s<.iiii>  iillii-r  iiisl iiiili<.ii:>l  ^-l.nl•■hliv 

li'itiiiiiis  fur  I'lidiii-  •li-(i-ririiii:ilioii  in  ll.c  li;:lil  oT  f i-  •|i'v.-l.i|.iii.-iils. 

tl.uvoi.T,  (lii-iv  is,  111.  |iri-si-iil,  iiiiijili'  biisiM  l..r  invu'linj:  Un"  intiiisii.ii 

..r(!A'l'Va-iri™  williiiiiiniiM ilviis.al  Irari,  i,i,i- iiii|..,ih,iil  ,;:il>-- 

ivii.v   III  ™l,-iiiiK  llic^  .Vil    iiii.l-M-l.i|.i'.l   iiiiiiti-l    fill-  llii-i;  i.llii-r   "i.l,;- 

ii:iivlil<i.liiii;i-i,rMii,ipiil'i'..:iv. 

IH.    II    is  I'liliirlv   iiiiili'isli'iMihiliti-   mill   ii|.|.ii>|>j-i:il.-   Iliiil    li'tr|-l 

iiiiiil ii'ssliiiiilil  SH'k  I i|.llii'iii..'lri>s  i.illi  I  III'  lii.'ililirs  ii  .|iii|-.',l 

liilllivl  i-Nisliliu  hllll.i.'il 'il<luii:ili<l,i<il'll,.'|i|ll,ll<:  l'i.|'l.lu:i,|l„iii,l 

rn.-ililii's  iiinl  si-ivii-i-K.   Iliin.-.i-r.  in  lli.'  i.i,.|.ss  „r  ,|.,iii:;  s„,  .,.i  i-iii- 

n.il.  loin.  Ilii'ir  |iliiviiii<iil  nl'  iinll.-ji's  v.liii'li  ri'sull.  in  ilniirin^- 

nlliors  llin  n[.]iorlllllilv  In  nl.-n  inilni    llm   lii'ii    iiitil  i- r-iiiL'  i; -N 

Inr    rin-ilili.s   Jinil   s.n'i  iii-«.    Hi-   l.i-lii-ii.   Ilnil    llii'    imMi.-    in J    in 

innilnrii  iiinl  Hlirii'ii inf niii'iiln.in  iiill  l.i'sl  li..  h'Im-iI.  nl 

lliis  Itiiii',  tiy   invM'i'i'inn',  In  llii'  i'.\li'iit    [n  inlii  iilili-,  ii  i'niii|ii-l  ilivn  i-ii- 

virnll I    ror  Mm  lli'il-ln| nl    I   ll:v  nl    I 'r«:ii|li;lli<l  •'111. In  finililii-s 

iiml  sin'viii-s  mill  llii-inl.v  iiini.l  iiinlni-  iinil  n i-siii.v  ii mil  iiilii.n 

nlliiii'  niililins.    UV  urn  nf  llm  n|niiiiiii  llml    lii.'',iii-<i'i mlinn  nT  ninli 

l|>l-lilinii    will    lii'sl.  Iin  iiKS I   liy   ll snlininn   nf  li-li-|i|n,ni-  iniii. 

inmii-s   ill   llii'ii-  .niyiiT   iiinnn   iVmii   i'ii]M!;liii;   in   lln-  Niln  nf  CATV 

I'.visis  In'nniln'  siinh  n"rvm  iiviii'liiiilr  nil'liii'i  ii' inirliinli'i'  <'< I'milV. 

'III.    Ill   vii'iv  nf  till'    riiK'/rnilin.  il   ullilll   I '  inilii'V  In  Imi'  nil  U'll:- 

j.linn. Ill rai'iii'i's  rii.ni   riirni'iliiii;;  IWI  \'  a;vi,,-  l„  ilm  vi.-o- 

liif,'  jiiililii-   ill  llii'ii'  niinriitin;'  liTiilni'v  ''mi'iii    nlinn,   Inr  n |  ,'„„sr 

slnn-.'li,  a;vilill'l'nrillis|inli.'i'  is;il  linli-il.  Anni'ilinnlv.  iv  ^liilll  n'i|llilV 

Inli'lilini , II   I'liiiii'is.' si'i'l.iiiff  iinllnnilv    innf.'i'   n'.linn   L'tl    nf 

llin  Cm ii'iilinns  ,\,[    In  inli'ilnn' I  nlnniili'  ili- 1  lilnil  inn    lin-ili- 

lii'H   tni-  I'Inii I  si'i'vi.'n  In  CATV  si>li'iii'i iniln'  nil   ii|.|.i'i.|i|'inln 

^linninn  ill   llii-ir  ii|>|i|i<'nl  inns  Hull    liin  inn|.ii..,'.[   CA'I'X"   rnslniii'i    nl' 

<'ll.~lni|ii<is  is  'I'liili'.l  In  nl'  linilliiliiili.l  lliliillv  ni'  inilil  i-.l  I  v  hIiIi  I  lii- 

iiMI'lii Ai'i'lii'iillnns   nliii'li  ill.  iii.l   I'uiiliiin  sii.'Ii  slmninf.  nill  U- 

ri'lni'lii'il   MS  111, I'lillllil.'    Fill'  lilllin    A"  it  imu iliiiil    In  llli^  jinlf-v. 

I  in  rii'n'  nf  ll I.ilili   ■•!  I,'li'|ilnini n sriii'is -n  llii-u' 

iiiniin|.nh'    |>nsil  inn    n  il  li 'i ,'s|,i'i'l    |n   j,n|,'   lini's  mnl   Inii    s, ,.  |n 

I liiidv  I'M'In.ln  nllii'is   I'i'.in,  nnl.'lill;.  iiilii  CA'fV   s.'I'.i.'.'.  iis  ilis- 

I'li'Mil  11'.  Ii'li'|.lnnii.  in ni  .'iiri'lri's  nill  nUn  Im  |i Iii.l.'il  [mm 

innviilinn  CA  TV  snn'ii'n  iliiivlli-  ..|'  iinliini'lli'  In  llm  .ii-niiin  |nil.li.' 

I'Vin 111,.' i iinlnii ', Inii  ii-nhil  ni'i,'' Is  u  illi  llnir  iilllli- 

ni.'s  i nnilii's  nln-n'  llmv  |n',n'i.ln  .'.M'lninni' snn  i.  n.   (iVf.  1,1,- 

I  „l,l,-  ,■ ;.,;,.  IT  I'.C.C.  'J.I  ...17.  Ill  I.-.I ..C.  ...,l  ;.TI.;..ili:  M„„;I.;'C„I,I,- 

,•;.;-.„  IS  I'-.c.c.  ..'.I  s[n.i  T.,  r.iiriit  iiii-inii'n.i.'ii  |.iii']....i...riiri.iii'|...i'i 

nnilniili'i',  .vi' sliiill  liminllv  iiilni  j.i.'l  llm  .'.ini'i'j.l  ..f  slliliiil  im.  Inlni'.'ii 
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'tlili  I'rili-.rut  (!ininiiiiiin.vliinis  (.'oiiuiiixxioii  Ue.porU 

llic  tr|i-i.li«m^  <-<>iii|<»'iy  iuiil  its  )>i<>|M>iit<l  (JA.TV  iui.sIoiikn-,  iiiiil  oiii- 
nil.-syl.:i(ls<.i,imi<lc. 

.'.».  hi  lli.xiis.'  (,r  (iiiii-  CA'I'V  ;.()iliiilc-K,  i.nv^ciitlv  ojx'ntl "•?,',  "'■  lii"«l 

lluil.  U>  it^stiM-  :i  iiK-iHiiii^^nil  iiii|.l.' Iiirioii  of  the.  iilxivi^  |..>liii.'8,  il 

is  iii'ccijisaij'  lliiiL  fc.k'|)lii>t)ti  r.mt it  I'liirins  ins  uIho  roijiiirc-il  In  ilis- 

<-iiiil.iiiiii>.  in-itridiii;;  (!A'I'V  MM-vii-n  lo  Hut  jitibliu  in  l.li<-ir  s(M'vi<H<.  :iii';i.s 
l^r(>i)r:liSM.'ti  in.lim:l,iii(-lhM.|.  Mon.rvvi-  u.:l^s'lllTJJlilLl^\is^il1^'(;ATy 
MTvii'cs  wniilil  tiol,  Ik!  j)ivri()i(r>iiKly  wilhtli'iiwii  from  Um  |)ul>)ii;,  (I'tii- 
itonti'V  iuilliori/^ilii>iis  will  Ik;  •ir:ui'li->l  iiti>li^i-»i->:l.i<>ri 'il  t  Uii^ovor  (-.\isl> 
mi;;  niniiuoii  mn'w.v  V.\T\'  duniiirl  :oTvic(-.s  riitnisliot  tii  :ni  iili;ii:ili>. 
vvi(.li  ltms|iiM:ilic(-<irj<lil.ioj)  llistl.  Ill('^'(>  M^i-viii^s  Im  tlis<-4)iil.iiiiii'<t  williiii  I 
yciii-S  frniii  tim  .'ll.-d.ivc  tliilu  of  I  Ills  ii-pmi  iuhI  in-.lcr. 

M.  \\'\:  roiii'lLitli-  lli;iL  llii-iv  W.  iii>  jiistilit^nlinii  for  iii<:Iii<tiii-;  ;iiiv 
Nl».'<-ili.;  .■A.:i-i.li..iis  fi'.iri  llir.  |«.lirv  s|„-lii!.l  ciil,  in  |iiii;ij;t;i1'Ii  ■!!).  W'v 
lH-li<-|-(.  Mini,  wIhti!  IIio.  iii'i'<)  l^^i^'ls,  (l.hiu  will  Ih<,  iii.iiiillitiiiliMl,  iii.lr 
|M-.ii<l.ii(.(;A'rV  svsli:ms  riM.U,  vviltit.!!  iui.l  :il.Ii<  lo  wivi.i-  i.nv  iii,-;i  in 
«!ii.-.l,  ii  li>|i-|.l,on«  .■i.ii.|.!n.vVuiil.|  ,,l  ln-ru  is-,  s.rk  U,  pn.vi.l.'  s.tivi.-,. 
Mii-on^h  iin  nllili:ili'.]  CATV  nvsI<-iii.  (fivuii  Mk^  'l-.v<Mr  [n'l-iod  for  ilis- 
<'.>nliiiit:iiic:.M>r  iimviiliii;;  ( 'vV'i\' s.M'vi.'i- liv  U'I'I'Ik'ok' •:'>i>iiHoii  ciiirioi's 
•  n- llH-ii-:i(lili:il(;s,  \\i-  Imli.-vi^  tliiil  no  siilisl:inl  i^il  .sc.^'iiu'iil,  of  flu-  {.ni>li<; 
iv.ml.l  Ih.  (!■•,. liv.-.!  of  (;A'l'Vs.nvi..-.  in  lliosc  i  iiiiil  .■onniiunill.^s,  i.n.l 

<■ ilics  of  low  )MifitilMli.iii  .I.'iisify  wli.ire  CA.'l'V  .s^rvil;(^  dfriioii- 

.sliaiilvronl.f  iio|.«Aisl.<-x.v|il  tiii-'Mi'.'liuiiamiia(e.>r(hcl<Hiilli-lr|>li<>iic 
i-onriMiiy  ;i|].l  (jius  »  lflR|.li«ii.^  iillili:>li^  iiiEiy  Int  Hie.  only  ^.■il•,il.|(^  s.iiii'.« 
of  (\\'I'V  MTvii-n  1(1  :i  i:oiniiiiinily,  :iilci{niil.r.  luovisions  will  he,  ni!ul>t 
r.M-uaiv<'rsornnyofonrnit<-siiisii.'h>':isi'S  (willi  Urn  nmlnsLimlin^' 
tliiil  :i|>|(nipri;il4;  imnitolinfr  safi-^niinh  will  )ll^  cnijiloyud  asi  U>  tlie 
iff^iiliilttil,  vur'Kiis  iinn-^iil:il£il,  o[H>ritl.imis  nf  the  ulllliiiUtil  h'Icplionn 
.•.niipiiiiv). 

U±  W'n  lilt  nol.  iH-ti.'vc.  f  liiil.  our  rW.uv^i'.  in  jwlicy  will  liavo.  anv  «;ir<'.t. 
»|".ii(Iion-.n^.iilz<-.l  i<.liiori„.:iloiSl!tlrK«»'-niriinil.af!'iMiii.-sin1lic.ir 
i■\^^iM^  of  u  l.r>  shoiiM  t.it  I'm  niis-il  or  fianrJiist^d  In  Ws  CA'I'V  op.-.ialois. 
liolh  (ho  NlaU^  uiiil/oi-  niniii<.ii>al  a<;<>ncic.s  will  roiiliniic  Lo  !»-.  fmi  lo 
rcanr.liisH  any  nonadilialiil  liiilrpi'ii'tcnt  OA.'1'V  fvyKtrin  wlicro  siic.li 
rraiidii.siii(r  is  tinw  part  of  Mii>  |oi-.:il  law,  wliilo  iiiiy  (endcmn'  oj-ojipor- 
litnilv   for  (lisrnniiiuil.iini   liv   a  (fli'pli'irm  rnjiipaiiy  on   biilialf  nf  lUi 

»Hiliali><((:A'|-VsvsU-in  willUri' <i. 

.Vl.  n.  appenrs  ^  <ini  ll.r  ih-okI  in  i  Lis  p!0.;.-.-ilin;;,  as  wi'll  us  fi-<.ni  llin 
various  olln-r  infornialion  li>-i  ilofoiK  foiiiiallv  lironi<;lil.  (o  nnr  al.l.ini- 
lion.  (hat.  Ihn  (i(>U>n|.i:il  :;i'I'.U>hI  of  IImn  .tonlrovi  isy  li'iis  l.ioii  Iho  i»<l<>- 
|><-imI-ii(.  CA'I'V  .svs(<-ins'  all.r'.l  •lilliorllv  in  ohUijiin;'  polo.  IIim; 
:ifra.-hiii(-nl,a<;rfi-h»'nls  from  <!•.-  l-rr.l  lrl<-]ir.oin^  i'oNi|>:Lhi.-s.  Siiin-  p..|.- 
liiK-K  -M-f,  iili  f'^siiil.inl  pari,  of  llii>  pi-nlil[:ni,  l.liry  niilsf  iU'ri-.s.sirilv  1"' 
at>o  pari  of  Iho  s<ilnl.i'-ii.  ( 'ooM-<|iL.-nl.iv,  II.  i.s  our  fiiifhi-i-  <'on.-hision 

ll);tl  luiv  rnl.Ni»niil.hnrilv  l(i:i  li'l<'|-l ■cnnipiiny  nmlrt mtI  ioii  :!I  I  la  | 

of  Ihi-  nrl.  lo  pi-oi-i.l,.  <;.\'rV  rhaiin.-l   farilil  i.-S,  slioii|.,l   I,,-  cnrirlilioii.-.t 

n|->n   a   iIim-io I.i-.l   shiiniii;;   llial    lli.-,  cn-l.imn-r  (^A'l'V   r-v.U-m   li:,<l 

aMulal.h;,  al-  its  opiinii.  poh.  illlarlMnrnl.  ri<.'lils  (or  roiKllli'l.  .spaiv.  n:' 
(li.!.-!.-.Mnayl..-,)  («)  al.  j  .■a^i.maM.- .-I,ai;;-s.  ai.-l  (/.)  uill.oul  nii.l.i.-M- 
>^lri.'lionson  lii>- nsrsJhal  nmv  Ih^  iiri>lr  of  I  lir  rli:iiiii.-l  l,v  llii' i'ii'.|.iio<-r. 
■rhi>opiion  niiisl  I..., pro  loll..- (A  TV  lo.h.m.r  nol  ..nly  al  llif  hiii.- 
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I.r  l]|.^;^IMnl    l»ll.  mIm.  |.ri..|-  (..  ll::il.'<isi M-<-],  :iii  :nv:ii<)  of  ;>  Iih-jI 

l'Klfii:l>lM'.    Acl<i;ii>»i:il    r-U'mh,,r,   is  :ill'.>    |.'.|llin'.l    M>:il    I  Lis  |<oJi.'j    wa< 
jiiaclK  liiKiwiL  l<i  lliti  lonii  I'j':lll>-Ilisilll^'  ;i III  1l. Il'il  y.' 

•Ill  I'c.lo  lino  llUli.lillinil.   (..I-  .■iill.lllil)    lijOila  IllMsl    I-  iiir.-iv.l  .'II  >    | 

ii.,nilis.'i'ihiiiiiilin'vlM»iswli.'Mis| I'.  I'.ii  I.  rsiilil. ,■ il.l, 

I.II    I Ir.   lllllll:lli!i'    nillKllK.    ilil|.'.lil.i.'lll.   |.>   till'   |.'li'|il|..|ii'  .-.,i,i,„'liv  S  | 

cl.li'.'ili siii'i'lv  mm  CA'IV  '.niuiiiiiii.iilii.iis  s.'ivir.s  I..  Ilii  i.tili- 

li.'ATIiii  I'si.Jiii.-i'  I'lr  I.'.-Iiiii.'ii1  rn.iilalii.iiK.  .vjiiHi  iiii[:l,l  |.n'i.'iii  ll," 

Inisiii;-  III'  S|niro  I'lir  ml. MM il  liii.'.s li-.liii/.'  |..'l.~.  hi I.l  I - 

viii.'iii"'lvh'li'iiviil'vlli<.l<'l.'lil.'iiii'i i|.:iiiviir..lll \.-.-|>li»ii  i..' lii.iit.'.l 

|iill>..:ii;i'iili.iii.rl'H.i'l.'.'liiii.':il|.|.'lili'ii..   ' 

■■.:,.  Till,  |.riii.i|.;.l  ii«-.Tli ■  ■■ r  II .1111,1.1, iiii;.  (,'|.'|,l, 

I'll,, ,il'S  Is,  ill  ,.|1,',:l,  „  ,'l.„ll.'ll»,'  I,,  III,'  I  ' ,'-si..l|'      j..r,..|i.  |i.,|,  |„ 

Ii„'l.  Il,is  iii,|i,irv  1111,1  ii,li'i„i,lilii:!  |,n.-,'v.lii|,.'.  S|„'.',li,':,llv.  |.'iiil,',l 

i|ii.'sli,,iis,'i,.,v",i,''>l'llii'|.i'<ii'isi.,i,  .  iisl,',l  ill  ll„-ii,.li.-.'.is|li.'sl:iliil"rv 

i.ii-is  r.ii-  111.,  iiii|iiirv  (S...S.  y, ;(,  I  (ii  ..n.i  (ji.'-Mi,  :;iii,  iiiki,  nn.i  -iirt 

111' I  In.  (' i.':ili'.,iisA.-().  Ill  r,'|.lv.  Il  is  siillii'i,',,!  i.l  |>.'i I  IlinC 

»'.'li..ii  -.Ilii)   iiiiilii's  llii'.  i.i.irisii.iis  ..I   111.'  II. 1.  ii|.|ili,'„l,l.'  "Il,  ;,ll  i r- 

.'ii'i'l  III)  M;il..s'i 1 ii'ii.-iili.iil  l.v  .'in.,,,'  r.iilii,  iii.-lii.l.'S  "ill!  ill- 
sir ll.lllli.'-.  l'i,.'ilifi.'S,  li|.|.llllll,ISl,,l,l:,'l'Vtll,'S  111 l>.'..lll>'l'll,il|,'S, 

III"  ,-,',-,'i|il,  r.ir«i,i,liii.;iiii,l  il.liv.Tv.ili i.iiiiiii-iil.i.iiis)  iii.'i.l.'iiMll.i 

Mii'li  Ir -ii.issi.'ii."  .'<.'.'li..ii  riiil   s|,.'.'iii,-s  11,1,1   III,'  |,iii'|>. f  III.'  ,1.-1 

is  "1,1  i,„ui,l.-,i,i  ll„.  .-„iili-„|  „f  111,,  |li,i|,',|  .Sliili's  ">■,-,- 1,11  II 1,11 1, 

i.F  iiil>-,'sliil„  „„,l  I'ori'i:.,,  ,i,,li,il, s|„i.-si,..i;   *    -   *''.    \ii.|  iln., Is 

liiiii'  L'lii/.i-.l  Hill  III.-  II.  I  .■..iir,',s  ,-,.„i|„.li.-i,si,.'  i-,':,iili -1    |-..,'.,.|' 

1,11  1 1„,  ( ■ iiiissiiiii :  /'■„;/.-,/  ,S','.(^'v  V,  ,•<<>,///(  „-.s7.'i  H  Cii/-t,:  (!,).,  liil-.'  I  '..S. 

iriT  (IIIIIS);  \„l>,w/f  /!r;t"l'„.^nii./l\,,  v.  /'„;/,■./ .\7.,/-',v,  lilii  U.S.  Il'll, 
'Jl!'  (  nil:;)  :  l-\,l,i„l  <',<mw<u,i.-aliuii^  f'.,„n:u.-^i'i>'  , .  I'.in.^i-itlr.  Jtixn-t 

/■,M/;,i,/ (',... iiiiini.'S.  i::i.  i:w  (I mil).  As  i'„i-,:i-''ii,,ii:ii  i."'ni,'s( iiii.i 

r.„'  I.l,,'  I'liiiii.'  iiii,  i.i'i.iiii  iiiiiis  i,f  ii„.  I  :.>ii,ii i i„iis  ,\.-i,-  ir,--v,l 

ih,:,n,  /'M'M-;,,/.  K.  /■■/,.7.-./,v/„/,-.s',  sv  i'\  'Sii|,|..  .'Il' I. '■:;;;.  (ii.sric,  i»  ..r 

('.  Ilil:i).iilliriii,-,l  i„:i:;sll..S.  Slil.'l'l ;l  I,'.-.- 11-,',,- ii-i,>i,iL.  11,1' 

(:i„ii,iiis"i„ii's  .'„ill„,i-ilv  „iili  ,,'s|,...,i    I.l  M-,-li,„.  I'll  ,-,'rlili.'iili„ii   II'- 

i|iiiii'ii,i'„l.  „r  l,'l,-{,l„,ii,; |,;ii,„.,  ill  CA-I'V  rliiiiiiii'l  si'i-vi,-,'  ii|.|,li.'ii- 

!"■ ■.■■.■,'.l,ii;;s.  is  i:,i,.r.,l  r.l.i.l,.,,,.-  l',„„,„„„i  „f  Cilil,.,!,:..  r. 

IJJ\.  -Ii:i  |.'-  :M  iliiii.  ,li,.-i,li'.l  ,\|.iil  ;:ii.  imi'i.  I.,  il,..  n.s.  r,..ii,  .,r 

.\|.|..'llls    r.'i-  111,'    llisliii-l    III'  Ci.l I.i:|   ('i,'',|l|     (.',.i-|i.„,i|-i   ,t,'i|i."|    I..- 

Itii'.Siipr '('„,iil.iii,),'l.:;T,  l!„l'.',l\„,;i.',T). 

i'li-  'I'l,,'  l,'l.|.l ■  l,i.l„-l,v:-  ,-..i„„„'„l'.  i,„,l  ,,-|'li,.s  „|.„  s| ili.-illv 

,|,|"sli.,ll     llll'    ('„„||,|i.ssi,.„'s    l,"r-,l    l,„|l„,|ilv    1.1    lilllil     lll.'s.'.,|.l".r    l.'ll'. 

I.li.iiii' ,',.iii|. Ill, r  I'll  iii'irlii|.iillilii.li<iii  n-illi  l'..\TVsi-l,-ii,S-'ri,.'ii|-"i- 

ii' |,| s  t„  I,,'  I I Ill'  iii-K„,i„.,ii  II, „i.  ,i,;'  ,i,ii„,i'  .,r  i'.\Tv 

'"> sl.ii.isMsiaiii-iliis I  .iliiiiv  Aiiini ,  ,'iili'i-|„  i,.-;  I  l,;il  {VW 

s,~l,-iiis  iii-i.  |,i,.„.  „  |„  I ,r I  l„.  ,>ll„'i'  ,,,„,i„„„„':,|i,.,is  i„,.,li,ii  1,11,1 

II,:, I.    ll„-,,-|',„v.   Ill,'  sili^dili:;  ..1,1    .il'  t,'li'|il„.|l, ) ii's   l'..r  .-|..-.-i:il 
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;i2S  h'id.nd  l.\>m)iuiiih..i\,M,t  i:,„umh!iU>n  h'rp.n-l.s 

ln-!.l.iii<>nt  ill  Miis  ic-s|.i-,^1  is  n.ii!;iii!C  ll"-in  ^;■■.^on.^-.■l:^ss■;iti/.('lls.  W'l-.  :ir<; 
m.;il.k.h.!iKi-.swvirhHit>l<>li-t.lMmnii..ltNiVsn.i.i|.liiii.^vi(li.rl<r!.';illy 
i.r  rii.fiijitrv.  U'l.  Iiiivi!  j>i'.i|H.s<-.I  nili-.i  in  .l.»-k,-l,  K4..  IK-'JDT  wlii.rli  woiiM 
i.n«:litil»  .■.;-..s,-i-mvii.M^liii.  of  ( '.VIV  ;iiul  I.hiiI  Ih<ki.I.-iisI.  in.di;i.  Mw.:- 

otvr,  llir  )m-.a-iili<>ii  of  Ii"<inil.l<-  r>.iimilnili<m  iiT  iiihtiol  of  roiii- 

iiiii>iii-„'ili<iiis  hii-<li:i  li.'is  ilhv!•^s  Ixiii  »\  •in-xi  i-ohiviii  (o  u-.  'Ilxiit 
H.iivly  •iiiiiiol,  Im;  :.ity  <im-sti«.iiul.i.iil.  fin-  imllioiily  I"  nj^iiliiUj  M11-.  Ii-!,;- 

|ili(iii(t  ji;iiiirs'  iiiriii'slnio  I'oiiiiiiiMiiriilioiis  ;n;iivitiis,  iiiiil,  liy  imw, 

.lilt-  :i.i).li..rily  fi>  is>ii<;  n-Kiilitli»'"s  |H-i(:iiiiii.K  U)  UATV  (i|M;i:iliiiiis  is 
■■<|.i;.Hv  vu'll  cyljihlisricl."  Simihu-  t.-slildii.i.s  01.  .r.iicTiiliiilK.t,  of 
mvm-i-slii|>  ii)  MM^  |>iit>lir  iiilci.sf,  \,:,m-  Imvii  IkI.I  fiiNv  williio  Urn  Cxm- 
iiiirwi.iit'ssliiliildiy  iii:iii<l;it<^  In  /A.  v.  Mor.i-  /l,;„t./,:i.-,/i„i/  Co..  ;;M 
■(I.S.  Me,  (III-,  ('tmrf,  iiilcr  »)i».  Iirlil  lliiil  I  U-  ('oiuiiiissiinr--  |.<>\v<'i  li> 
issue  n-<;iil:ili<ins  iKitlioril-.i-s  it  !■>  liiiiil  '■unri'iiliiilioii  L>r  ::(;iMi>iis  iiikIii- 
:l  sih;r|„,..,i,ln,I.  Siiin-UL<' shil.ili.nl  "f  |.ui.lir.  .■.mvi'liii'li.v  ;....l  lur.vssil  V 

is  ilinw!.tr!.v,..nh.r!iiivs.«ii<.ti::iU""'">  ""■'■'•  •'^'"'"l'""'"""l'"'«''"" 

tilxnil  <.iir  i'>-s|...iiMliili(V  (i>  wvAw  il.  <-<'il:iin  lli;>r  :iiiv  I.oj  i/.;il  ion  Is- 

sii<-.I)m' IIS  will  ii<>(.lKMi-4-<l. -IS  u  I. x'l  of. li»',iiiiiiii;i[i'.iij.ii(li>nr:Lir  •-•><». 
|H-rilt<iii,  iiihI  will  i)<><.  i)il>il>)l  lh.<  riiliiiv  ;;i<>wlli  iiikI  .I.mvIni.kkihI  of 
I  Im  \\  i<li-  s|)i-<-|.riii>i  Si-rv-itrt-s.  ( }ii  \)»\  i-oiil  1  :ii  y,  our  iiiil  liiii-ii/.iil.ioiis  slu.iiM 
:iKSnni(li;i(.  Ilmi-iliitmoii  .-aiii-r  iipiiliciml.  s  iMTvicd  is.)iri-ird  in  :i  iiiiiii- 
I1.T  ."ii-u^lciil-  wil  11  UlC  Iii-sl   ilih'l i-J.  ..f  III-  .-oiiiliiiiinl.v  il.  Si-H rs. 

;.7.    It.   is  ills..  III;:...!   Uy  some  of  II.-   (i-.tr|>t,<.m-  r..iii| i.-s  llNit.  Ilitt 

.■oiii|.|riiti(s  nlH'iii;;  jiiil,i.-.ii..|.d  ilini  iiiid  <lis.i  iiniiiiiloi  v  i.riiHir.s  on 
Mic%  [»ii'l.  of  rill'  t>-l>'t>lmii.-.  <'<iiii|>uiiii'H  iirr  |ir  iniiiiiiy  )ii>lil  ni-^l.  issii<-.<  .ukI 
do  nol.  mniii  ivilliin  0111-  liiksii-  jiirl~<li<'hnii.  II.  is  iiifii'il  lli:it  niiv  ;i<'lioii 
1:ilirn  l>i-  iislo  jiioniiiliriilr  iiilcs  |>i-ihiijiM>^' Iosik'Ii  itiiincis  woiijil  l>i-;ili 
:Lll<-iii|>f  loi'iifiim^llx-iMilihii^l  l:l^^s  of  llii-  I'liih-d  Shil<>s  ^vIm.'Ii  riiii'-- 
lion  Coii^ivss  li:iK  iM<-;;hI<'i1  lo  11.^  I)i'|.:irlninil.  of  Jiislirt'.  Tills  I'on- 

trillion   Ikis  I n  ii.h-iiM.-.'.l   l>i'r»i<-.  tin.t   is  .i.K|>i<-.ssl v  irjivl.-.l   liy  l.liu 

.0111  Is.  .Mumfi.l,!  J»v,».il  r.:  V.  /'.r.f'..  isil  l'\  o.|  S;H;  .V. /.'./'.  c.  //..s'. 

:'.V.t  IF.K.  I'M),  l|.  is  not.  o| in  .(iiisl.ion  (hat.  iiiiljlnrl.  |io1i<:irs  niul  llir. 

iml.lic  in(i'r.-sl-  sliiniliuil  of  l.lii-  < '> iiiniiiiilioMS  Art    :11c  r^.'^rly   11-. 

I:il.-<l,  iijmI  II.:i|.  woiiiv  ol.li;:ril  U,  -iv.-  tvrif-l.l  In  lliiil,  t.ollry  in  ii|>[)lvin-; 
l.lti.  sldlntni-vsliiniliiiil.  //.,s'.  v.  /.'./,'..  I ..  V.f.K  U.S.  :i:U,  (111.'.!))  wlii-.njll.o 
('•mH.  n<il.><r(.|i:t(,: 

•  *  •  Till-i  (Viiirf  ■■(jiiNi^I.-iillv  lirtil  rli:tt  u'Ik'ii  l-:llr-.-<  iiri'l  |ii-:ir'f i<-,...-  ri-hiliti'.; 
Dirri'lii  wrrc  <-li:.l)<.|it:<-il  )i<iiI<t  llic  i>i>litni>t  liiw.f,  llx'  iii:<'ii<'i<''i  t>:iit  |>iiii,Jin'  l-trls- 
(IMIim  III  nmxiilrr  llic  n-ii.sniiHM.-iii-s:.*  iif  i:i,.ii  nilin  iiikI  iiniilii-t's  En  llu-  lii:1it 
of  IIm-  ntiiiiy  n-lcviiiil  r:ii'ti)FM  lii''liiilii<|.'  iilicci'il  iiiililni.-^i.  vinliiliiniM,  Tor  ollimiiM' 
N|H>milli-  nHInn  hy  ri'il<-r:il  (oiiiH  ukiiIiI  ihsiiitU  itii  iii^cik.v's  .lilii-ili'  n'Kiil:il<'r.v 

:^S.  ]Mi:.slir<-iiiv|»-;ih''llv:ir<in.-.lii.  lli.MvplicsoriiH-U-l.'t'hom'.-oiii- 
jMiiii-s   lli:il.    liiJMV    of   0 o, 'Ills   .'lilir:il   of  lli.^  (VA'l'V'-l<'lr|.li.>Mi' 

.■oi.iiii>MV!.llilii.lioii;«-.'n-|iolslij.|".il.'.l  wltli,';j,.Tili<:r;ir(s;iii.hlchiil.-.l 

•  lr-s,-i-i|.li.Mis  «f   :inli.-.)iii|ii-lilj-,r    |ii  :i.'l  ins.    no\u-i't'i',   l<'h'[il <i   i  inii- 

|i:tnv  |.!iili.-i(.:iii(s  I'liil  lo  .-.n.^iil.-r  lli^l  i\u:  .snl.jc.:!  |,i„.  .-.-ilin-  is  a 
!^-iii-nil  iii<|iiirv.  nol  ilinvf.-il  t,i  :.ti.vili.'  i-i.iii,iliiiiils.  UV  invjlcil  inU'i- 
<-sl<->l  |i:iHirslo.-oniiii<-iil  on  Mm- fiinnil  |in>l>li'ins  |ios<'.l  liy  lluM'flVrls 
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.1    |«,l.-iili;illv   i..l..-i,-i.l   iij>li.<.Mi|.<'lilivt'  ' Illi.iii^  ..f  I.|.-|-I,.,n 

I v-l'A'i'V'   alllli.niuiis   ..11.1    ..r    II..-    |.,.'-il,l..    ...lu'i-..   ,■„.,.- -i..v.< 

ll..-n-..r  I'.  11..-  j.iil.li.^  i..l..i-.".|.  W .•  s:.li..li.-.l  Ili.ll  II..-  |.rv,.nli .f 

■  .I.I.  |....sil.l.i..l...-.-^  ri.Ilv  »'..!' ...K'  |...1i''v  lii..lii.:.s  l...|v'.i..  .tii.l  It... 

.....    .-.ll....  .<l.l,'ll.villi...l.il'l...'>.lll..'l.l. 

.v.i.  ii.,ii.-.i  ii.  ii»  i-.-i.iy  :.i.-..  ..i.j.vi.,  I..  II „^i.i.-,-..ii....  .,r  j,..i., 

l'.,.il'.ri'.!.  |..i.i-ilv  .-....-i.l.-.v.l  .■  m'll...  , ■...'li.|:.l...l'l.,i'.ll  |...'.-.«l' 

i..!.'.^.'"  l!...i.'M-|-.  ii.  |.;.ii.-i..|.l.  T  ..r  II..-  li'.li.r.  i.-f.i-.i..i:  I"  '-..III-;...-.! 
iii.li.'<...i|.<-liliv.-  '..'livili.'s  ..r   ll.<-   l.-].-|.l .-.  |.;.i.i<-..   ii.  .'.'m.<<.'ti..ii 

..III.  I...II.  |...i.-  lii.c  ..ii.i.'i |.>:>.<i ;.'.-.< I  h.iiiK"  '->.-  .<;-i..'.i  >.. 

.....1,.-  .-I.-...'  II...I  ..lll...l.t'l.  ll..-<- 1. 1. ..-...'.-.. ...-.-  ill  i-.....-  il.  II.- -..II- 

.l..l..|li.riir.-,.j.-,  Il..-ii.i..vl«-|..-r Il.i»l...|iin-i-..:<.v.-l|.  A-.■...,l• 
i..';ir.  w.-ii|<:i.-.l'-».i .°K;..F..|'..i'n.~ll...-.'|..:..'ll V  I.....-:.  I..-..I-- 

iii"  ....  II..-  .|.|.--li....s  I'.  I..-  I h.-.l  il.  I  hi.-.  I .-.111.-. 

•  I<).  <) .1'  11...  .i|>|.li. -..I  >....-  I  M.-ii.'.  'l'.-l.-|.l...i.<-  ('....  l-'il.-   N...   I-  <■ 

;i:~-.i.  i...'i...i.-.i ....... ..i.  II..-  IT  i.-i.-.i  II.  II..-  :.|.| lix  I..  II..-  i...ii r 

ii..,..i>-r.  ..Il.-i-.lh-  ill. ..I..-.  .1   I. III.-  ..I.-.-   Ill  |..-.- I  si. ..'I.  ....I..-I -l.i|. 

>.ii  ii.i>  |....'i  ..r..>i.-..i'iii.>.-.[.|.ii--....i  I.-I.-I.I....1 ..|>..i.>''s<.iii..-i-  .1.  ii.(- 

rA'i'V  .-iv.ti.-i...  Il  I....  I ii-,>.-.i  II...I  II..-  i....ih-.i  .-^l....l  ..rii..-  .-.-1.1- 

fi..i..-.|i;i.V:l.....l.l  .'»-!. i.lr  sii.-l.  :'.|.|.r..-..ll...i   1. I..-  s.-..|..-  ..f  ll.i-  |.r..- 

Iii.».   W.-  l..-li.-..-.  I.....'.-..-.-.  II. ..I   II..-  , I  l...i'|-ii.u  .M.v  ..ii.l.-ii-- 

..i.t.-.-«i..-.-i.ii-i.ii r. I  I'll  ..r I. .1.1.1.- -.  i.ii-.ii..  iiiiit  III.-  .-.-..li- 

li.-l    ..r    II..-    Mil....li....     |-|-.|..i|-.-    II .Iisli...-|...|.     In-     lll.llll-    Im-IM.-.-..     II 

i..iii.ii'ilr  .1. .I|-|.|li.i|..  iiili-i-,-Hl  .....I  ;.   I'lill  i.|-.-..i.l.'..|li.i~ ..-..-.-|,|. 

i..    I..|-,.'..-.  j...l.li.-lv   I..-I.I   .-...|,.,|-.ili....    ..-ill. II. .Ill   Ml Iil...l.l<-i>. 

Wl.il.i  II..-   I...l.l.-'|-  ..I'  ..II    i..l.-..~<l    ill    .....i.v    ill. i-s  iii.iv   li.iri-  II 

-iiiiiii  iiiii.ii-i..-.-  '.II  III.-  ..|..-...ii..i.  ..r  III.-  <'.v'r\'  si-'i.-ii.  i.i  .|iii-.-i 

il    i."  nlil'i  lull-  lli.ll  s.i--t.  .1  |.,-.-s....  Ill|-I..l;;l.   I.i-.  ..lliiill-.  ..Ilili.ll  i.... '.  .-I.-., 
V  l-\l-il   .1  f si'l'-i.ilili-  ii.ll.i.-...-.-      |...l.-i|li..l|v  .li-r.'lllili;;  III.-  |.i>li.-ii-.S 

■  -llllll'-i..l.-.lil.  ll.iB|-.-|.'.llill..I..|-.|.-|-. 

III.  -H.-i.-i-.-il  .|.i.-..li-.,.s  il.  II i.-'-  ill., nil-.-  i III.-  i..l.,-i-!.i-  Ii. ii.l 

'.I-  |i-.-l.lli,-..[  .-II.-.-1S  ..r  ('.\'['\'-l.-l.-|.l.......  ...........1..-  ...Mii-.--.l.i,i  llllili:.li.>ll 

"11  III.-  i.-i.-|.i...i i>.inv's  r.iM.isi.iii.'  ..r  s.-i-vi'-'-  I',  iis  i.-i.-i.i 

s..i->-i-ii.'-i- .  II...V I-.  II..-;-'.. II-.  i,.i..i  II.,-  ..-|.ii.-i..  n I  .I...I..L 

I'l-'.i-i.l.-  ....Ili.-i.-..l  i..r ali..i...l  I. ..sis  r.ii-  ...iv  s|i.-.-ili.-  Ii.i.|i....s  ill  lliis 

i.-|':.i-il.    I''lllll..-I -.ill    li.-.l    ..l'...l|-.-'.ll.-|||-:i....S|-.-,.l.'..-|ill,.   Il-l.-|.l....ll. 

V  I'.V'I'V  .-.llili..li..iis  ill  llii-  s.-.-vi.- IS  ..r  II,'-  l'-l'-|.l..n,.-  .- - 

|>lll.i.-s.  il .1-    I,.,    ,-... -.,.-.-   |...|.-lili.ll  .li..-.i...il...l..|-V    |.|..'-|i'-,-s 

„ill  I ,-i.|,-|-.,l.l,   .1.-,-..-...  .-.I.  Tl..-  sil..,.li'.|,   is  siii.il:..-  ..ill.  i,~|«-'-l 

I..II.,-  |.....sil.l,.  .l;....-,-.-,,r...,l.si.li,.,.|i..||',f  ,.||i|i..|.-.|  (■A'l'V,i|,.-|-..li'.llli 

I'V     l.-l"|.l .V,  11. ..Kill;:  s|.i-.ili.-   Ii.i'li.i;-s  nil '-.s..v  .ll    lliis 

Ii -    I  I'. ,,.-1.-1-.  si I.i    r„l l'-,.-|,.|...,.S.IS   |-|S|.li.'.-    il.  1 1.'  I....II.-I-S 

iii.i,  i..-ii..-....i.i.-.-i..r,.  i.,i.-.-|,i...-.,sii..,.. 

■  y.    V..ii.'i.s  .-...1. lis   „,-,- l.li-,-<.,-,l   I"  ll„-  ,-.-;.. .I.,l.,n-   ...inili.-.-i- 

li -'.r  III.'  i'..iiiM-  lis ir  i.iL.i.i  I... ...1 .1.. I.-..  Ai  ii.i.s'|."ii.i  il  i.s 

ii.ii".«.'ii.i"  I.I  ri.i'-.-'-'-.  I'-i  III'....- 1"  |.iii,i.i.-  r..i-.  II..-  i.,.-.i.-.i  |...ii.-,  "1- 

l.-.;lll!l|..IV  ;;.li.ll.l,.-.-  .is  I..  Ill',- ;lll.-rs.   1  In,,'-,  l-l ,  „ .-  .-\|..-.-l   I"  f.i,.- 
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■;(;iO  I'.ihnil  doiiiniiiiii.iilh-i,..  r„>ii mission  /.'c/xiHn 

;.-<.nlijiiM-.l  •'Mi>:iil<ii<l>.>ii  r<>  nil  iii'u  »i.l<' s|>i^.lr<ii>i  si-ivi.c  oIlHiiM.'^, 
.':iii<l  M  ill  <'<>iiliiiiiiHi><'ii<(«ir:i^i-rijll  mill  rn-i' roni],.!  ilioii  in  llii'.l.'ii-l<.j. 

fiu.i.(.   ..r   Midi    s-nin-s   iiiiiW   !ip|.i..t.iiiilc.   (Jiiills   \>y    ull    ijilcri-slo.! 

■  i.:u(i..N.- 

;  ('.:;.  hi  li^'lil.  .>r  nit  ..r  ll.f.  i>.ivi:»\ntu  a»<l  ■'>  i>iii>l.-ii>-ul  mn-  :il..iv.- 
Ini.lMi^'s  \u:  .niirlii.l.-  Miiil.  Ilir  iiiiMm'  iiil-n-sl,  uuiil.l  I.e.  si-rvnl  l.v  Hi.' 

i  ii.|o|.li..ii..nii>M-iili-s><.-l  rorll.  irinpix-iMlix  A.  Aiiflioiilv  ror-llnrnil.-s 

l  :i.l.>|.li-<|  iscjmliiijinl  in  scrliohs  Lt. :'..  1  <il  iiii<l  (j), -2M,  :mi,  :;ii:-.,  :('iT, 

i  ;;o.s,:{i)ii,!iml  i(i:;.iffiio(:(iiiiijnirii<:iii.MisAw. 

'  111.  Aiiur-lin^'lv, //«>"<■'/'■/■'■./. 'll.i.l  \U  nil.-spi'l,  forUi  in  iipix-iuiiv 
■  A  Wn-i»Aii-  m/,i/>tnl,  cffcrl.ii.^  M;iii-)i  tC,  J!)7(),  iiiid  lliitl.  Iliis  i>ioi-<h;.I- 
i    iiifi  is  lii'ii'l)y  T  I- 1111  inn  I  nl. 

Kki(I':i[  vi.CiitiMiJNtcA-rnixsdiiMMiRsioN, 

Al-I-KNIMN'   A 

I.   I'rirl  Vii  h: ri.ii-.l  lis  fi.U.iwv  : 

Ni-(v.sii-lii>ii-(tK;.ril,  ih-;.rJ'>,  cKt.r.i>.  niKl  n.lf.T  :ii<'  mdri-il  U.  n-.\<\  ua  rollimK: 

S<L-ir.l  Aiifli'iiliimx  of  l,l,fhi;u:  r,.„mi<;>  .mri-,*  l«r  ivur.'/riK-/!....  «»./  ■.«■ 
i.,Hi-.in;n  -I  i-ATV  •hai.Htl  fti-rilillri  ti<  Ih-.r  >.rrin:  iiivan.  A|<|ill<':iti..M-^  l.y  l.l- 
J.I...II.-  .-.>■>•  III..II  .!,rii.-rs  r..r  iikNimi  ily  l.i  .-.•■islrii,  I  ..i-  ..iKrjil,-  itjsl  ril>uli.>i.  lii.ili- 
lii-s  li.r  I'liuiiiii-I  si'rvi.v  li.  .'lUiiiiMiiiil  v  iihIi-iin.i  lilivisicii  d'ATV)  ^y>ti-iiiK  in 
llii-ir  WTviii-  iiniis  siiiill  inilml.-  :i  kIi..«1ni;  Mini  ri|>i.lii-i>i>l  ih  niinliili-il  j'li.l 
Iiii;>lli[i:i1i-ii,  liiji-'tly  or  iiiiljn-illv.  vvidi  Ilir  iii-..|h.msI  CATV  riihliiNX-r  i>|-  •iisli.iii- 
.-r:<.  A|i|ili.iilii>iiM  uliE.-li  ili.  mil  ir.^luiM  Mk-  KliiitviiiK  ri-i|(lli'<-il  l>)  lliiii  scrlii.ii  f.  ill 
(»■  n-liirii<-.l  as  ii 'i'i-]iliilil>.  fur  liliiii;. 

NinK  1:    (ii)   Ah  um-iI   ii>  lln-  iiliuii-  ]iiir;ii'.riii>li.  lin-  liiiii   " i-lnhMl   mikI   tii)- 

iilliliulfir  luirH  itiiy  iiiiiiin'ilil  <ir  InisiiMvs  irl;iliiiiislii|i  wloit.-'oi'Vi'i-  liy  <-.ii>li':iH  ■»- 
..ilit-rivlM-.  .liri-.'Hj'  ..r  imlir.'.llj.  Iirl«ii>ii  llii'  cai-i.T  :iii.l  ll.i.  .:iiKtoi.ii.r.  .-x.-Mi.t 
•iitly  Uw'-.inh-v-n-<AT  ri-l:iti>.iislil|i. 

(It)  K\iilri|ili-:i(iri;iliiiilii>iis  In  >\h)i-)i  >i  cinlcr  runt  its  iiisIiiiikt  uill  In-  iI.'Iin.iI 
tit  In-  ivInKil  iir  iiimiiiloi   ini'hiili'  llii-  r'.lli.niiii;  iiiiKitiK  oIIkth:   wlitn-  oirr  is*  111.- 

ilfliliH-wnilil'iruriliiMilIxT  (■'V.v|il  Willi  ii-.-^ihi-I  In  I'linrL'iH  Tor  i' ii>iiiii'-:ilii.:i 

KiTvlif);  wlMT«'  (iH'v  liiiv.-  !i   r-.iiiiiiH.ii  <illi ■,  ,li ii-<l(ir,   ..r  iillur  |iIm-.'-s   :ii 

ll>i-riiuii:ii:<-iiii-iil  ■••si-l:  ivIkti-  llnn-  is^iiiv  i-l Ill  iir«»'iii'rKlil|ii>i-i>M>i'rllii;i[ir'iiil 

iiiliTi'M  iiy  mil-  ill  tli<>  iiIIiit;  mi.l  vUti,-  luij  jkitIt  Iiiih  ii  Ji<i:iiirliil  iniiriM  in 
IikIIi. 

NoTK  :■:   ill  ii|i|iiylii|;  Ilir  |iri.ii!-i<iii.-<  iif  llii'  itli'ivi-  |i)i|-]l;:rii|i)is  i.f  Mils  Ij.ii.  |., 

■  Ill-  hlni-kliiililirs  iif  ii  <-i>i|niruli<iii  nliii  li  li.-is  imnv  Itiiiil  fil)  k|ii.'];J»iIiIi'|i: 

(;i)  Only  Pli.w  sl.i.-l.ln.l.I.-rs  iiih-.I  I.i-  c.ii^i.li.r.-.l  wli..  iiri'  iilli.-..i«  ..i-  iliri-rl  ,.i -. 
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[The  following  information  was  subBequently  received  for  the 
record:] 

QUBSnONS   OP  THK  COMMITTEE   AND  THE   ANSWERS  THERETO 

Question  1.  Do  the  states  have  a  legitimate  interest  in  cable  activitiee  because  of 
the  use  of  public  rights-of-way? 

Answer,  We  would  agree  that  because  cable  television  systems  typically  utilize 
public  rights-of-way.  local  governmental  authorities  du  have  a  legitimate  interest  in 
oveiBight  of  any  cable  activities  which  are  reasonably  related  to  such  use,  which 
UBually  focuses  upon  the  award  and  supervision  of  franchises.  This  process  is  usual- 
ly best  accomplished  at  the  municipal  or  local  level,  and  an  additional  tier  of  state 
regulation  usually  only  compounds  administrative  burden  with  no  attendant  bene- 
fits to  the  public.  As  S.  622  correctly  recc^izes.  there  are  certain  matters  of  such 
overriding  Federal  concern,  such  as  carriage  of  television  broadcast  signals,  that 
nonfederid  regulation  must  be  precluded. 

Question  2.  Does  the  Federal  Government  have  a  legitimate  interest  in  the  car- 
riage of  distant  broadcast  signals,  which  affects  the  broadcaster,  who  is  regulated 
under  a  public  interest  standard  by  the  FCC? 

Answer.  As  the  Supreme  Court  recognized  in  Southwestern  Cable  Co.  v.  U.S..  392 
U.S.  157  119681.  the  carriage  of  distant  broadcast  signals  is  "interstate  commerce" 
even  when  the  signals  originate  in  the  same  state  as  the  cable  system.  S.  622  is 
clearly  correct  In   precluding  non-federal  regulation  of  broadcast  signal  carriage. 

However,  the  fact  that  the  federal  rather  than  state  governmental  level  has  the 
legitimate  interest  in  the  carriage  of  distant  broadcast  signals  does  not  resolve  the 
iwue  of  whether  r^ulation  of  such  signal  carriage  should  be  imposed  at  the  federal 
level. 

It  has  become  clear  to  the  FCC  that  it  would  be  the  rare  case  where  a  cable 

r:m'e  carriage  of  distant  broadcast  signals  would  have  any  detrimental  effect  on 
ability  of  the  local  broadcaster  to  serve  the  public  interest.  In  response  to  this 
judgment  the  agency  has  issued  a  Notice  of  Propose  Rulemaking  in  Docket  Nos. 
21284  and  2098S  to  remove  the  current  distant  signal  regulations  of  cable  systems. 

The  proposed  rules  would  eliminate  the  burden  of  proof  on  cable  systems  to 
demonstrate  that  signal  carriage  would  Dot  harm  local  broadcasters.  Rather,  be- 
cause of  the  evidence  that  cable  systems  do  not  generally  impact  broadcasting,  the 
burden  to  move  the  need  for  artificial  protection  against  signal  carriage  would  be 
placed  on  the  local  broadcaster. 

Therefore,  we  believe  that  the  approach  taken  by  section  335(f)(2)  of  S.  622  is 
wrong  in  two  respects.  First,  it  mandates  the  FCC  to  impose  broad  general  signal 
regulations  on  cable.  Secondly,  the  burden  of  proof  to  eli'ninate  the  application  of 
■uch  signal  restrictions  would  be  imposed  on  cable  systems  on  a  case-by-case  basis. 
Any  exercise  of  federal  jurisdiction  over  this  matter  should  only  be  on  a  case-by-case 
basis  upon  a  substantial  showing  by  the  local  broadcaster  that  without  such  protec- 
tion his  ability  to  serve  the  public  will  be  appreciably  affected.  S.  611  appears  to 
adopt  this  latter  approach  in  large  part  in  a  fashion  consistent  with  the  overall 
deregulatory  marketplace  approach  otherwise  evident  in  S.  622. 

Question  S.  If  a  cable  system  Is  the  sole  source  of  video  programming,  and  thus  a 
monopoly,  should  access  by  parties  not  affiliated  with  the  cable  system  be  required? 

Answer.  If  the  cable  operator  were  a  monopolv  in  this  latter  sense,  we  would 
agree  that  a  reasonable  portion  of  unused  channel  capacity  should  be  made  availa- 
ble for  access  at  reasonable  rates.  We  are  pleased  that  S,  622  takes  such  a  moderate 
approach  to  this  problem'  although  because  the  cable  industry  is  currently  provid- 
ing access  to  the  public  voluntarily,  and  remains  committed  to  that  goal,  we  oelieve 
access  r^ulations  applicable  to  the  cable  industry  generally  should  not  now  be 
etandatad  by  either  the  Federal  or  State  level. 

Question  4-  How  important  is  it  that  states  be  precluded  from  rate  regulation? 


the  sole  aource  of  video  programiiuiig, 
difference  is  crucial,  of 


fFerencp  is  crucial,  of  course,  because  the  cable  syBtem,  although  it  generally  does  not  compete 

ith  co-located  cable  ayBtema,  faces  subatantial  competition  from  a  myriad  of  other  prt^am 

■ourcee  such  ae  broadcast  television.  MDS,  STV,  video  disca  and  theaters.  Saddling  cable  ayslems 


with  common  carrier  regulation  despite  this  competition  would  be  diflastroufl. 
"'-  ~'~  '■"!l  we  should  point  out  that  F    '■""  .-  —  _._.-.._  .. 


916 

Answer,  As  we  undentond  it,  the  thnut  of  S.  622,  u  well  as  simil&r  pending 
rewrite  efTorta  and  FCC  actions,  is  to  permit  the  marketplace  to  operate  fi«e  from 
governmental  intervention  whenever  poesible.  As  indicted  above,  cable  television 
■yatems,  which  provide  a  non-utilit;^  luxury  ent«rtainment  service,  are  subiect  to  a 
constantly  increasing  level  of  effective  competition.  If  we  set  our  rates  too  high,  we 
will  lose  subscribers.  Thus,  the  marketplace  is  the  best  regulator  of  our  rates.  In 
order  to  compete  with  the  abov»4lescribM  non-regulated  services,  cable  rate  regula- 
tion must  be  precluded  at  all  levels,  except  perhaM  where  there  is  inadequate  ovns 
th»«ir  broadcast  service  available  {Le.,  lem  than  three  network  signals). 

Qutation  S.  If  the  telephone  companies  are  allowed  to  offer  some  broatflsand 
services,  how  should  Congress  epOTc^riately  draw  the  line  in  what  they  are  permit- 
ted  to  offer  and  precluded  from  offering? 

Answer.  Telepiompter  supports  the  cable  industry-telephone  industry  eoropromise 
proposal  of  which  you  are  aware. 

Queation  S.  S.  ^2  precludes  them  Irom  providing  entertainment  and  news  pro- 
gramming. How  would  you  define  these  terms? 

Answer.  See  answer  to  question  6  above. 

Queation  7.  Is  it  important  to  identify  cable  television  as  an  integral  part  of  our 
national  communications  systems? 

Answer.  Un^uMtionably  cable  performs  a  vital  function  in  the  stream  of  inter- 
state communications.  As  we  have  indicated,  the  Courts  have  consistently  fbiind 
cable  carriage  of  broadcast  signals  to  be  interstate  commerce.  Moreover,  the  prolif- 
eration of  nationwide  distribution  of  new  and  innovative  programming  services 
delivered  via  the  interconnected  satellite  network  vividly  emphasiaa  the  interatate 
nature  of  the  cable  television  industry.  It  is  essential  that  Ojngreas  recogniie  that 
cable  is  an  integral  part  of  our  national  communications  ^stein,  not  ancillary  or 
secondary  to  anv  other  medium  of  telecommunications. 

Question  8.   Should  legislation   clearly  delineate  federal  and  State  jurisdiction? 

Answer.  One  of  the  most  significant  controversies  surrounding  the  FCCs  cable 
television  regulatory  program  has  been  the  appropriate  distribution  of  jurisdiction 
between  the  Federal  and  State/local  levels.  See,  Cable  Television  Report  and  Order, 
86  FOC  2d  143  (1972)  at  paras.  171-188,  Report  and  Order  re  Duplicative  and 
Exeeeaioe  Over-Relation  of  CabU  TeUvision,  54  FCC  2d  856  (1976).  Congress  would 
be  performing  a  great  service  by  clearly  delineating  jurisdictional  boundaries,  which 
is  the  approach  taken  by  S.  622.  As  we  have  indicated,  we  would  give  the  FCC 
discretion  to  preempt  those  additional  areas  which  are  so  imbued  wiui  the  fiederal 
interest  in  the  free  flow  of  interstate  communications  as  to  be  precluded  frtmi 
regulation  at  any  level,  thuspromoting  the  free  functioning  of  the  marketplace. 

Quealion  9.  Should  the  FCC  be  concerned  with  technical  standards  for  cable 
system  operations? 

Answer.  The  current  FCC  cable  television  technical  standards  are  mora  than 
adequate  to  assure  quality  service  to  consumers  and  to  protect  against  interference 
to  other  telecommunications  services.  Yet  many  well-meaning  state  or  local  authori- 
ties attempt  to  imjioae  differant  technical  and  performance  standards,  usually  due 
to  lack  of  fenuliarity  with  cable  technology.  If  cable  television  is  to  continue  to 
develop  as  a  national  telecommunications  medium,  it  is  essential  that  cable  systems 
be  built  and  CATV  electronic  components  be  designed  in  conformity  with  uniform 
national  standards.  Just  as  S.622  recognizes  in  Section  225(bX9>  that  telephone 
terminal  equipment  must  be  governed  by  uniform  technical  standards  to  assure 
interconnet^bilitv,  so  must  uniform  federal  technical  standards  apply  to  cable 
television  to  avoia  a  patchwork  of  non-compatible  regulation. 

rtion  10.  Should  the  Federal  Government  ensure  the  privacy  of  cable  subecrib- 

Angwer.  While  we  ara  unaware  of  any  current  alleged  invasions  of  the  privacy  tit 
cable  subscribers,  we  are  not  opposed  to  Section  335(k)  of  S.622. 

Question  11,  Should  the  states  be  precluded  from  requiring  or  prohibiting  program 
origination? 

Answer.  As  we  have  demonstrated,  cable  television  program  content  flows  in  the 
stream  of  interstate  commerce  and  has  no  nexus  to  the  reasonable  use  of  streets 
and  right»<>f-way.  A  significant  number  of  municipalities  have  attempted  to  prohib- 
it cable  television  program  origination,  usually  in  response  to  pressure  from  local 
broadcasters  or  theatre  owners.  Such  a  result  would  impede  interstate  commerce 
and  would  be  contrary  to  the  fundamental  purpose  of  the  FCC:  to  enhance  telecom- 
munications diversity.  Conversely,  as  the  Commission  concluded  in  withdrawing  its 
former  mandatory  origination  rules,  regulatory  fiat  cannot  create  programming. 
Subsequently,  marketplace  forcee  have  resulted  in  an  explosion  of  innovative  pro- 
gram diversity  by  the  cable  industry.  Thiu,  S.622  has  correctly  precluded  any 
Federal,  state,  or  local  authority  from  requiring  or  prohibiting  program  origination. 
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Queation  H.  Should  broadcABten,  broadcast  networks,  and  pubtishing  companies 
be  precluded  from  owning  or  controlling  a  cable  aystem  or  sjvteniB? 

Answer.  Broadcasten  should  not  be  precludea  from  owning  or  controlling  cable 
systems  outside  their  areas  of  operations.  Broadcast  networks  ghould  not  be  allowed 
to  own  cable  systems  because  of  an  obvious  conflict  of  interest.  Other  cross-owner- 
ahip  restrictions  should  be  imposed  only  after  evidence  of  specific  abuse,  which  is 
the  case  with  TMcnrd  to  the  cable /telephone  cross-ownership  ban. 

Queation  13.  Will  s  guarantee  of  access  to  pole  by  cable  operators  be  sufficient  to 
protect  cable  operators  from  unreasonable  and  discriminatory  denial  of  access? 

Answer.  The  1978  pole  attachment  legislation,  while  going  far  to  assure  just  and 
reesoneblepole  attaciunent  rates,  does  not  guarantee  access  to  the  poles  in  the  first 
instance.  TIiub,  the  utilities  can  preclude  competition  and  frustrate  the  flow  of 
interstate  communications  by  simply  denving  access  to  these  essential  poles.  Indeed, 
when  informed  by  cable  operatora  that  they  were  seeking  relief  under  the  just  and 
reasonable  rate  provisions  of  the  pole  law,  many  utilities  have  responded  by  cancel- 
ling the  contracts  end  ordering  cable  off  the  poles. 

A  mere  guarantee  of  access,  however,  would  not  totally  insure  against  unreason- 
able and  ojscriminatory  practices.  As  the  case  studies  attached  to  my  testimony 
indicate,  telephone  companies,  even  after  agreeing  to  provide  acceaa.  have  a  host  of 
methods  for  frustrating  competition.  For  example,  they  can  reijuire  surveys,  chan- 
gMUta,  make  roady  and  other  dilatory  practices  which  allow  their  own  subsidiary  or 
preferred  channel  leasee  to  complete  construction  prior  to  the  independent  cable 

operator  and  thus  obtain  a  crucial  CO ""--  -j — ■--—  " ---  ■'     -.  ■^>-. 

Commission  to  provide  an  expeditiou 
conditions. 

Question  14.  Would  such  a  provision  prevent  discriminatory  charges? 

Answer.  Again,  the  mere  asaureance  of  acceaa  will  not  prevent  discriminatory 
diorges.  Moreover,  a  provision  that  rates  be  "nondiscriminatory"  would  be  meon- 
in^ees.  As  indicated  in  my  testimony,  if  the  telephone  company  is  allowed  to  ent^ 
the  caUe  business  through  a  separate  aubaidiary,  it  could  aet  pole  attachment  rates 
iriiich  are  "nondiscriminatorv"  and  yet  so  high  as  to  preclude  entry  by  unaffiliated 
entitiee.  The  telephone  subsiaiary  could  afToro  such  rstas  because  it  would  not  have 
to  make  a  profit — rather  the  profit  would  be  derived  at  the  telephone  company 
level.  Similarly,  if  utilities  construct  broadband  plant  for  lease  to  unaffiliated  par- 
ties, lease-back  rat«s  could  be  set  low  and  "non(uscruninatory"  pole  rates  coula  be 
set  high,  again  effectively  precluding  independent  ownership  ana  operation  of  cable 
systems.  Finally,  even  if  rates  were  truly  nondiscriminatory,  they  might  still  be 
hifrfily  unreasonable — as  was  the  case  before  the  passage  of  the  recent  pole  attach- 
ment legislation.  Therefore  we  urge  that  S.622  retain  on  a  permanent  basis  tiie 
formula  contained  in  such  legislation. 

Quettion  15.  Are  there  any  other  ways  to  prevent  abuse  by  telephone  and  other 
utility  companies? 

Answer.  It  has  been  aucgest«d  that  requiring  telephone  companies  to  establish  a 
separate  subsidiary  wouldprovide  adequate  safeguards  to  their  entry  into  the  cable 
television  business.  We  are  convinced  that  simple  corporate  reorganization  would 
not  insure  aEninst  abuse. 

First  of  all,  it  must  be  recognized  that  "separate  subaidiariee"  run  the  full  gamut 
Irran  a  meaningless  corporate  shell  to  a  fully  separated  entity  as  contemplated  by 
the  FCCb  recent  decision  in  the  GTE-Telenet  merger  case.  In  any  event,  we  serious- 
ly doubt  whether  any  separate  subsidiary  arrangement  would  be  sufficient  to  insu- 
late against  abuse. 

The  blatant  record  of  anti-competitive  conduct  compiled  by  the  independent  tele- 
phone companies  in  the  1960'a  was  accomplished  largely  through  theirseparate 
subeidisriee.  Accordingly  telephone  companies  were  precluded  ^  the  PCX;  from 
offering  cable  television  service  within  their  service  areas  either  directly  or  through 
a  separate  subsidiary. 

Similarly,  the  Justice  Demrtment  obviously  believes  that  the  establishment  of  a 
separate  subsidiary  is  insumcient  to  avoid  anticompetitive  behavior.  The  1966  Jus- 
tice Department  Consent  Decree  precludes  AT&T  or  any  separate  subsidiary  from 
offemg  non-common  carrier  services  such  as  cable  television.  And  in  comments  to 
the  FtX^'s  Computer  Inquiry,  the  Justice  stated  as  follows: 

"We  do  not  believe  the  record  shows  that  regulatory  bodies  have  been  markedly 
successful  in  regulating  or  controlling  the  cross<lealing8  between  AT&T  and  its 
present  'unregulated,  separate  subsidiaries,'  such  as  Western  Electric."  Initial  Com- 
ments of  the  United  States  Department  of  Justice  in  Docket  No.  20828  (May  26, 1977). 

Another  suggested  procedure  is  the  establishment  of  uniform  accounting  proce- 
dures. We  assume  that  this  would  be  an  essential  element  of  any  ssparate  subsidi- 
ary requirement. 
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The  magnitude  of  the  task  of  establishing  accounting  pn>c»durM  fbr  the  nMnopolj 
carrier  must  not  be  overlooked.  For  ezamJMe,  it  took  the  FCC,  the  expert  ageni^  in 
thi«  field,  over  16  years  to  develop  a  ftilly-distributad  cost  methodology  for  AT&T*b 
private  line  services.  See,  AT&T  Co.  (TELPAK),  61  FCC  2d  687  (1976).  This  new 
procedure  still  requires  a  complex  cost-justiiication  analysis  for  each  of  AT&T's 
mqjor  service  cat^ories.  Additionally,  on  June  28,  1978,  the  Commission  com- 
menced the  first  m^jor  overhaul  of  telephone  company  accounting  practices  sines 
1936.  It  is  still  unclear  whether  these  procedures  will  be  eR'ective  in  identifying 
cross-subsidies. 

It  bos  also  been  suggested  that  the  cable  industry  could  seek  relief  from  anti- 
competitive conduct  tnraugh  the  vehicle  of  anti-trust  litigation.  Antitrust  proceed- 
ings are  simply  too  costly  and  time  consuming  to  be  an  effective  remedy.  Indeed, 
President  Carter  has  set  up  a  21-member  blue-ribbon  panel  in  an  effort  to  speed  up 
the  antitrust  process,  noting  that  ".  .  .  complex  antitnist  cases  .  .  .  frequently  drag 
on  for  years  .  .  ." 

In  this  regard,  John  Shenenfield,  Assistant  Attorney  General,  Anti-trust  Divitfon 
of  the  Department  of  Justice,  has  pointed  out  the  deficiencies  of  litigation  against 
companies  such  as  AT&T.  He  stated: 

"Thus,  you  see  AT&T  today  acting  as  a  rational  defendant  in  a  Section  2  case — 
resuming  expedition,  multiplymg  issues  and  obstacles,  and  enf^aging  in  a  wideepieed 
public  relations  campaign  to  portray  'The  System'  as  a  victim  of  quixotic  proaecu- 
tore  and  as  the  saviOTS  of  everything  ^m  the  national  defense  to  pro  football 
telecasts. 

"Just  two  weeks  ago,  for  example,  the  Chairman  of  AT&T  told  a  Washington  Star 
reporter  that  they  were  aasemhling  a  staff  of  3,000  people  just  to  handle  government 
discovery  requests,  and  that  they  thought  the  suit  might  cost  as  much  as  |1  billitm 
in  legal  fees  and  expenses. 

"As  for  our  enormous  resources,  you  have  heard  me  describe  them  and  they  an  a 
matter  of  public  record.  Mr.  deButts  and  I  might  file  simultaneous  affidavits  with 
the  court  specifying  exactly  what  resources  each  has  committed  to  the  case.  Cooi- 
pared  to  the  'staff  of  three  thousand'  that  he  described  to  the  Star  reporter,  I  am 
afraid  we  would  feel — in  Congressman  CeUer's  old  phrase — like  'chickens  trying  to 
dance  in  the  ring  with  elephants.'  " 

From  the  forE^oing,  perhaps  you  can  undentand  why  the  cable  television  indus- 
try agrees  with  Qie  FCC  and  the  Department  of  Justice  that  the  only  effective  way 
to  avoid  anticompetitive  abuse  is  a  total  prohibition  on  telephone  company  proviaioa 
of  cable  television  service  within  their  telephone  service  areas. 

Qumtion  IB.  Should  telephone  cooperatives  and  federal  entities,  such  as  TV  A,  be 
subjected  to  the  pole  attachment  statute? 

Answer.  The  current  federal  pole  attachment  law  exempts  cooperative  and  mu- 
nicipally owned  utility  companies  from  the  federal  pole  attachment  standards.  TbiM 
exemption  was  included  in  the  current  law  under  the  presumption  that  these 
utilities  would  be  much  less  inclined  to  abuse  their  monopoly  ccmtrol  over  poles. 
Unfortunately,  this  view  has  not  proven  correct 

One  example  should  suffice  to  emphasize  the  need  to  remove  the  exemption.  In 
seven  southern  states,  numerous  cooperative  and  municipally  owned  power  oompa- 
niea,  as  members  of  the  Tennessee  Valley  Public  Power  Association  (TVPPA),  have 
recently  received  a  recommendation  from  the  TVPPA  to  raise  their  rates  to  IT.OO 

TE^  $7.00  rate  had  been  agreed  to  by  the  South  Central  Bell  for  telephone 
company  attachments,  and  the  TVPPA  has  simply  adopted  AT&T's  rate.  Thus,  the 
private  telephone  company,  in  effect,  set  pole  rates  for  cable  systems.  Individual 
members  of  the  TVPPA  have  told  cable  operators  to  pay  the  requested  rate  or  stop 
attaching  to  new  poles.  The  TVPPA  has  rejected  any  discussion  with  the  state  cable 
associations  and  has  refused  to  apply  any  of  the  federal  standards  to  th^  members' 

It  is  imperative  that  the  exemption  of  both  cooperative  and  munidpally  owned 
utilities  be  removed  in  the  new  legislation.  Removing  only  cooperatively-a 
utilities  as  proposed  in  S,  622  is  hel^ul  but  this  do 
minority  of  exempt  utilities  are  municipally  owned. 

Senator  Goldwateb.  All  right.  The  next  witness  is  Mr.  Arlow. 

STATEMENT  OF  ALLAN  J.  ARLOW,  VICE  PRESIDENT,  CENTRAL 
TELEPHONE  ft  UTILITIES  CORP. 
Mr.  Arlow.  Mr.  Chairman,  members  of  the  committee: 
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My  name  is  Allan  Arlow  and  I  eim  a  vice  president  of  Centrtil 
Telephone  &  Utilities  Corp.,  or  Centel,  as  we  are  more  commonly 
known.  Centel  is  the  fifth  largest  telephone  company  in  the  United 
States.  In  addition  to  providing  service  to  more  than  a  million 
customers  in  II  States,  we  own  and  operate  electric  utilities  in 
Kansas  and  Colorado  and,  through  a  subsidiary,  Centel  Communi- 
cations Co.,  provide  cable  television  service  to  over  12,000  subscrib- 
ers in  suburban  Chicago's  Fox  River  Valley.  We  have  made  and  are 
now  pursuing  additional  acquisitions  in  the  CATV  market,  and  this 
brings  me  to  the  underlying  purpose  for  our  participation  in 
today's  session  on  S.  611  and  S.  622. 

Centel  speaks  from  the  unique  position  of  being  an  owner  and 
operator  of  telephone  and  CATV  systems  in  different  territories. 
Centel  seeks  growth  and  a  satisfactory  return  on  investment  in 
both  of  these  business  areas  to  the  detriment  of  neither.  Its  recom- 
mendations with  respect  to  broadband  services  will,  we  hope  and 
believe,  be  beneficial  to  both  industries  and  to  the  public. 

I  would  just  like  to  add  at  this  point  that  Centel  management 
will  also  be  testifying  later  in  these  hearings  on  many  aspects  of 
both  bills  and  submitting  detailed  written  testimony  as  well.  For 
that  reason,  my  prepared  comments  will  be  limited  to  the  discus- 
sion of  the  type  of  legislative  framework  we  feel  is  needed  in  S.  611 
and  S.  622,  in  the  broadband  area,  keeping  in  mind  that  we  believe 
l^islation  should  provide  for  an  environment  that  will  permit  and 
encourage  the  maximum  exploitation  of  broadband  technology  in 
the  public  interest. 

Centel  has  already  begun  replacing  some  of  its  copper  cable  with 
smaller  and  lighter  opticeil  fiber  transmission  lines.  While  these 
transmission  lines  will  make  it  possible  to  add  substantially  great- 
er voice  grade  capacity  without  increasing  the  amount  of  space 
needed  for  the  cables,  fiber  optics  also  opens  up  numerous  possibili- 
ties for  the  improvement  and  upgrading  of  home  and  business 
communications  services  in  the  years  ahead.  It  would  be  wasteful 
to  invest  in  the  development  and  installation  of  such  a  system  if 
the  opportunity  to  provide  the  services  of  the  future  should  be 
precluded  or  limited. 

Centel's  position  both  for  its  CATV  systems  and  telephone  sys- 
tems is,  therefore,  a  fairly  simple  one:  If  a  party  is  willing  to  invest 
in  the  development  and  installation  of  equipment  and  supporting 
technology,  that  party  should  be  permitted  to  utilize  all  technology 
and  offer  without  restriction  all  services  in  a  manner  which  would 
respond  to  the  public  needs  as  determined  by  the  marketplace  and 
which,  by  public  policy,  have  not  been  determined  to  be  a  regulated 
monopoly.  Whatever  minimal  regulation  is  necessary  should  be 
local  in  nature  to  respond  to  particular  circumstances. 

Our  views  are  reflected  in  the  language  of  neither  bill  as  they 
now  sUuid.  S.  611  and  S.  622  both  have  the  net  effect  of  extending 
the  telephone-CATV  cross-ownership  ban  beyond  the  current  serv- 
ice area  limitation  to  telephone  operating  competnies  in  general.  In 
the  past,  cross-ownership  rules  impeded  the  telephone  companies 
and  lack  of  capital  and  regulatory  uncertainty  impeded  CATV 
systems  from  developing  and  providing  innovative  broadband  type 
services  to  the  public. 
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Although  the  bills  intent  is  procompetitive,  S.  611  sections  203, 
204,  and  227,  particularly  seem  to  perpetuate  these  regulatory 
barriers.  Not  only  would  the  introduction  of  new  technolt^y  be 
slowed,  but  the  net  effect  of  the  enactment  of  these  sections  would 
appear  to  be  truly  anticompetitive. 

Although  other  cable  companies  may  fear  being  steamrollered  by 
telephone  company  competition,  Centel  submits  that  their  fears  are 
not  juetifled.  With  the  exception  of  the  Bell  System,  which  we  have 
already  discussed  this  afternoon,  industry  resources  are  not  un* 
evenly  matched;  for  GTE,  United,  Continental,  and  Centel  in  the 
telephone  camp,  there  are  also  Warner,  Time,  TelePrompTer  and 
Cox  on  the  cable  side. 

Smaller  cable  systems  and  telephone  cooperatives  are  also  nu- 
merous, emd,  of  course,  there  may  be  many  others  who  may  decide 
the  enter  the  CATV  market.  Therefore,  Centel  does  not  feel  that, 
in  a  competitive  environment,  the  cross-ownership  ban  should 
remain  in  effect.  If  some  such  prohibition  is  deemed  essential,  it 
should  be  invoked  in  specific  and  easily  recognizable  circumstances 
where  the  potential  for  abuse  was  a  clear  and  present  danger.  The 
circumstantial  criteria  should  consist  of  specitic  community  sizes, 
subscriber  densities,  an  inordinately  small  number  of  competing 
media  or  other  standard  or  combination  of  standards  directed  to 
achieving  the  policy  goal. 

The  imposition  of  a  more  stringent  ban  or  proscription,  coupled 
to  a  vaguely  defined  wmver  provision,  would  unduly  impede  compe- 
tition and  consumer  choice.  This  position  affirms  the  basic  premise 
of  S.  Gil's  section  101  and  S.  622'8  section  225:  To  enable  consumers 
to  choose  from  a  wide  variety  of  competing  suppliers  and  services. 

S.  611,  section  230,  and  S.  622,  section  335(0(4),  reflect  concern 
about  the  potential  for  monopolization  of  the  avenues  of  expres- 
sion, smd  in  the  case  of  S.  622,  for  example,  it  could  be  argued  that 
section  335(fX4)  prevents  a  telephone  company  from  being  a  pro- 
gramer  or  system  operator  even  outside  of  its  certificated  telephone 
service  area,  regardless  of  section  225(dK2Kc). 

If,  as  I  have  suggested,  both  telephone  companies  and  CATV 
companies  are  freed  from  restraint,  rather  than  the  monopolization 
of  avenues  of  expression,  a  flourishing  of  competition  will  occur. 
The  technological  advances  of  recent  times  can  only  add  to  existing 
alternatives.  In  populous  areas,  broadcast  stetions,  MDS  point-to- 
point  services,  over-the-air  subscription  television  and  the  supply  of 
vacant  UHF  channels  are  available  to  provide  alternative  delivery 
methods  of  traditional  CATV  fare. 

Broadband  services  can  be  provided  by  operating  telephone  com- 
panies or  other  common  carriers,  in  addition  to  onering  entertain- 
ment programing.  In  Tared  areas,  low-power  television  translators 
coupled  to  satellite  Earth  stations  might  conceivably  be  a  low-cost 
eilternative  to  CATV-provided  programing.  Telephone  systems 
could  also  compete  in  the  provision  of  broadband  services  in  rural 
areas. 

Moreover,  regardless  of  the  locfde,  competition  in  the  home  video 
entertfiinment  market  is  rising  from  the  sale  of  programing  mate- 
rial directly  to  the  consumer.  According  to  International  Resource 
Development,  video  tape  recorders,  VTTl's,  are  expected  to  play  a 
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m^or  role  in  that  meirket,  with  over  13  million  VTR's  in  place  by 
1985. 

Fineilly,  if  marketplace  forces  rather  than  reflation  are  allowed 
to  govern,  fair  trade,  and  antitrust  laws  will  have  a  larger  applica- 
tion to  protect  the  public  and  competition. 

In  essence,  Centel's  position  on  the  provision  of  broadband  serv- 
ices, including  cable  television,  can  be  summarized  by  the  following 
points: 

One,  recent  advances  in  technology  have  created  an  opportunity 
for  mtuiy  suppliers  to  provide  diverse  and  innovative  services,  and 
l^rislation  should  enable  the  proliferation  of  these  services  by  al- 
lowing competition; 

Two,  there  is  no  demonstrable  evidence  that  competition  has  the 
potential  to  cause  economic  harm  sufficient  to  warrant  regulation 
beyond  existing  antitrust  laws; 

Three,  allowing  a  party  to  provide  both  services  and  facilities 
will  not  result  in  a  monopolization  of  avenues  of  expression; 

And,  four,  any  proscription  of  provision  of  broadband  services  or 
facilities,  including  cable  television,  by  telephone  operating  compa- 
nies should  be  imposed  only  in  the  most  extreme  circumstances 
pursuant  to  well-delineated  criteria. 

I  would  be  happy  to  try  and  respond  to  any  questions  you  may 
have. 

[The  following  information  was  subsequently  received  for  the 
record:] 

Central  Telephone  &  Utilities  Corp., 

Washington,  D.C.  May  33,  1979. 
Hon.  Barry  Goldwater, 

Committee  on  Commerce,  Science,  and  Transportation, 
U.S.  Senate,  Washington.  D.C. 

Dear  Senator  Goldwater:  Thank  you  for  your  letter  of  April  30  regarding  my 
l«8tum)iiy  before  the  Senate  Comiiiunicationa  Subcommittee.  I  appreciate  the  oppor- 
tunity to  appear  before  you  and  present  our  Company's  views  on  S.  611  and  S.  622. 

Pursuant  to  the  request  contained  in  your  letter,  I  will  seek  to  answer  below,  in 
order,  the  five  questions  which  you  poeed. 

Queation  I.  Because  telephone  companies  have  access  to  virtually  every  home  in 
tbe  nation,  do  they  have  an  advantage  in  competing  to  provide  broadband  services? 

Ancwer.  Under  current  technoli^iy,  the  plant  which  the  telephone  companies 
hav«  to  gain  access  to  individual  customers  is  generally  not  now  suitable  for  the 
provision  of  broadband  services.  Telephone  companies  could  not  institute  such  serv- 
ices without  investing  substantial  sums  to  replace  the  outside  utility  plant  used  for 
aiCTal  transmissions,  so  there  is  no  immediate  tangible  advantage. 

Unfair  advantage  can  be  prevented  even  where  telephone  companies  do  build 
broadband  facilities  themselves  through  the  eBtahliahment  of  accounting  procedures 
with  appropriate  built-in  safeguards  and  regulatory  oversight.  Along  wltn  separate 
pron^uning  service  accounts,  access  to  the  broadband  facilities  would  also  be  given 
to  ul  other  programed  on  a  non-discriminatory  basis.  Since  the  passage  of  legisla- 
tion enabling  cable  television  companies  to  obtain  pole  attachments  at  reasonable 
rates,  the  advantage  which  the  telephone  companies  had  for  home  access  due  to  the 
righta^-way  obtained  as  part  of  telephone  construction  no  longer  exists. 

Naturally,  the  access  telephone  companies  have--has  given  them  a  marketable 
reputation— good  or  bad-— depending  upon  the  level  of  service  which  they  have 


provided  to  the  customer  and  this  reputation  would  effect  the  marketing  efforts  of 
the  unregulated  programing  subsidiary.  This,  of  course,  is  true  for  almost  any 
businees:  Warner  is  known  for  its  movies  and  recordings  and  Time  for  its  newsweek- 


ly.  Mandatory  interconnection  to  the  local  exchange,  combined  with  the  pole  attach- 
ment rules,  give  others  substantially  equal  access  to  telephone  compan;^  customers. 
While  the  telephone  company  may  or  may  not  have  an  advantage  by  being  a  known 
quantity  to  the  community,  we  do  not  consider  this  potential  to  be  a  reason  worthy 
of  legisuiting  against  telephone  company  participation  in  cablecasting. 

Question  !.  u  this  an  issue  which  snould  be  dealt  with  by  tnis  legislation? 
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Answer.  Legialation  is  needed  now  because  the  current  FCC  croeB-ownership  rulee 
have  discouraged  an  continue  to  discourage  the  deployment  of  this  new  technoloey 
by  foreclosing  the  opportunity  to  provide  programing.  In  order  to  encourage  uie 
provision  of  new  and  innovative  broadband  services,  the  inducement  <rf  ei)t«Ttain- 
ment  prc«raming  that  has  been  proven  to  be  economically  viable  is  n 


help  justi5'  the  investment  risk. 

Telephone  companies  are  currently  forbidden  to  operate  CATV  systems  in  their 
own  telephone  service  areas  even  through  completely  separate  entities  that  do  not 
utilize  telephone  company  personnel,  plant  or  equipment  whoee  costs  are  regulated 
and  ratebase  related.  Smce  there  is  no  economic  competitve  advantage,  Cental 
believes  that  there  is  no  proper  rationale  for  preventing  a  separate  subsidiary  from 
beii^  a  cablecaster  in  the  telephone  company  service  area.  The  existing  rule  should 
be  abolished.  Regulatory  uncertainty  as  to  the  types  of  services  permissible  and 
forbidden  to  telephone  companies  has  acted  as  an  additional  deterring  factor  to 
telephone  companies  in  making  the  appropriate  investments. 

The  need  for  legislation  in  the  near  term  arises  because  many  telephone  compa- 
nies, including  Centel.  are  analyzing  the  process  of  deplojdng  lighter  fiber  optic 
transmission  lines  which  not  onl^  would  enable  telephone  companies  to  add  voice 
capacity  without  replacing  existing  conduit,  but  will,  by  the  very  nature  of  the 
transmission  medium  be  able  to  provide  broadband  services  to  customers.  Planning 
decisions  will  need  to  be  made  with  respect  to  installing  coaxial  cable  or  fiber  optic 
"drop  wires"  if  telephone  companies  are  to  be  able  to  institute  broadband  services 
within  a  reasonable  time  frame. 

Question  3.  If  we  decide  to  deal  with  this  issue,  should  AT&T  and  GT&E  be 
treated  differently  from  the  small  telephone  companies? 

Answer.  We  realize  that  AT&T  poses  particular  problems  for  Congress  in  enacting 
any  generalized  communications  legislation.  In  basic  fairness,  however,  we  do  not 
believe  that  any  potential  benefits  which  might  be  gained  by  other  suppliera  of 
broadband  services  would  outweigh  the  benefit  to  the  public  of  having  AT&T 
providing  transmission  facilities  for  broadband  services.  AT&T  has  already  gone  on 
record  in  these  proceedings  as  eschewing  any  desire  to  enter  the  programing  busi- 
ness. General  Telephone  &  Electronics  does  not  approach  the  size  that  AT&T  is  and 
the  rationale  for  r^[ulation  of  the  Bell  System  seems  inapplicable  to  GT&E.  In  our 
view.  GT&E  which  is  less  than  one-sixth  the  size  of  Bell,  cannot  be  satisfactorily 
differentiated  from  United.  Continental  or  Centel.  each  of  which  has  assets  in  the 
billions,  and  it  should  therefore  be  able  to  provide  broadband  servicee  under  similar 
ground  rules. 

Question  i.  Should  we  legislate  an  exemption  for  small  telephone  companies  from 
any  general  prohibition  that  we  might  adopt  for  other  telephone  companies  or  could 
a  waiver  procedure  be  a  more  effective  device  because  of  its  flexibility? 

Answer,  As  noted  above,  we  oppose  any  generalized  prohibition  which  would 
preclude  telephone  companies  from  providing  broadband  servicee.  The  only  area 
where  some  type  of  exemption  might  be  built  in  to  any  legislation  would  be  in  the 
requirement  that  traditional  CATV-type  programing  be  provided  by  a  separate 
entity  when  the  telephone  company  constructs  broadband  facilities  and  that  the 
telepnone  company  be  required  to  provide  equal  access  to  other  entertainnieDt 
pn^amen.  The  main  difficulw  which  we  see  in  the  utilization  of  a  waiver  proce- 
dure is  that  the  advantage  of  flexibility  is  offset  by  the  disadvantage  of  uncertainty 
and  litigation.  The  scarcity  of  telephone  company-owned  CATV  systems,  despite  the 
FCC's  waiver  provisions,  is  indicative  of  this  problem.  Whenever  a  waiver  is  sought 
before  the  Commission,  an  applicant  is  faced  with  the  uncertainty  with  respect  to 
the  policies  of  the  Commission  or  the  ^plication  of  those  policies  and  finally  wiUi 
the  possibility  that  an  interested  partjr  will  enter  the  case  and,  by  its  opposition, 
subject  the  company  to  substantial  litigation  expense  which  neither  its  ratepayers 
nor  its  owners  coula  easily  afford.  Therefore,  it  is  Centel's  view  that  for  the  legisla- 
tion to  have  the  appropriate  effect,  only  a  minimal  level  of  regulatory  discretion 
should  be  given. 

Question  5.  Assuming  that  we  allow  the  telephone  companies  to  offer  broadband 
services,  how  can  we  prevent  cross-subsidization  between  tnese  services  and  regulat- 
ed monopoly  services? 

Answer.  Centel  is  of  the  opinion  that  the  cross-subsidy  issue,  one  which  is  con- 
stantly raised  by  competitors,  is  a  smoke  screen  for  fear  of  an  able  and  competent 
competitor.  State  Commissions  in  coi^junction  with  the  Federal  Communications 
Commission  have  developed  elaborate  accounting  procedures  and  regular  and  sys- 
tematic audits  of  telephone  operating  companies  to  make  sure  that  costs  are  proper- 
ly assigned.  Our  competitors  are  not  so  much  concerned  with  the  telephone  mte- 
Eayers  shouldering  an  unfair  burden  as  they  seem  to  be  with  putting  stumbUng 
locks  in  the  paths  of  tiie  telephone  companies.  State  Commissions  have  the  power 
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to  make  any  necwsary  actjurtmenta  and  have  not  heaitated  to  use  that  power  when 
th^  felt  compelled  to  do  to.  Cent«l  has  espreaeed  a  willingness  to  place  its  program- 
ing services  m  separate  subsidiaries  and  provide  OHnpanible  access  to  competitors 
in  those  instances  where  the  telephone  operatii^;  ccMnpanj>  itself  constructs  the 
broadband  fodlities.  Cental  does  not  believe  that  any  additional  proscription  on 


telephone  omiMniea'  operations  or  onfanlzation  is  necenary. 

Naturally,  ii  you,  other  members  ofthe  Committee  or  your  si . 

B  thwe  matters  with  us  further,  I  would  be  more  than  happy  to  attend  such  a 


meetiiw. 


^tuniUy,  if  you,  otter  members  ofthe  Ccnnmittee  or  your  staff  members  wish  to 
—  .i. ^. !..■ ,1.  _.!.__  t 1 J  i .r  __  ----ipy  tQ  attend  such  t 

Allan  J.  Arlow. 
Senator  Goldwater.  Thank  you  very  much. 
WeU,  we  have  the  basis  of  a  little  argument  right  there. 
Mr.  Koch,  you  are  the  last  one  on  the  totem  pole,  so  have  at  it. 

STATEMENT  OF  BILL  KOCH,  PRESIDENT,  CERTIFIED  ALARM  & 

SIGNAL   CO.,   ON    BEHALF   OF   THE   NATIONAL   BURGLAR   & 

FIRE  ALARM  ASSOCIATION 

Mr.  Koch.  Mr.  Chainmui  and  members  of  the  Subcommittee  on 
Communications,  I  am  Bill  Koch,  president  of  Certiiied  Alarm  & 
Si^ial  Ck}.  of  Toledo,  Ohio.  I  am  treasurer  of  the  National  Burglar 
&  Fire  Alarm  Association. 

I  appreciate  the  opportunity  to  appear  today  on  behalf  of  the 
alarm  industry.  I  am  here  to  express  our  concern  about  the  poten- 
tial impact  that  the  proposed  Communications  Act  amendments 
could  have  upon  our  industry. 

In  my  testimony  today,  I  shall  summarize  my  written  document. 
I  shall  touch  briefly  on  four  areas  of  primary  concern  to  us,  and 
request  that  we  be  allowed  to  submit,  in  addition,  a  more  technical 
and  formal  statement  of  the  issues  for  the  record  later. 

The  four  issues  of  major  concern  to  us  are:  One,  unfair  competi- 
tion; two,  access  to  vnre  transmission  paths;  three,  clarification  of 
definitions;  four,  frequency  allocation. 

The  alarm  industry  provides  emergency  services  essential  to 
public  safety,  health  and  welfare.  The  industry  safeguards  persons 
and  property  from  fire,  criminal  attack,  and  other  life  ana  safety 
hazards. 

Alarm  companies  not  only  protect  muor  industrial,  banking  and 
other  commercial  customers  which  are  tne  lifeblood  of  the  Nation's 
economy,  but  hundreds  of  thousands  of  small  businesses,  a  growing 
number  of  residences,  military  installations.  State  and  Federu 
office  buildings,  hospitals,  nursing  homes,  art  museums  and  many 
other  categories  of  users. 

It  was  estimated  in  1976  that  more  than  2  million  premises  in 
the  United  States  utilized  remote  alarm  services  requiring  tele- 
phone circuits.  Recent  figures  indicate  that  the  alarm  industry  is 
growing  at  a  compound  growth  rate  of  between  10  and  13.5  per- 
cent. 

At  the  outset,  the  alarm  industry  joins  with  many  others  in 
applauding  your  effort  to  encourage  competition  in  the  telecommu- 
nications industry. 

One  of  the  alarm  industry's  greatest  concerns  is  unfair  competi- 
tion by  the  telephone  industry,  primarily  by  entry  into  the  alarm 
industry  of  the  largest  business  in  the  world,  A.T.  &  T. 

In  recent  years,  A.T.  &  T.  has  made  clear  its  intention  to  enter 
into  the  alarm  business,  but  has  been  prevented  ^m  doing  so  only 
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because  of  the  1956  consent  decree.  I  would  like  to  quote  to  you 
from  the  A.T.  &  T.  1978  annual  report.  The  section  is  entitled 
"Communications  for  the  Home." 

There  is  no  area  of  our  buainess  where  we  expect  to  see  more  dramatic  change  in 
the  varietv  and  diversity  of  services  than  in  communications  for  the  home. 

Certainly  all  cuatamera  have  a  common  need  for  basic  telephone  service.  Bercmd 
that,  however,  our  marliet  studies  tell  us  that  the  needs  and  deairee  of  TCttdenoe 
customers  vary  widely,  depending  upon  their  age,  income,  lifestyle,  locatioii  and 
many  other  factora. 

The  needs  of  the  elderly— for  example,  for  swift  access  te  police,  fire  and  medical 
help— may  differ  markedly  from  those  of  young,  single  apartment  dwellers. 

Also,  please  let  me  quote  Mr.  Charles  Wohletetter,  chairman  (rf 
the  Continental  Telephone  Corp.,  the  third  largest  telephone  com- 
pany: 

The  Company  also  is  planning  for  technological  changes  that  will  allow  greater 
use  of  telephone  lines,  such  as  through  devices  that  will  let  customers  transmit 
signals  to  their  homes  to  operate  alarm  systems,  turn  on  lawn  sprinklers  and 
r^fulate  energy  use. 

Although  we  believe  that  the  safeguards  established  in  the  bill 
may  protect  the  Eilarm  industry  from  predatory  conduct  by  monop- 
oly carriers,  we  continue  to  be  concerned  that  the  ownership  of 
fully  separated  subsidiaries  by  monopoly  carriers,  as  proposed, 
would  still  subject  such  subsidiaries  to  subtle  pressures  and  influ- 
ences from  parent  companies. 

We  also  believe  that  this  committee  should  consider  givii^  the 
power  to  the  FCC  to  require  remedies,  should  there  be  an  etdverse 
competitive  impact — after  the  entry  of  a  fully  separated  subsidiary 
into  a  formerly  competitive  market. 

Another  meyor  concern  of  the  edarm  industry  which  we  wish  to 
discuss  with  you  today  is  our  continued  access  to  wire  transmission 
paths.  Our  analysis  of  S.  611  indicates  that  there  is  nothing  to 
prevent  local  exchange  carriers  from  denying,  curtailing,  limiting, 
or  discontinuing  the  private  line  service  which  is  absolutely  essen- 
tial to  the  continuation  of  the  vital  life  safety  services  provided  1^ 
the  alarm  industry.  Under  section  214  of  the  Communications  Act 
of  1934,  common  carrier  service,  once  established,  cannot  be  discon- 
tinued without  the  authority  of  the  FCC, 

Although  the  rates  and  charges  to  the  alarm  industry  are  largely 
governed  by  state  public  utility  commissions,  the  monopoly  carriers 
have  not  been  able  to  withdraw  or  discontinue  service  to  the  edarm 
industry  under  present  law  without  approval  of  the  FCC  and  State 
public  utility  commission. 

For  the  most  part,  under  the  new  legislation,  the  type  of  private 
line  service  furnished  to  alarm  companies  would  be  provided  by 
local  exchange  carriers.  Under  amended  section  231(b)  of  S.  611, 
the  FCC  may  impose  no  requirements  on  any  exchange  carrier 
other  than  specific  exceptions.  The  exceptions  do  not  protect  the 
alarm  industry  from  having  the  facilities  it  needs  curtfiiled,  limited 
or  provided  at  unreeisonable  rates. 

Section  205(b)  gives  the  FCC  authority  to  "impose  such  other 
requirements  as  the  Commission  deems  necessary  to  ensure  the 
provision  of  an  essential  public  service." 

As  we  read  the  bill,  these  provisions  would  not  apply  to  local 
exchanges.  We  respectfully  urge  the  committee  to  require  State 
commissions  to  issue  regulations  which  require  all  telecommunica- 
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tion  carriers  to  provide  essential  public  and  private  services  neces- 
sary to  protect  persons  from  fire,  criminal  attack,  and  other  life 
Sfifety  hazards,  and  also  to  protect  property. 

We  further  submit  that  the  FCC  should  reserve  to  itself  the  right 
to  require  all  carriers,  including  local  exchange  carriers,  to  provide 
necessary  telecommunications  service  for  such  public  and  private 
services  at  reasonable  and  affordable  rates  in  the  event  that  State 
commissions  fail  to  do  so. 

The  alarm  industry  is  well  aware  of  the  delicate  balance  between 
Federal  and  State  regulation  of  telecommunications  and  the  ear- 
nest desire  of  Congress  to  deregulate  telecommunications  and  en- 
courage competition.  The  alarm  industry  supports  these  goals,  but 
during  the  transition  period,  we  respectfully  urge  that  Congress 
not  lose  sight  of  industries  such  as  ours  that  are  really  totally 
dependent  on  wire  services  provided,  for  the  most  part,  by  monopo- 
ly carriers. 

We  are  not  addressing  a  speculative  possibility.  A.T.  &  T.  find  its 
subsidifu-ies  have  served  notice  upon  the  alfirm  industiy  that  they 
intend  to  file  tariffs  which  would  curtail  or  eliminate  the  subvoice 
grade  private  line  service  essential  for  the  transmission  of  remote 
alarm  signetls  and  they  would  impose  other  restrictions  prohibiting 
the  use  of  ground  return  from  metallic  circuits. 

The  telephone  company  contends  that,  although  in  the  past 
decade  subvoice  grade  metallic  lines  were  normally  furnished  to 
the  alarm  industry,  such  lines  have  become  increasingly  scarce  due 
to  the  Bell  ^stem  conversion  of  its  interoffice  trunking  facilities  to 
extensive  AC  carrier  voice  grade  telephone  channels. 

In  the  1960's,  alarm  companies  were  advised  by  Bell  System 
representatives  that  metallic  circuits  were  becoming  increasingly 
scarce  because  copper  wire  was  scarce.  When  the  copper  wire 
shortage  passed,  the  Bell  System  acknowledged  that  the  real 
reason  it  was  converting  trunking  facilities  to  AC  carrier  was 
because  they  were  able  to  provide  from  24  to  96  transmission  paths 
over  a  single  line  by  utilizing  AC  carrier  on  the  line. 

At  the  present  time,  the  overwhelming  investment  of  alarm  com- 
panies and  alarm  company  customers  using  telephone  lines  in  both 
plant  and  field  equipment  is  built  around  the  use  of  dedicated 
metallic  facilities  and  DC  current. 

In  some  areas  of  the  country,  central  station  companies  have 
already  been  advised  that  metallic  facilities  would  not  be  available. 
If  the  metallic  facilities  are  curtailed  or  eliminated  before  the 
alarm  industry  has  an  economically  feasible  alternative  and  the 
opportunity  to  finance  a  changeover,  such  action  will  pose  great 
economic,  as  well  as  operational  burdens  on  alarm  companies  and 
their  subscribers.  The  result  is  that  many  subscribers  may  be 
forced  to  accept  less  effective  means  of  protection. 

To  emphasize  the  serious  dimensions  of  the  problem,  we  bring  to 
your  attention  the  following:  In  August  of  1976,  it  was  estimated 
that  at  least  350,000  separate  telephone  circuits  were  utilized  by 
remote  alarm  communications.  We  believe  that  figure  is  fast  ap- 
proaching the  one-half  million  mark. 

The  number  of  subscribers  placed  on  such  circuits  depends  upon 
a  number  of  factors  such  as  geographic  location,  distance  between 
subscribers,  the  type  and  extent  of  equipment  utilized  by  the  alarm 
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company,  and  the  policy  or  tariifs  of  the  telephone  company  pro- 
viding the  circuits. 

During  the  past  10  years,  the  alarm  industry  has  been  intensely 
negotiating  with  A.T.  &  T.  to  forestall  A.T.  &  T.'s  application  for 
tariffs,  which  would  effectively  eliminate  the  ability  of  alarm  com- 
panies to  provide  remote  services  until  it  becomes  technically  feasi- 
ble and  practically  afTordable  to  switch  over  to  alternative  systems. 
Such  a  transition  process  is  likely  to  take  between  5  and  10  years. 

We  recommend  and  urge  that,  consistent  with  the  genered  intent 
and  purpose  of  the  amendments  proposed  in  S.  611,  the  vital  serv- 
ices provided  to  more  than  2  million  separate  premises  and  affect- 
ing the  lives  of  millions  of  Americans  be  afforded  recognition  and 
protection  as  essential  services  necessary  to  the  safety  of  life  and 
property  in  any  final  amendments  of  the  Communications  Act.  The 
continued  access  to  telephone  circuits  is  imperative. 

Definitions  in  the  act  are  also  a  concern  of  the  alarm  industry. 

We  raise  the  question  whether  or  not  the  definition  of  "informal 
tion  services"  includes  or  excludes  "process  control."  If  telecommu- 
nications carriers  should  be  permitted  to  expand  a  communication 
system  into  the  type  of  process  control  which,  in  the  case  of  the 
alarm  industry,  has  traditionally  been  an  int^al  part  of  alEum 
services,  then  a  substantial  portion  of  alarm  company  revenues 
would  be  diverted  to  telecommunication  carriers. 

The  FCC  has  labored  for  years  over  its  second  computer  inquiry 
without  coming  to  any  conclusions  over  just  where  telecommunica- 
tion ends  and  information  services  or  data  processing  b^in.  We 
fervently  hope  that  this  legislation  will  finally  accomplish  this 
distinction. 

We  also  believe  there  is  an  oversight  in  the  frequency  allocation 
portion  of  the  act,  such  as  the  possibility  of  nonessential  use  of 
radio,  e.g.,  "CB",  above  the  protection  of  human  life  and  property.  I 
would  ask  that  we  be  allowed  to  submit,  for  the  record,  our  views 
and  opinions  on  the  clarification  of  definitions  and  frequency  allo- 
cation. 

I  would  like  to  state  again  that  the  alarm  industry  is  totally 
dependent  upon  the  telephone  industry  for  transmission  facilities 
or  transmission  paths  to  transmit  alarm  signals  from  the  alarm 
company  subscriber  to  the  designated  point  of  reception.  The  tele- 
phone company  in  general,  and  A.T.  &  T.  most  particularly,  pri- 
marily control  these  treuismission  paths  and  effectively  control  the 
price  for  providing  these  services. 

Given  this  situation,  entry  by  telephone  companies  and  other 
monopolies  into  the  alarm  industry  should  be  tightly  controlled  to 
prohibit  predatory  pricing  and  anticompetitive  actions. 

The  eilarm  industry  presently  has  no  viable  alternatives  and  if 
the  telephone  industry  is  allowed  free  access  into  the  alarm  indus- 
try, the  fate  of  the  alarm  industry  will  be  sealed. 

This  concludes  my  remarks  this  afternoon.  I  thank  you  again  for 
allowing  me  this  opportunity  to  speaik  to  you  and  air  our  concerns. 
I  look  forward  to  discussing  and  debating  these  issues  with  my 
panel  coUeeigues. 

[The  statement  follows:] 
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Statement  op  Bill  Koch  on  Bekalf  op  the  Alarm  Industry 
Mr.  Chairman,  membere  of  the  Subcommittee  on  Communications,  I  am  Bill 
Koch,  President  of  Certified  Alarm  and  Signal  Company  of  Toledo.  Ohio.  I  am 
Treasurer  of  the  National  Burglar  and  Fire  Alarm  Association,  I  appreciate  the 
opportunity  to  appear  before  you  today  on  behalf  of  the  airm  industry.  I  am  here  to 
eiprese  our  concerns  about  the  potential  impact  that  the  proposed  Communications 
Act  Amendments  could  have  upon  our  industry. 

Our  two  greatest  concerns  center  on  the  entry  of  the  largest  business  in  the 
world — A.T.  &  T. — into  the  alarm  business,  and  the  continued  hccbbb  byt  alram 
companies  of  atTordable  transmission  paths  controlled  by  telephone  companies. 

At  the  outeet,  I  join  with  the  majority  of  others  in  applauding  your  etorts  to  bring 
the  1934  Communications  Act  fufly  into  the  Twentieth  Century.  We  are  hopeful 
that  the  issues  raised  today  will  become  modifications  to  these  bills  at  the  appropri- 
ate time. 

I.  THE  ALARM  INDUSTRY  WHO  WE  ARE,  WHAT  WE  DO.  HOW  WE  DO  IT 

The  alarm  industry  provided  emergency  services  essential  to  public  safety,  health 
and  welfare.  The  industry  safeguards  persons  and  property  from  fire,  criminal 
attack  and  other  life  safety  hazards. 

Alarm  companies  not  only  protect  major  industrial,  banking  and  multistate  com- 
mercial customers  which  are  the  lijeblood  of  the  Nation's  economy,  but  hundreds  of 
thousands  of  small  busineases,  a  growing  number  residences,  military  installations, 
state  and  federal  ofHce  buildings,  hospitals,  nursing  homes,  art  museums  and  many 
Other  cat««oriee  of  users. 

Security  systems  are  often  mandated  by  state  and  federal  laws,  e.g.,  bank  protec- 
tion, storage  of  narcotics,  nuclear  energy  facilities,  defense  installations,  and  civilian 
defense  production.  In  many  geographic  areas  and  for  certain  categories  of  risks, 
insurance  companies  will  not  write  fire  or  crime  insurance  unless  appropriate  alarm 
systems  are  installed  on  the  premises  to  be  insured. 

In  addition,  we  also  provide  vital  monitoring  services  such  as  remote  medical 
alert  for  the  elderly,  ana  such. 

Many  Fire  Marshals  and  Fire  Chiefs  throughout  the  country  have  acknowledged 
tiiat  fire  alarm  systems  provided  by  the  burglar  and  fire  alarm  companies  provide 
the  only  early  warning  systems  available  to  detect  fires  early  enough  to  notify  the 
fire  departments  and  to  protect  life  and   property   from  the   results  of  the  fire. 

Local  police  department  studies  have  pointed  out  the  tremendous  beneficial  effect 
of  burglar  alarm  systems  installed  in  private  residences  and  businesses  and  the 
benefit  to  the  community  and  to  the  police  agencies  in  deterring  the  crime  of 
burglary  as  oppoeed  to  those  situations  where  no  burglar  alarms  exist. 

A  recent,  LEAA-funded  study  found  that  alarm  systems  are  not  only  highly 
effective  in  reducing  the  financial  loss  due  to  burglary,  but  that  burglar  alarms 
offer  the  only  proven  solution  if  a  reduction  in  the  amount  of  unreported  crime  and 
an  increase  m  the  offender  arrest  rates  are  desired.  The  report  went  on  to  say,  "It 
appears  that  the  only  chance  that  the  small  business  particularly,  and  the  home- 
owner has,  is  to  install  an  alarm  system." 

The  alarm  industry  itself  is  comprised  of  about  6,000  companies  in  the  United 
States  which  specialize  in  installinc,  servicing,  and/or  monitoring  alarm  systems. 
Several  thousand  more  offer  limited  alarm  services  but  specialize  in  other  security 
services.  The  field  is  supplied  by  about  600  manufacturers. 

Approximately  95  percent  of  the  6,000  specialize  in  burglar  alarm  installation 
and/or  monitoring.  ADOut  5,000  companies  focus  on  local  alarm  protection  for  both 
burglar  and  fire,  though  many  of  these  now  provide  modified  central  station  protec- 
tion with  digital  and  tape  dialers,  which  report  emergencies  either  to  an  answering 
service  or  directly  to  the  public  authorities. 

The  remaining  1,000  companies  manage  central  stations  which  monitor  the  bur- 
glar, fire  and  industrial  processes  alarms  they  install.  Most  are  located  in  majaT 
urban  centers, 

A  unique  feature  of  this  industry  is  its  thriving  small  business  segment.  Not  a 
single  company  reported  gross  revenues  in  excess  of  3300  million  in  1977.  Only  four 
exceeded  $50  million. 

Another  unique  feature  is  that  the  businesses  tend  to  be  locally-owned  and 
operated.  Their  livelihood  depends  on  their  stature  in  the  eyes  of  the  public  and  the 
liJfe  safety  institutions  in  the  localities  they  serve. 

We  believe  the  present  structure  of  the  industry,  especially  the  large  small 
business  s^ment,  is  extremely  important  in  the  consideration  of  any  legislation 
amending  tiie  1934  Communications  Act. 

In  providing  these  basic  but  essential  services,  we  must  point  out  that  the  alarm 
induBtry  is  primarily  dependent  on  the  telephone  company,  and  to  a  lesser  extent 
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requires  radio  communication.  Alarm  companies  must  lease  their  private  lines  from 
the  telephone  company  in  order  to  transmit  the  alarm  signals  from  the  alarm 
company  customers  location  to  the  alarm  company's  central  station,  the  police 
department,  fire  department  or  wherever  the  destination  the  alarm  signal  is  to 
terminate. 

Radio  commuciation  is  required  to  dispatch  personnel  to  the  alarm  site  after  an 
alarm  signal  is  received  and  to  notify  law  enforcement  or  fire  officials  of  th«  action 
in  progress.  In  addition,  radio  frequencies  can  be  use  to  supplement  telephone 
company  leased  lines  for  the  transmission  of  alarm  siKnals. 

In  my  opening  statement  today,  I  shall  touch  briefly  on  the  primary  areas  of  real 
concern  to  us,  and  would  ask  that  we  be  allowed  to  submit,  for  the  record,  a  more 
complete  and  formal  statement  of  the  issues  at  a  later  date. 

Our  analysis  of  the  proposals  show  basically  four  problem  areas: 

1.  Competition  from  the  telephone  company;  i.e.,  unfair  competition  by  monopoly 
telecommunications  carriers  entering  the  alarm  business  and  other  non- 
telecommunications  markets  in  a  predatory  manner. 

2.  Access  to  lines;  i.e..  access  to  wire  transmission  paths  from  local  as  well  as 
interexchange  telecommunications  carriers  at  reasonable  and  affordable  rates. 

3.  Confusing,  uncertain  or  incomplete  definitions, 

4.  Appropriate  and  secure  frequency  allocation. 

The  first  two  issues,  competition  and  access,  are  thoroughly  intertwined. 

U.  UNFAIR  COMPETmON  FROM  MONOPOLY  COMPANIES 

A  m^or  concern  of  the  alarm  industry  has  been  that  the  monopoly  common 
carriers  would  enter  into  the  alarm  industry  and  at  the  same  time  restrict  or  make 
unaflbrdable  the  utilization  of  telephone  lines  by  alarm  companies.  During  the  past 
few  years.  AT&T  and  some  of  its  operating  companies  have  requested  drastic  rate 
increases  throughout  the  country  for  the  facilities  it  has  leased  to  the  alarm  indus- 
try. It  has  also  been  seeking  to  impose  tariff  restrictions  which  would  effectively  cut 
ofl  alarm  companies  off  from  the  telephone  lines  they  must  have  to  provide  remore 
signaling  and  monitoring  services. 

It  is  well  known  within  the  alarm  industry  that  the  Bell  System  has  long  wanted 
to  get  into  the  alarm  business,  but  has  been  prevented  from  doing  so  only  because  of 
the  1956  Consent  Decree.  I  would  like  to  quote  to  you  from  the  AT&T  1978  Annual 
Report: 
Communicalions  for  the  home 

"There  is  no  area  of  our  business  where  we  expect  to  see  more  dramatic  change  in 
the  variety  and  diversity  of  services  than  in  communications  for  the  home. 

"Certainly  all  customers  have  a  common  need  for  basic  telephone  service.  Beyond 
that,  however,  our  market  studies  tell  us  that  the  needs  and  desires  of  residence 
customers  vary  widely,  depending  upon  their  age,  income,  lifestyle,  location  and 
many  other  factors. 

"Ine  needs  of  the  elderly — for  example,  for  swift  access  to  police,  fire  and  medical 
help— may  differ  markedly  from  those  of  young,  single,  apartment  dwellers.  Other 
residence  customers,  active  in  business  and  community  work,  may  want  in  their 
homes  the  kind  of  flexible  communications — conferencing,  call  forwarding,  automat- 
ic call-back  when  lines  are  busy— that  are  characteristics  of  modem  office  communi- 
cations svstems." 

It  is  also  well  known  that  AT&T  has  continually— almost  traditionally — used  ite 
more  profitable  operations  to  subsidize  its  less  profitable  ones,  enabling  it  to  effec- 
tively underwrite  its  own  operations  and  undercut  Its  competition  in  thoae  aireaa. 

The  bill  would  allow  the  FCC  to  open  new  markets  to  competition.  AT&T  and 
other  category  II  carriers  are  specifically  prevented  from  competing  directly,  but 
must  set  up  fully  separated  subsidiaries. 

Let  me  emphasize,  we  would  naturally  be  concerned  with  AT&T's  competing  with 
us — all  things  being  equal.  But  because  of  the  size  and  present  monopoly  position  of 
AT&T,  we  are  convinced  land  I  believe  rightly  so)  that  all  things  can  never  be  equal, 
even  under  the  safeguards  and  limitations  which  this  bill  provides. 

The  requirements  of  S.  611  are  a  first  attempt  to  ensure  effective  competition. 
The  concept  of  separate  control  in  the  process  of  der^ulation  is  one  which  may  be 
viable;  however,  the  principal  obligation  must  be  to  make  certain  that  alarm  compa- 
nies are  not  forced  to  compete  with  AT&T  under  existing  circumtances.  As  indicat- 
ed, alarm  companies  are  totally  dependent  upon  telephone  company  leased  lines 
and  even  the  establishment  of  tne  "Category  II"  carrier  raises  issues  as  to  whether 
or  not  alarm  companies  can  ever  compete  with  an  AT&T. 

We  believe  that  more  is  necessary  to  prevent  monopoly  telephone  carriers  from 
entering  into  the  alarm  business  in  a  predatory  and  monopolistic  manner.  Owner- 
ship of  fully-separated  subsidiaries  by  monopoly  carriers,  as  proponed  in  the  legiata- 
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tion,  would  still  subject  such  subsidiaries  to  subtle  pressures  and  influences  from 
parent  companies.  In  some  cases,  only  a  total  or  full  spin-off  of  such  subsidiaries 
could  assure  that  nontelecommunicationa  marekts,  such  as  the  alarm  industry 
would  remain  truly  competitive. 

Another  example  arises  in  current  state  rate-making  proceedings.  There,  tele- 
phone companies  are  required  to  separate  costs  to  justify  tariffs.  They  have  not  been 
too  successful.  We  question  whether  they  will  be  so  now. 

Unless  additional  protection  combined  with  strong  enforcements  is  afforded 
within  the  proposed  l^pslation.  AT&T  would  be  put  in  a  posture  to  immediately 
destroy  the  competing  alarm  companies.  We  hope  that  effective  controls  to  ensure 
fair  competitive  entry  of  a  Cate^ry  n  carrier  subsidiary  into  the  alarm  business 
can  be  established;  if  in  fact  this  is  allowed  at  all. 

We  question  whether  they  really  can. 

m  ACCESS  TO  TRANSMISSION  PATHS 

Our  second  major  concern  is  that  this  bill  would  allow  carriers  to  deny  to  our 
industry  the  availability  of  necessary  wire  transmission  paths.  We  are  concerned 
that,  as  a  vital  user  of  telephone  lines,  we  may  be  effectively  cut  off  from  available 
lines  at  affordable  rates. 

Our  analysis  of  S.  611  indicates  that  there  is  nothing  to  prevent  local  exchange 
carriers  from  denying,  curtailing,  limiting  or  discontinuing  the  private  line  service 
which  is  absolutely  essential  to  the  continuation  of  the  vital  life  safety  s 
provided  by  the  alarm  industry. 

Under  Section  214  of  the  Communications  Act  of  1934,  common  car 
once  established — cannot  be  discontinued  without  the  authority  of  the  Federal 
Communications  Commission  (PCC).  Although  the  rates  and  charges  to  the  alarm 
industry  are  largely  governed  bv  state  public  utility  or  public  service  commissions, 
the  monopoly  carriers  have  not  teen  able  to  withdraw  or  discontinue  services  to  the 
alarm  industry  under  present  law  without  approval  of  the  FCC  and/or  state  com- 


For  the  most  part  under  the  new  l^islation,  the  type  of  private  line  service 
furnished  to  alarm  companies  would  be  provided  by  local  exchange  carriers.  Under 
amended  Section  231(b)  of  S.  611  the  FCC  may  impose  no  requirements  on  any 
exchange  carrier  other  than  those  exceptions  specifically  set  forth.  These  exceptions 
do  not  protect  the  alarm  industry  from  havmg  the  facilities  it  needs  curtailed, 
limited  or  provided  at  unreasonable  rates. 

It  is  stated  that  a  primary  purpose  of  the  hill  is  ".  .  .  for  the  purpose  of  promoting 
safety  of  life  and  property  through  the  use  of  telecommunications;  .  .  .".  As  alr^dy 
discussed,  it  is  the  purpose  of  the  alarm  industry  to  do  just  that. 

Section  205(b)  gives  the  PCC  authority  to  "impose  such  other  requirements  as  the 
Commission  deems  necessary  to  ensure  the  provision  of  an  essential  public  service." 
As  we  read  the  bill,  these  provisions  would  not  apply  to  local  exchanges. 

We  ask  that  this  l^islation  direct  the  state  commission  to  require  all  carriers 
(Category  I  and  C^te^ory  II)  to  provide  access  to  their  facilities  in  order  ttiat 
essential  public  and  private  services  can  be  made  available. 

We  further  submit  that  the  FCC  should  reserve  to  itself  the  right  to  require  all 
carriers,  including  local  exchange  carriers,  to  provide  necessary  telecommunications 
service  for  such  public  and  private  services  at  reasonable  and  affordable  rates  in  the 
event  that  state  commissions  fail  to  do  so. 

We  have  developed  language  which  we  believe  will  remedy  this  apparent  over- 
sight, which  we  will  submit  separately.  The  legislation  should  prescribe  access  to 
local  exchange  lines  or  alternative  transmission  paths  for  essential  services,  leaving 
the  question  of  reasonable  charges  to  the  FCC  or  the  states. 

The  alarm  industry  is  well  aware  of  the  delicate  balance  between  federal  and 
state  r^ulation  of  telecommunications  and  the  earnest  desire  of  Congress  to  deregu- 
late telecommunications  and  encourage  competition.  We  support  these  goals,  Dut 
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industries  such  as  ours  that  a 
the  most  part,  by  monopoly  cai .   .   . 

At  the  present  time,  there  is  no  readily  available,  convenient  method  of  transmit- 
ting alarm  signals,  other  than  that  of  local  phone  company  lines.  In  a  few  areas 
coaxial  cable  may  be  an  alternative  possibility  which  the  alarm  industry  is  now 
exploring  with  the  cable  industry.  At  present,  the  high  level  of  security  which  we 
can  provide  on  telephone  lines  is  not  yet  feasible  over  cable.  As  feasible  and 
economical  methods  and  alternatives  develo[>^and  as  the  competition  envisioned  by 
the  bill  evolves— We  will  be  preparing  to  utilize  and  convert  to  other  methods  of 
signal  tranamission.  But  for  now,  and  for  the  foreseeable  future,  this  is  just  not  the 
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We  need  a  guarantee  of  local  private  line  service  bo  that  we  may  be  able  to  offer 
our  customers  this  necessary  service  at  reasonable  rates.  Until  a  competitive  envi- 
ronment of  alternative  transmission  paths  has  developed,  as  determined  by  the  PCC 
or  state  commission,  the  prohibition  against  discontinuance — and  a  directive  for 
continued  access — should  be  grandfathered  into  any  new  l^islation. 

IV  CLARIFICATION  OF  DEFINFnONS 

While  we  believe  we  understand  the  basic  intent  of  the  draflere  of  this  l^islation, 
we  feel  that  some  of  the  definitions  and  language  of  particular  sections  may  not  be 
actually  accomplishing  the  intended  goals. 

We  have  set  forth  the  problems  which  the  alarm  companies  have  encountered, 
and  the  problems  which  we  anticipate.  In  addition,  it  is  difTicult  to  determine  how 
the  oroposed  legislation  would  fully  impact  the  alarm  companies  because  of  current 
woroing  of  some  defmitions. 

For  example,  does  the  definition  of  information  service  include  or  exclude  "proc- 
ess control?  In  its  Second  Computer  Inquiry,  Docket  20828,  the  FCC  defined  process 
control  as  "applications  [which]  include  the  use  of  electronic  equipment  to  monitor 
and  control  some  process  which  is  occurring  on  a  continuing  basis — such  as  nuclear- 
powered  generation  stations,  an  electric  power  distribution  grid,  an  automatic  ma- 
chine tool,  or  a  fire  detection  and  control  system". 

We  would  hope  that  process  control  as  defmed  by  the  FCC.  is  part  of  an  "informa- 
tion service"  (or  at  least  a  non telecommunication  service)  and  that  process  control 
(except  as  used  to  switch  or  transfer  voice  messages)  is  not  incidental  to  or  an 
integral  part  of  a  telecommunication  system  or  the  management  of  a  telecommuni- 
cation system.  Thus,  a  Cat^ory  II  carrier  should  be  required  to  create  a  fully- 
separated  subsidiary  in  order  to  provide  a  process  control  system,  equipment  or 
service.  At  present  this  is  not  clear. 

Conversely,  is  the  defmition  of  telecommunications  service  drawn  narrowly 
enough  to  exclude  the  type  of  "information  service"  which  an  alarm  company 
provides?  An  alarm  system  is  clearly  different  from  other  types  of  information 
services  in  that: 

1.  The  transmission  of  the  alarm  signal  is  an  int^cral  part  of  the  service, 

2.  The  alarm  company  must  control   and  supervise  such   signal   traiu 
If  telecommunication  carriers  should  be  permitted  to^jcpand  a  communication 

system  into  the  type  of  "process  control"  (defined  by  the  FCS)  which,  in  the  case  of 
ttie  alarm  industry,  has  traditionally  been  an  int^ral  part  of  alarm  servicee,  then  a 
BubstantiaJ  portion  of  alarm  company  revenues  would  be  diverted  to  telecommunica- 
tion carriers.  If  a  telecommunication  carrier,  whether  intereichange  or  local,  de- 
sires to  engage  in  process  control,  as  defmed  by  the  FCC,  then  it  should  be  required 
to  do  BO  by  a  fully -separated  entity. 

We  would  further  point  out  that  if  telecommunication  carriers  provide  and  con- 
trol the  entire  end-to-end  transmission  of  alarm  signals,  then  a  third  party  becomes 
involved  in  the  security  of  the  alarm  system.  Under  existing  alarm  signal  transmia- 
sion  systems,  alarm  companies  or  their  customers  control,  and  are  principally 
responsible  for,  the  security  of  the  transmission  system  involved.  This  is  critital  to 
the  safetv  of  people  and  property. 

The  FCC  has  labored  tor  years  over  its  Second  Computer  Inquitr  without  coming 
to  any  conclusions  over  just  where  telecommunications  ends  and  information  serv- 
ices" or  "data  processiiig"  begin.  We  fervently  hope  that  this  legislation  will  finally 
accomplish  this  distinction. 

Another  problem  arises  in  S  203(g)  of  S.  611.  It  is  possible  to  interpret  that  sectiOD 
as  authorizing  the  FCC  to  classify  an  alarm  company  which  utilizea  leased  local 
exchange  telecommunication  facilities  as  a  Category  I  carrier  "Any  entity  which 
provides  a  telecommunication  service  either  as  a  Beparat«  or  integral  part  of  an 
mformation  or  other  non-telecommunication  service  shall  be  deeni^  a  telecMnmu- 
nications  carrier  with  respect  to  such  telecommunications  service." 

In  this  connection  no  distinction  is  made  between  information  servitx  comp  aniaa 
which  "lease"  telecommunication  services  or  those  which  actually  resell  sucn  serv- 


between  local  and  intercity  exchange  services.  Hypothetioslly,  a  central  itatioa 
leasing  intercity  servicM  could  even  De  daasiiied  as  a  Category  Q  carrier  if  it  waa 
not  found  be  be  subject  to  effective  competition  in  the  relevant  nognidiic  area. 
We  do  not  believe  that  it  was  the  intention  of  the  drafters  to  regulate,  at  carriara, 
entities  such  as  alarm  companiee  unless  such  companies  actually  set  up  or  operate  a 
separate  telecommunication  facility.  The  Commitlae  may  wiih  to  clarify  paragra|di 
(g)  as  a  technical  matter. 


Dig,, z.d  by  Google 


V.  FREQUENCY  ALLOCATION 

We  would  call  your  attention  to  an  oversight  existing  in  policies  that  have  arisen 
under  the  present  Communications  Act.  Tne  present  Act,  which  established  the 
justification  for  use  of  the  radio  spectrum  in  terms  of  the  "public  interest,  conven- 
ience or  necessity,"  has  permitted  the  growth  of  a  policy,  within  the  non-federal 
portion  of  the  spectrum,  tnat  places  the  interim  value  of  a  non-essential  use  of  radio 
(e.g.,  the  "CB")  above  the  essential  service  of  protecting  human  life  and  property. 


private  businesses  such  as  alarm  companies  which  provide  security  and  protection 
sarvice*.  This  omission  could  be  corrected  by  clear  policy  guidance  by  Congress  in 
the  deliberations  of  the  Spectrum  Commission. 

The  legislation  calls  tor  five  members  of  the  fifteen-person  Commission  who 
represent  private  users  of  the  spectrum.  We  would  ask  that  alarm  security  industry 
repreeentatives  be  one  of  the  named  examples  listed,  as  we  not  only  are  significant 
users,  both  the  purpose  for  which  we  use  frequencies  is  so  vital  to  community 
safe^. 

In  sum,  I  would  like  to  state  again  that  the  alarm  industry  is  totally  dependent 
upon  the  telephone  industry  for  transmission  facilities  or  transmission  paths  to 
transmit  alarm  signals  from  the  alarm  company  subscriber  to  the  designated  point 
of  reception.  The  telephone  industry  in  general,  and  AT&T  most  particularly,  total- 
ly control  theae  transmission  paths  and  effectively  control  the  price  for  providing 
these  services. 

Given  this  situation,  entr^  by  telephone  companies  and  other  monopolies  into  the 
alarm  industry  should  be  tightly  controlled  to  prohibit  predatory  pricing,  and  anti- 
ccmpetivite  actions. 

This  committee  must  make  certain  that  the  necessary  safeguards  are  Instituted  to 
avoid  the  poesibilit:^  of  this  occurring,  so  that  we  can  continue  to  protect  the  lives 
and  property  of  millions  of  Americans  from  fire,  burglary  and  other  dangerous 
hazards.  The  alarm  industry  presently  has  no  viable  alternatives  and  if  the  tele- 

Shone  industry  is  allowed  free  access  into  the  alarm  industry,  the  fate  of  the  alarm 
idustry  will  be  sealed. 

This  concludes  my  remarks  this  afternoon.  1  thank  you  again  for  allowing  me  this 
opportunity  to  speak  to  vou  and  air  our  concerns.  I  look  forward  to  diacussii^  and 
debating  these  issues  witn  my  panel  colleagues. 

[The  following  information  was  suteequently  received  for  the 
record:] 

QtTESTtONS  OF  THB  COHMrrrEE  ano  the  Answers  Thereto 

problem  a  _ .._., 

company;  access  to  lines;  confusing  definitions;  and  appropriate  and  secure  frequen- 
«r  allocations.  Do  you  have  specific  language  changes  or  amendments  to  offer  the 
Committee  which  would  take  care  of  each  of  these  problems,  and  if  not,  will  you 
submit  such  lansuage  for  the  record? 

Answer,  The  NBFAA  has  developed  language  which  addressee  the  problem  areas 
of  S.  611.  We  have  attached  these  suggested  amendments  to  our  answers. 

Question.  What  is  the  basis  for  your  position  that  the  telephone  industry  would 
deny  the  alarm  industry  access  to  their  private  line  facilities  when  by  leasii^  or 
offering  such  facilities  they  obtain  income? 

Answer.  AT&T  has  made  clear  its  intention  to  enter  into  the  alarm  business  in 
mcaentations  before  alarm  industry  association  meetings  and  in  filings  in  FCC 
Docket  Ng.  20828,  particularly  with  respect  to  the  residential  alarms  field.  AT&T 
and  many  of  its  cqferating  companies  are  attempting  to  force  the  alarm  industry  to 
utilize  an  advanced  and  prohibitively  expensive  technolc^  which  is  simply  not 
required  for  the  transmission  of  most  alarm  sisals  and  which  technology  does  not, 
at  present,  offer  the  high  d^(ree  of  line  security  required  by  many  alarm  systems. 

Some  further  background  is  required  to  understand  AT&T's  conduct.  In  the  late 
1960b  AT&T  advised  alarm  companies  that  it  intended  to  eventually  convert  all  of 
its  metallic  facilities  *  to  carrier  circuits  capable  of  carrying  up  to  94  transmission 


■  Moat  tvlsphone  circuits  OHuiit  of  cable  with  copper  wire.  The  terra  metallic  circuits  meaiu 
wire  pairs  which  nui  directly  from  a  protected  premise  te  a  central  station  or  public  police  or 
fire  communication  center  and  which  are  dedicated  Co  the  use  of  a  limited  number  of  Bubwrib- 
en.  Carrier  drcuita  connect  niuneroui  tel«ihoae  •ubacribers  to  wire  centen  where  calls  are 
routed,  awitcliad  and  multiplexed  U>  the  nation  dialed.  In  many  aieai  and  in  long  distance  calls. 

Footnotes  continued  on  next  page 
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paths  over  a  single  line.  It  led  the  alerin  industry  to  believe  that  it  would  develop 
technology  to  permit  alarm  companies  to  have  continued  access  to  transmission 
lines  utilinng  advanced  carrier  techniques.  When  by  the  early  1970s  AT4T  did  not 
develoD  such  technology,  several  manufacturera  of  alarm  systems  hardware  devel- 
oped alarm  transmission  systems  designed  lo  utilize  carrier  (as  opposed  to  metallic) 
circuits.  One  manufacturer  of  alarm  systems  demonstrated  that  if  the  telephone 
company  would  provide  necessary  bridging  (which  did  not  require  sophisticated 
electronics)  that  it  could  provide  economical  transmission  of  alarm  signals  over 
carrier  circuits.  This  company  was  thwarted,  however,  by  ATftT  and  certain  operat- 
ing companies  to  such  an  extent  that  it  was  forced  to  file  an  antitrust  action  aKainst 
AT&T  which  is  now  pending  in  the  federal  courts.  The  cost  of  fighting  predatory 
conduct  tra  AT&T  is  so  enormous  that  few  companies  in  the  industry  can  afford  to 
take  on  Ma  Bell  under  existing  antitrust  laws. 

The  present  course  of  conduct  b^  AT&T  has  been  to  develop  technologically 
advanced  systems  for  the  transmission  of  alarm  signals  which  aire  far  beyond  the 
normal  requirements  of  the  alarm  industry  and  which  have  been  proven  to  be  (0 
costly  that  they  are  not  affordable  in  the  majority  of  cases.  While  AT&T  was 
developing  its  sophisticated  transmission  system  it  simultaneously  developed  a  pro- 

rd  specification  relating  to  the  use  of  metallic  circuits  that  is  so  restrictive  that 
all  practical  purposes  it  would  deny  the  alarm  industry  access  to  the  metallic 
circuits  upon  which  it  is  primarily  dependent.  To  discourage  alarm  companies  from 
purchasing  advanced  transmission  equipment  designed  for  use  with  telephone  carri- 
er circuits  from  independent  manufacturers  of  alarm  transmission  equipment  and 
to  deter  the  alarm  industry  from  seeking  legal  or  FCC  action  against  it,  representa- 
tives of  AT&T  repeatedly  stated  orally  and  in  writing  that  it  would  not  attempt  to 
impose  the  proposed  restrictions  on  metallic  circuits  until  the  alarm  industry  had 
economically  feasible  alternatives.  Now  that  AT&T  has  developed  its  sophisticated 
alternative  it  has  decided  to  file  the  proposed  restrictions  on  metallic  circuits  as 
tariffs  in  some  states  and  has  stated  its  intention  to  do  so  throughout  the  United 
States,  However,  the  new  AT&T  transmission  system  is  not  economically  feasible 
except  in  certain  rare  instances.  Moreover,  it  appears  that  the  system  will  not 
provide  the  high  degree  of  line  security  required  for  Underwriters'  Laboratory 
certiiication.  Finally,  even  if  the  new  AT&T  transmission  system  were  economically 
feasible,  it  would  require  an  enormous  investment  by  alarm  companies  and  their 
customers  in  a  very  short  period  of  time  to  convert  existing  alarm  systems  so  that 
they  would  be  compatible  with  the  new  AT&T  alarm  transmission  facility. 

Question.  Doesn't  your  major  concern  go  beyond  the  entry  of  just  AT&T  into  the 
alarm  business  and  include  any  current  telecommunications  carriers  going  into  the 
business? 

Answer.  Our  major  concern  does  indeed  go  beyond  the  entry  of  just  AT&T  into 
the  alarm  business. 

In  any  major  geographic  area  in  which  a  major  independent  telephone  company 
such  as  GTE  operates,  such  company  would  be  able  to  engage  in  the  same  predatory 
practices  as  does  AT&T  if  it  desired  to  enter  into  the  alarm  business  because  it 
could  subsidize  its  entry  into  the  alarm  business  with  profite  from  its  regulated 
telecommunications  services  and  at  the  same  time  restrict  the  use  of  metallic 
circuits  by  unreasonable  tariff  restrictions  or  rates. 

Elntry  by  any  major  monopoly  carrier  into  the  alarm  business  poses  a  grave 
threat  to  the  competitive  structure  of  the  alarm  industry  as  loi^  as  such  carriers 
have  full  control  over  an  essential  component  of  the  alarm  business — the  transmis- 
sion paths. 

Question.  On  page  17  you  indicate  that  ".  .  .  entry  by  telephone  companies  and 
other  monopolies  into  the  alarm  industry  should  be  tightly  controlled.  What  "other 
monopolies'  are  you  referring  to? 

Answer.  The  uarm  industry  would  also  be  concerned  if  any  telecommunications 
carrier  other  than  a  telephone  company  obtains  B  monopoly  over  telecommunica- 
tions services  in  any  substantial  geographic  area.  If  such  a  monopoly  denied  the 
alarm  industry  access  to  the  use  of  economical  transmission  paths  it  could  ent«r 
into  the  alarm  business  and  destroy  existing  alarm  businesses. 

Question.  You  also  state  that  the  alarm  industry  is  presently  totally  dependent 
upon  the  telephone  industry  for  transmission  facilities.  How  long  do  you  anticipate 
that  this  total  dependence  will  last? 


P\>otnotes  continued  from  last  pftfe 
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Answer.  We  have  pointed  out  that  at  the  preflent  time  the  alarm  industry  is 
almost  totally  dependent  upon  telephone  compiany  circuits.  A  state-of-the-art  tech- 
noi(^  does  exist  wi^  respect  to  coaxial  cable  and  radio  frequent^  transmission  to 

Cnde  alternative  transmission  paths  for  alarm  signals.  At  the  present  time, 
rever,  the  former  technology  has  not  evolved  to  such  an  extent  that  it  offers  a 
feasible  alternative.  The  obstacle  to  utilizing  radio  frequency  for  alarm  signal  trans- 
mission relates  to  a  cart-before-the-horse  problem.  No  alarm  company  and  no  manu- 
focturer  of  radio  frequency  transmission  equipment  will  make  the  substantial  in- 
vestment required  to  design  and  manufacture  equipment  which  can  be  used  by  the 
alarm  industry  for  poin^to-point  transmission  of  alarm  signals  until  the  ^arm 
industry  is  assured  that  the  FCC  will  allocate  secure  and  adequate  radio  spectrum 
for  alarm  industry  use.  Although  it  has  made  some  minor  inroads  in  this  regard 
before  the  FOG,  it  simply  has  been  unable  to  obtain  en  adequate  classification  and 
allocation  from  that  agency. 

The  telephone  industry  has  endeavored  to  portray  the  alarm  industry  as  being 
obsolete  and  technologically  inept.  On  the  contrary,  the  alarm  industry  has  devel- 
oped many  sophisticated  state-of-the-art  sensor  devices  and  signal  transmission  tech- 
niques. Many  of  these  systems  are  now  employed  with  respect  to  high-risk  targets 
such  as  jewelry  stores,  banks,  pharmacies,  furriers  and  defense  installations.  Re- 
search has  indicated,  however,  that  many  businesses  and  residences  which  are  not 
high-risk  targets  can  be  adequately  protected  by  relatively  simple  tried  and  tested 
alarm  ^stems.  Indeed,  LElAA-funded  studies  indicate  that  an  overwhelming 
number  of  burglars  interviewed  stated  that  thev  avoided  businesses  and  residences 
equipped  with  elTective  alarm  systAms.  This  stuoy  further  indicated  that  less  than  5 
percent  of  bui^lara  indicated  a  willingness  to  attempt  to  compromise  the  more 
sophisticated  alarm  systems. 

Accordingly,  the  alarm  industry  submits  that  the  effect  of  tel^hone  company 
conduct  is  to  force  lower  and  middle  income  businesses  and  residencee  to  accept 
simal  transmission  systems  which  thev  do  not  need  and  which  they  cannot  affoid. 

In  conclusion,  we  submit  that  until  the  alarm  industry  can  reasonably  foresee  the 
d^ree  of  cooperation  that  it  will  obtain  from  state  and  federal  regulatory  agencies 
in  developing  economically  feasible  alternatives  to  telephone  circuits,  it  is  almost 
impossible  to  predict  how  long  industry  dependence  upon  telephone  common  carri- 
ers will  last. 

QueBtum.  On  page  7  you  state  that  while  telephone  companies  are  required  to 
separate  costs  to  justify  tariffs  in  current  state  ratemaking  proceedings,  they  have 
nc^  been  too  successful.  Why  not,  and  what  is  your  basis  for  this  statement? 

Answer.  The  alarm  industry  statement  referred  to  in  your  Question  No.  6  needs 
to  be  clarified  so  that  an  appropriate  answer  to  you  can  be  made.  Alarm  companies 
requiring  dedicated  private  line  metallic  circuits  (non-voice  grade  lines)  are  being 
delugsd  with  telephone  company  tariff  applications  for  rate  increases  ranging  from 
37  percent  to  300  percent.  Sometimes  counsel  for  alarm  companies  in  proceedings 
before  state  regulatory  commissions  can  force  a  compromise  or  reduction  of  these 
rate  increase  applications  by  merely  requesting  that  the  state  commission  require 
telephone  companies  to  break  down  and  justify  their  cosls.  In  many  instances, 
however,  telephone  company  recordkeeping  procedures  aggregate  all  private  line 
service  costs  and  are  so  complex  that  they  are  undecipherable  even  to  telephone 
company  witnesses.  Attorneys  for  alarm  companies  are  forced  to  attempt  to  analyze 
applicable  costs  by  expensive  deposition  and  discovery  procedures. 

In  general,  telephone  company  tariffs  and  cost  justitications  have  not  taken  into 
account  the  following  factors: 

A.  To  a  large  extent,  the  cost  for  existing  metallic  lines  should  be  treated  as  a 
historical  embedded  cost  because  they  have  been  paid  for  a  depreciated.  Moreover, 
there  are  relatively  small  maintenance  costs  with  respect  to  such  lines  as  compared 
to  carrier  circuits. 

B.  Many  private  line  services  require  sophisticated  electronics,  including  repeat- 
ers and  time  and  frequency  division  multiplex  facilities.  The  alarm  industry  pro- 
vides its  own  dc  power  source  which  it  generates  over  telephone  company  lines  and 
does  not  require  the  telephone  company  switching  network  to  provide  its  service. 

C.  AT&T  is  attempting  to  tariff  and  has  successfully  tariffed  unreasonable  restric- 
tions on  the  use  of  metallic  circuits  by  alarm  companies.  This  has  been  done  even 
though  telephone  company  officials  have  made  representations  that  they  would  not 
impose  such  restrictions  on  the  use  of  metallic  circuits  until  the  alarm  industry  had 
viahle  and  economically  feasible  alternatives  to  low  baud  metallic  private  line 
service  for  the  transmission  of  alarm  signals.  Moreover,  AT&T  has  agreed  with 
Western  Union  (which  aso  uses  metallic  lines)  to  phase  out  metallic  lines  for 
interexchange  use  by  1983. 
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The  experience  of  alarm  companies  is  that  although  they  may,  in  a  few  cases,  be 
able  to  reduce  telephone  company  applications  for  enormous  rat«  increases  before 
state  r^ulatory  commissions,  shortly  thereafter  the  telephone  company  will  turn 
around  and  file  new  tariffs  for  Bubstantial  rate  increaaea. 

Accordingly,  the  alarm  industry  is  faced  with  constant  efforts  by  AT&T  operating 
companies  throughout  the  United  States  to  impose  excessive  and  unreasonable 
tarins  on  private  line  metallic  service  while,  at  the  same  time,  endeavoring  to 
restrict  the  use  of  that  service  to  such  an  extent  that  it  has  and  will  effectively  aeny 
access  to  such  lines  by  alarm  companies  and  alarm  company  customers. 

Question.  On  page  11  you  ",  .  ,  urge  that  Congress  not  lose  sight  of  industries 
sucn  as  ours  that  are  really  totally  dependent  on  services  provided,  for  the  most 
part,  by  monoply  carriers."  What  other  industries  do  you  have  in  mind? 

Answer.  Companies  providing  automatic  reminder/ wake-up  services.  Muzak,  a 
hoet  of  industries  providing  process  control  services,  such  as  monitoring  or  control- 
ling eneigy  consumption,  remote  utility  meter  reading,  companies  providing  data 
transmission  of  airline  and  car  rental  reservations  and  banking  services  including 
electronic  fund  transfer,  to  name  a  few. 
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Me.  Manning.  I  would  like  to  apologize  for  our  chairman,  who 
was  called  away.  He  turned  the  hearing  over  to  the  staff,  and  we 
promise  not  to  take  advantage  of  that  situation. 

However,  we  would  like  to  know  if  any  members  of  the  panel 
would  like  to  comment  on  any  of  the  other  testimony  that  they 
have  heard. 

Mr.  Bresnan.  I  would  like  to  comment  on  some  of  the  remarks 
made  by  the  gentleman  from  Central  Telephone  Co.  I  have  been  in 
the  cable  business  a  little  over  20  yeeirs.  Virtually  all  of  my  entire 
career.  And  I  have  got  the  bloody  scars  to  prove  uiat  the  telephone 
company  is  not  quite  eis  benevolent  and  benign  as  they  would  lead 
us  to  believe. 

As  a  matter  of  fact,  I  can  relate  to  you  an  experience  I  had  with 
the  Central  Telephone  Co.  We  applied  for  a  CATV  certificate  of 
public  convenience  and  necessity  in  Las  Vegas,  Nev.  In  Nevada, 
cable  TV  is  regarded  as  a  utility.  This  was  in  1966.  And  the 
telephone  company,  Centel,  which  services  that  area,  petitioned  to 
intervene,  showed  up  at  the  hearing  with  an  entourage  of  people 
that  outnumbered  the  rest  of  the  parties  in  aggregate,  and  told  the 
Public  Service  Commission  of  Nevada,  with  an  air  of  arrogance 
that  only  the  telephone  company  has,  that  the  Public  Service  Com- 
mission was  wasting  its  time  by  conducting  these  hearings,  because 
r^ardless  of  who  the  Public  Service  Commission  might  pick  to 
service  the  city  of  Las  Vegas,  it  was  irrelevant,  because  Central 
Telephone  was  not  going  to  grant  a  pole  attechment  agreement  to 
anyone,  and  that  they,  Oentel,  were  going  to  build  the  cable  system 
themselves. 

The  Public  Service  Commission  determined  that  maybe  it  was 
wasting  its  time,  but  it  was  going  to  go  ahead  with  the  hearings  in 
any  event.  At  this  point,  the  PubUc  Service  Commission  told  us 
that  in  order  to  perfect  our  application,  we  should  submit  to  the 
Commission  a  map  showing  the  proposed  routing  of  our  system.  In 
order  to  do  that,  we  needed  the  pole  line  maps  from  the  telephone 
company.  We  went  to  Centel  and  Eisked  for  such  maps,  and  Centel 
refused  to  give  them  to  us.  Then  the  Public  Service  Commission 
ordered  Centel  to  give  us  the  maps,  and  they  did. 

The  hearing  were  not  resumed  for  over  a  year.  Then — I  believe 
it  was  in  1967 — Centel  had  heid  a  slight  change  of  heart  and  ap- 
peEU-ed  at  the  hearing,  not  as  an  intervener  but  as  an  applicant.  It 
wanted  to  build  a  cable  system  in  the  market. 

And  for  some  reeison,  I  don't  know  whether  it  was  coincidental  or 
not,  after  the  hearings  were  concluded,  the  Public  Service  Commis- 
sion did  not  gTEtnt  a  certificate  until  after  the  FCC  hetd  acted  on  its 
prohibition  against  cross-ownership  by  a  telephone  company  of  a 
system. 

Central  Telephone,  of  course,  did  not  receive  the  certificate.  We 
did.  And  we  went  to  Centel  for  a  pole  attachment  agreement.  The 

froposed  pole  attechment  agreement  we  were  given  by  Central 
elephone  Co.  restricted  us  to  the  carriage  of  just  off-tne-£iir  TV 
signals.  We  could  not  carry  FM  radio  signals,  any  types  of  date  or 
pay  television. 

And  if  I  remember  correctly,  the  rate  was  around  $12  a  year  per 
pole.  This  was  when  pole  attechment  rates  were  typically  $2,  $3,  or 
maybe  $4. 
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Senator  Warner.  Keep  your  voice  up  so  that  the  reporter  can 
hear  you. 

Mr.  Bresnan.  This  is  a  history  of  one  exeimple,  one  confrontation 
that  I  have  had  with  Central  Telephone  Co.  So  when  he  aays  that 
our  fears  of  the  telephone  companies'  steamrolling  are  unjustified, 
I  just  cannot  buy  it. 

Senator  Warner.  As  the  law  now  provides,  you  have  equal  time. 

Mr.  Arlow.  Of  course,  I  cannot  claim  any  first-hand  knowledge 
of  this  incident.  But  I  am  impressed  by  the  fact  that  the  description 
which  you  gave,  while  fairly  short  in  facts  regarding  the  particular 
circumstances  and  what  the  regulatory  framework  was  at  the  time, 
was  fairly  vivid  with  respect  to  its  effects — how  the  people  walked 
in  with  a  great  air  of  arrogance  and  an  entourage. 

Nevertheless,  I  can  only  speak  to  what  I  know,  and  my  acquaint- 
ance has  been  with  the  company's  current  policy  and  the  area  in 
which  we  have  gotten  into— -CATV.  And  our  view  p.t  present  on 
CATV  is  that  it  is  a  good,  growing  business,  and  there  are  a 
tremendous  number  of  services  which  can  be  offered  over  CATV. 

There  is  an  awful  lot  of  America  out  there  that  is  not  Centel 
territory,  and  it  is  that  territory  that  we  are  looking  to,  not  just 
our  own  telephone  territories.  And  that  is  why  we  need  a  fsiirly 
evenhanded  approach. 

As  I  say,  I  do  not  have  any  special  background  with  respect  to 
the  particular  incident,  about  what  occurred  in  Leis  Vegas,  I  guess 
it  was  13  years  ago.  However,  if  the  committee  would  like,  we  can 
file  perhaps  an  attachment  to  the  general  written  comments  which 
will  have  an  explanation,  even  perhaps  the  decision  from  the 
Nevada  Public  Service  Commission,  if  they  have  this  material,  in 
detail,  and  describe  the  reasons  for  granting  the  certificate  and  the 
actions  of  the  parties  at  the  time. 

Senator  Warner.  That  will  be  entirely  within  your  discretion. 

Mr.  Arlow.  Thank  you.  Senator. 

Mr.  Bresnan.  We  could  submit  volumes  that  would  fill  this  room 
of  similar  situations. 

Senator  Warner,  Let  us  try  to  avoid  that. 

Mr.  Bresnan.  I  would  like  to  clarify  the  point  that  the  cable 
television  industry  does  not  have  a  problem  with  the  telephone 
company  providii^  cable  service  in  an  area  outside  of  its  telephone 
service  area.  Our  concern  is  simply  where  they  are  providing  tele- 
phone service  and  could  use  their  monopoly  power,  and  could  use 
the  revenues  from  the  monopoly  service  to  cross-subsidize  competi- 
tive services. 

Where  he  refers  to  providing  service  outside  the  telephone  serv- 
ice area,  fine.  We  welcome  his  competition. 

Senator  Warner.  You  are  only  concerned  with  the  cross-owner- 
ship, and  the  telephone  companies  would  be  free  outside  of  their 
own  service  area  to  proceed  as  any  other  communications  company, 
not  a  regular  carrier? 

Mr.  Bresnan,  That  is  right. 

Senator  Warner.  Anything  further  from  the  panel? 

[No  response.] 

Senator  Warner,  This  concludes  the  panel  discussion.  We  are 
recessed  until  Monday  morning  at  10  o'clock.  Thank  you  very 
much. 
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[Whereupon,  at  3:10  p.m.,  the  hearing  was  recessed,  to  reconvene 
at  10  a.m.  on  Monday,  April  30, 1979.] 
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AMENDMENTS  TO  THE  COMMUNICATIONS  ACT 

OF  1934 


MONDAY.  APRIL  30.  1979 

U.S.  Senate, 
Committee  on  Commerce,  Science,  and  Transportation, 

Subcommittee  on  Communications, 

Washington,  D.C. 

The  subcommittee  met  at  10:04  a.m.  in  room  235,  RuBsell  Senate 
Office  Buildinjg,  Hon.  Emest  F.  HoUings  (chairman  of  the  subcom- 
mittee) presiding. 

Senator  Holungs.  Good  morning. 

The  hearings  will  resume  with  our  access  charge  panel.  We  are 
very  pleased  to  have  £in  outstanding  group:  Mr.  McGowan,  MCI 
Communications  Corp.;  Warren  French,  Organization  for  the  Pro- 
tection and  Advancement  of  Small  Telephone  Compemies;  Roy 
Bahnson,  General  Telephone  &  Electronics  Corp.;  and  Charles  R. 
Jones,  A.T.  &  T.,  Separations  and  Division  of  Revenues;  and  Dale 
Hatfield,  National  Telecommunications  and  Information  Adminis- 
tration. 

STATEMENTS    OF    WILLIAM    G.    McGOWAN,    MCI    COMMUNICA- 
TIONS   CORP.;    WARREN    FRENCH,    ORGANIZATION    FOR   THE 
PROTECTION    AND    ADVANCEMENT    OF    SMALL    TELEPHONE 
COMPANIES:  ROY  BAHNSON,  GENERAL  TELEPHONE  £  ELEC- 
TRONICS CORP.;  CHARLES  R.  JONES  A.T.  &  T.,  SEPARATIONS 
AND  REVENUES;  AND  DALE  HATFIELD.  NATIONAL  TELECOM- 
MUNICATIONS AND  INFORMATION  ADMINISTRATION 
Senator  Rollings.  I  noticed  this  morning  we  started  a  hearing  at 
7:30,  or  earlier,  because  they  had  the  national  broadcasters  and  the 
cable  TV,  Bob  Schmidt,  and  the  broadcasters  were  saying  that  with 
the  cable  TV  taking  the  signeds  off,  they  weren't  paid  anythii^  for 
it,  and  they  were  eroding  the  economic  pace  and  reducing  pro- 
grams. 

And  immediately  Schmidt  came  back  and  said,  "You  are  not 
paying  anything." 
Let  s  see  what  you  folks  think. 
Mr.  McGowan,  can  you  start  us.  first? 

Mr.  McGowAN.  Mr.  Chairman,  members  of  the  subcommittee, 
good  morning. 

S.  611  envisions  an  access  charge  on  two  levels.  S.  622  envisions 
much  the  same  procedure,  although  it  combines  identifiable  costs 
and  subsidy  elements  to  maintain  reasonable  exchemge  rates 
within  a  single  access  charge. 

Etoth  of  these  provisions  have  much  to  recommend  them.  First, 

there  is  appropriate  Federal  jurisdiction  over  the  terms,  conditions, 
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technical  characteristics,  and  rates  for  access.  Access  is  no  more 
than  a  component  in  an  intercity  tremsmission  link,  and  thus  Fed- 
eral regulation  is  not  only  more  logical  but  also  vitally  neceseaiy  if 
the  deregulatory  objectives  of  both  bills  are  to  be  met. 

Second,  the  elimination  of  the  industry-run  separations  and  set- 
tlements process  is  long  overdue,  principally  because,  like  charity, 
it  has  covered  a  multitude  of  sins  perpetrated  by  the  industry  for 
the  sole  benefit  of  the  industry. 

Separations  has  been  the  device  that  A.T.  &  T.  has  used  to  hoM 
in  thrall  the  1,550  so-called  independent  telephone  carriers.  This 
domination  was  easily  achievable,  since  A.T.  &  T.  controlled  the 
mechanism  for  dispensing  toll  revenues,  and  determined  the 
amount  each  independent  received,  proportional  to  A.T.  ft  T.'s  need 
for  the  non-Bell  carriers  support  in  causes  often  far  removed  from 
maintaining  universal  telephone  service  at  affordable  rates. 

A.T.  &  T.  Chairman  Brown  has  referred  to  the  separations  proc- 
ess as  a  black  art.  He's  right.  You  could  see  that  bleick  magic  at 
work  when  your  endorsement  was  solicited  for  the  Bell  bill  in  1976 
principally  by  representatives  of  the  non-Bell  carriers. 

Let  me  assure  you  that  A.T.  &  T.  had  bought  that  support,  first 
by  intimidation,  and  second  by  the  separations  process. 

Eliminating  separations  and  settlements  is  a  necessai?  precondi- 
tion to  achieving  a  meeiningful  accounting  system  for  A.T.  &  T.  and 
the  local  exchange  industry.  Separations  encourages  the  develop- 
ment of  inallocable  costs,  because  that  is  the  element  which  is 
susceptible  to  arbitrary — and  thus  politicfdly  very  useful — decision- 
making. 

I  assure  you  that  once  separations  is  no  more,  you  will  see  a  very 
rapid  acceleration  in  the  industry's  accounting  abilities. 

I  do  not  meem  to  suggest  by  this  that  any  such  accounting  system 
developed  by  A.T.  &  T.  will  not  be  preeminently  self-serving.  It  will 
be.  And  therefore  don't  count  on  it  readily  to  highlight  cross- 
subsidy,  predatory  pricing,  or  other  anticompetitive  behavior.  And 
don't  expect  it  to  substitute  for  identifying  subsidy  areas,  as  Mr. 
Brown  has  suggested  it  could.  It  won't  work  that  way. 

But  be  that  as  it  may,  it  will  be  an  improvement  over  the 
complete  void  that  exists  today  in  determining  facilities  and  service 
costs.  For  the  industry  will  finally  have  an  audit  trail,  instead  of  a 
garbage  in-garbzige  out  process  for  maintaining  data  to  justify  pre- 
determined conclusions. 

Third,  the  access  provisions  in  S.  611  and  S.  622  will  finally  give 
the  local  exchange  industry  the  incentive  to  efficiency,  perform- 
ance, and  technological  adaptiveness  that  separations  and  Settle- 
ments have,  in  effect,  denied  them. 

The  local  exchange  industry  is  put  on  notice  that  it's  going  off 
welfare,  and  is  going  to  have  to  start  earning  its  keep.  The  cost- 
based  access  provision  is  a  powerful  incentive  to  any  telephone 
executive  to  start  running  the  company  like  the  business  it  is. 

Again,  let  me  assure  you  that  successfully  weaning  the  local 
exchange  industry  from  A.T.  &  T.'s  dole  will  promote  a  resurgence 
of  that  industry  from  the  stagncmt  backwater  in  which  it  hfis 
steeped  for  50  years  into  a  vibrant,  turning  tide  that  will  signifl- 
canuy  contribute  to  achieving  an  urban-rural  parity  in  the  diversi- 
ty, availability,  and  usefulness  of  telecommunications  services. 
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Why  is  all  this  so  important  to  an  interezchange  carrier  like 
MCI?  Simply  because  the  local  exchange  cftrrier  is  the  critical  link 
in  our  provision  of  our  intercity  services. 

At  the  risk  of  rubbing  salt  into  a  wound  that  rankles  the  chair- 
man, may  I  use  an  airline  analogy  to  stress  my  point? 

MCI  ifi  like  a  trunk  air  carrier  flying  among  cities  throughout 
the  United  States.  Our  passengers  board  and  deplane  at  the  air- 
ports, the  MCI  terminals,  in  the  communities  we  serve. 

But  if  passengers  cannot  readily  get  out  to  or  in  from  our  eur- 
ports,  then  our  planes  are  of  little  use.  And  it  is  the  local  exchange 
carriers  who  deliver  to  and  pick  up  from  our  terminals. 

But  just  as  the  local  industry  is  the  critical  link  to  our  provision 
of  service,  it  is  also  today  the  weakest  link.  This  is  so  for  one 
reason  only,  and  that  is  A.T.  &  T.'s  current  ability  completely  to 
dominate  every  single  local  exchange  carrier  in  the  United  States. 

That  dominance  is  achieved  either  through  outright  ownership, 
as  is  the  case  with  the  23  giant  Bell  operating  companies  who  own 
80  percent  of  the  country's  telephones,  or  through  the  economic 
dominance  which  separations  permits  A.T.  &  T.  to  exercise  over 
the  non-Bell  exchanges. 

A.T.  &  T.  has  u^d  this  unchecked  control  to  discriminate  be- 
tween the  MCI's  of  the  world,  on  the  one  hand,  and  their  competi- 
tor, A.T.  &  T.'s  own  Long  Lines  Department. 

Let  me  be  specific:  Any  local  exchange  carrier  will  give  A.T.  &  T. 
Long  Lines  broadband  interi'ace — or  four-wire  central  trunk  con- 
nection. No  local  exchange  carrier  will  give  that  to  MCI. 

Any  local  exchange  carrier  will  give  A.T.  &  T.  Long  Lines 
answer  supervision,  nondiscriminatory  testing,  maintenance,  cmd 
other  support.  No  local  exchange  carrier  will  give  that  to  MCI. 

Why?  Because  A.T.  &  T.  had  told  them  not  to. 

What  A.T.  &  T.  has  told  them  to  do — and  therefore  what  indeed 
they  do — is  to  give  A.T.  &  T.  the  neimes  and  revenue  figures  of  our 
customers,  information  one  would  certainly  consider  proprietary, 
especially  with  today's  emphasis  on  protecting  the  right  to  privacy. 

Just  one  more  example.  A.T.  &  T.  has  insisted  that  any  relation- 
ship we  have  with  the  local  telephone  carriers  be  arranged  through 
A.T.  &  T.  This  can  and  often  does  reach  ludicrous  proportions. 

A.T.  &  T.  recently  filed  on  behalf  of  the  operating  companies  a 
tariff  setting  forth  the  rates  that  the  operating  companies  would 
chetrge  us  for  various  forms  of  interconnection.  When  we  sought 
clarification  of  certain  of  the  pricing  elements  at  issue,  we  were 
quickly  warned  by  A.T.  &  T.  not  to  discuss  this  matter  with  the 
local  carriers  involved.  "We  haven't  told  the  operating  companies 
what  their  rates  are  going  to  be  yet,"  the  A.T.  &  T.  representative 
said. 

So  there  we  are,  with  A.T,  &  T.  exercising  total  control  over  the 
terms,  conditions,  technical  characteristics,  and  rates  for  access, 
and  with  A.T.  &  T.  exercising  that  total  control  to  benefit  Long 
Lines  and  disadvantage  the  specialized  carriers. 

The  impact  of  this  discrimination,  of  course,  is  felt  not  only  by 
us,  but  by  our  customers,  since  we  must  build  around  the  access 
barriers  that  A.T.  &  T.  has  deliberately  erected  agsiinst  us.  This 
necessitates  a  willingness  on  the  part  of  our  customers  to  accept 
occasional  inconveniences  in  order  to  enjoy  MCI's  services. 
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Let  me  stress  that  this  discrimination  persists  in  a  competitive 
environment  which  is  supposed  to  be  full  and  fair  because  of  r^u- 
latory  decision  and  judicial  ruling,  as  well  as  marketplace  demand 
and  technological  imperative. 

As  a  result  of  MCI's  decade  of  experience  in  dealing  with  the 
local  telephone  industry  through  the  filters  of  A.T.  &  T.,  I  am 
personally  convinced,  Mr.  Chairman,  that  separate  subsidiaries  will 
not  do  the  job  that  S.  611,  specifically,  and  S.  622,  by  implication, 
intend  in  insuring  equitable  and  nondiscriminator  access. 

Common  ownership  of  entities  operating  both  in  the  intraex- 
change  and  interexchange  markets  should,  I  believe,  be  forbidden. 
Only  when  A.T.  &  T.  is  deprived  of  the  incentive  to  abuse  its 
control  of  the  local  exchange  carriers  will  those  carriers  begin  to 
operate  as  the  vital  service  entities  that  they  should  and  can  be. 

I  suggest  that  A.T.  &  T.  be  given  a  choice,  Mr.  Chairman;  either 
A.T.  &  T.  retains  control  of  Long  Lines'  interexchange  operations 
or  it  retains  control  of  the  Bell  operating  companies,  but  not  both. 
Whichever  A.T.  &  T.  elects  to  spin  off,  ownership  interest  could  be 
distributed  to  A.T.  &  T.'s  stoclJiolders  proportional  to  their  hold- 
ings in  the  parent  company. 

There  is  no  doubt  that  this  will  pose  a  hard  choice  for  A.T.  &  T., 
but  it  is  a  choice  that  A.T.  &  T.'s  misconduct  justifies  its  having  to 
make. 

Beyond  consideration  of  justice,  I  believe  the  point  that  you  mfide 
earlier  in  these  hearings  about  A.T.  &  T.'s  present  structure  with 
26  separate  subsidiaries  is  very  well  taken.  All  the  problems  that 
Motorola,  or  Litton,  or  MCI,  or  Southern  Pacific,  or  IIT,  or  every- 
one else  has  experienced  with  A.T.  &  T.  have  come  from  dealing 
with  A.T.  &  T.  as  it  is  presently  structured.  No  adequate  remedy 
can  realistically  be  expected  to  flow  through  that  current  struc- 
ture. 

This  is  not  to  suggest  that  the  subsidiary  concept  would  not  have 
its  uses. 

It  is  clear  that  in  drafting  S.  611  and  S.  622,  and  even  H.R.  3333, 
their  authors  have  come  to  grips  with  the  implications  of  A.T.  & 
T.'s  current  structure  and  3ie  consequences  of  what  A.T,  &  T. 
Chairman  Brown  calls  alternative  futures. 

In  rejecting  structural  modification  of  A.T.  &  T.,  the  bills'  formu- 
lators  may  well  have  concluded  that  such  a  remedy  is  l^islatively 
infeasible.  And  perhaps  it  is  today. 

Perhaps  what  we,  the  wronged  competitors,  must  do  is  press  our 
case  in  other  forums  so  effectively  that  what  is  today  perceived  as 
a  lepslative  impracticality  will  tomorrow  become  a  political  inevi- 
tability. 

I  have  every  confidence  that  this  can  be  done,  for  I  am  convinced 
that  at  least  three— perhaps  more — of  the  scores  of  pending  anti- 
trust actions  against  A.T.  &  T.  will  go  to  trial  during  1979  and 
1980— including  MCI's  own  and  the  Department  of  Justice's. 

This  litigation  will  demonstrate  conclusively  to  the  courts  and 
the  Congress,  if  it  is  interested,  the  crying  need  for  fundamental 
industry  reorganization  to  preclude  continued  arrogant  abuse  by 
A.T.  &  T.  of  basic  antitrust  principles,  principles  that  it  has  so 
flagrantly  flouted  throughout  its  corporate  life — for  the  courts  base 
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their  judgments  upon  proven  misconduct;  the  purpose  of  their  de 
crees  is  to  compel  compliance  with  the  law. 

And  thus  I  expect  the  courts  to  enforce  laws  that  Congress  has 
already  passed,  namely  the  Sherman  and  Clayton  Acts,  and  that 
from  such  enforcement,  we  will  all  confront  a  revised  industry 
structure  which  will  readjust  the  ownership  and  operating  relation- 
ships of  the  business  in  a  major,  and  altogether  beneficial,  way. 

Until  that  time  comes,  MCI  will  continue  to  press  for  the  full 
range  of  access  arrangements  from  the  local  telephone  industry  at 
fair,  nondiscriminatory,  and  cost-b£ised  prices,  using  every  forum  it 
can  command  so  that  when  this  industry  is  indeed  finally  deregu- 
lated, the  competitive  mechanisms  for  delivering  innovation,  diver- 
sity, economy,  and  value  to  the  U.S.  telecommunications  using 
community  will  be  so  deeply  ingrained  and  thickly  rooted  that  not 
even  A.T.  &  T.  will  be  able  to  eradicate  them. 

Mr.  Chairman,  MCI  would  like  to  offer  for  the  record  of  these 
proceedings  a  detailed  section-by-section  analysis  of  S.  611  and 
S.  622  which  will  describe  our  position  on  other  issues  addressed  by 
the  bills.  If  this  is  agreeable,  we  will  h&ve  this  material  to  you 
within  a  week. 

Senator  Hollings.  We  would  be  glad  to  have  that  and  leave  it 
open  to  questions. 

[The  statement  follows:] 

Mr.  Chairman,  members  of  the  subcommittee,  good  morning. 
S.  611  envistonB  an  access  charge  on  two  levels.  The  firat.  based  on  the  identifiable 
costs  for  the  interconnection  facilities  provided  by  the  local  exchange  carrier  is 


element,  is  payment  to  the  Basic  Exchange  Maintenance  Program  administered  by 
a  Federal/State  Joint  Board.  This  second  level  charge  remains  at  a  fixed  amount. 
and  thus  will  gradually  decline  in  real  terms  over  time. 

S.  622  envisions  much  the  same  procedure,  although  it  combines  identifiable  cost 
and  subsidy  elements  to  maintain  reasonable  exchange  rates  in  a  single  access 
charge  which  will  be  placed  in  a  fund  administered  by  the  participating  carriers, 
with  oversight  by  the  Federal  Communications  Commission.  This  single  access 
charge  terminates  after  six  years,  at  which  time  inter-exchange  carriers  begin  to 
pay  for  local  interconnection  under  tariffs  filed  with  the  FCC  which  will  be  based 
entirely  on  the  actual  costs  of  the  local  exchange  facilities  used  ta  achieve  intercon- 
nection. 

Both  of  these  provisions  have  much  to  recommend  them.  First  there  is  appropri' 
ate  Federal  jurisdiction  over  the  terms,  conditions,  technical  characteristics,  and 
rates  for  access.  Access  is  no  more  than  a  component  in  an  intercity  transmission 
link,  and  thus  Federal  r^ulation  is  not  only  more  logical,  but  also  vitally  necessary 
if  the  deregulatory  objectives  of  both  bills  are  to  be  met. 

Second,  the  elimination  of  the  industry-run  Separations  and  Settlements  process 
is  long  overdue,  principaly  because,  like  charity,  it  has  covered  a  multitude  of  sins 

erpetrated  by  the  industry  for  the  sole  benefit  of  the  industry.  Separations  has 
en  the  device  that  A.T.  &  T.  has  used  to  hold  in  thrall  the  1.550  so-called 
"independent  telephone  carriers.  This  domination  was  easily  achievable,  since  A.T. 
&  T.  controlled  the  mechanism  for  dispensing  t«!l  revenues,  and  determined  the 
amount  each  independent  received,  proportional  to  A.T.  &.  T.'s  need  for  the  non-Belt 
carriers'  support  in  causes  often  far  removed  from  maintaining  universal  telephone 
service  at  affordable  rates. 

A.T.  &  T.  Chairman  Brown  has  referred  to  the  Separations  process  as  a  "black 
art".  He's  right.  You  could  see  that  black  magic  at  work  when  your  endorsement 
was  solicited  for  the  Bell  bill  in  1976  principally  by  representatives  of  the  non-Bell 
carriers.  Let  me  assure  you  that  A.T.  &  T.  had  bought  that  support  first  by 
intimidation,  and  second  by  the  Separations  process. 
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Eliminating  Separations  is  a  necessary  precondition  to  achieving  a  meaningful 
accounting  syaten  for  A.T.  &  T.  and  the  local  exchange  industry.  Separations  is 
designed  to  encourage  the  development  of  inallocable  costs,  because  that  is  the 
element  which  is  susceptible  to  arbitrary— and  thus  pohtically  very  useful — deci- 
uonmaking.  I  assure  you  that  once  Separations  is  no  more,  you  will  see  e  very  raipid 
acceleration  in  the  industry's  accounting  abilities. 

I  do  not  mean  to  suggest  by  this  that  any  such  accounting  system  developed  by 
A.T.  &  T,  will  not  be  preeminently  self-serving.  It  will  be.  And  therefore  don't  count 
on  it  readily  to  highfight  croaa  subsidy,  predatory  pricing  or  other  anticompetitive 
behavior. 

But  be  that  as  it  may,  it  will  be  an  improvement  over  the  complete  void  that 
exists  today  in  determining  facilities  and  service  costs.  For  the  industry  will  finally 
have  an  audit  trail,  instead  of  a  garbage-in-garhage-out  process  for  manipulating 
data  to  justi^'  predetermined  conclusions. 

Third,  the  access  provisions  in  S.  611  and  S.  622  will  finally  give  the  local 
exchange  industry  the  incentive  to  efficiency,  performance,  and  technolo^cal  ada|>- 
tivenem  that  Separations  has,  in  effect,  denied  them.  The  local  exchange  mdustry  is 
put  on  notice  that  it's  going  off  welfare,  and  is  going  to  have  to  start  earning  its 
keep.  The  cost-based  access  provision  is  a  powerful  incentive  to  any  telephone 
executive  to  start  running  the  company  like  the  businses  it  is. 

Again,  let  me  assure  vou  ttiat  successfully  weaning  the  local  exchange  industry 
from  A.'T,  ft  T.'s  dole  will  promote  a  resurgence  of  that  industry  from  the  stagnant 
backwater  in  which  it  has  steeped  for  50  years  into  a  vibrant,  turning  tide  that  will 
significantly  contribute  to  achieving  an  urban-rural  parity  in  the  diversity,  avail- 
ability and  usefulness  of  tele-communications  aervicee. 

Why  is  all  this  so  important  to  an  interexchange  carrier  like  MCI?  Simply 
because  the  local  exchange  carrier  is  the  critical  Unk  in  our  provision  of  our 
intercity  services. 

At  the  risk  of  rubbing  salt  into  a  wound  that  rankles  the  chairman,  may  I  use  an 
airline  analogy  to  stress  my  point.  MCI  is  like  a  trunk  air  carrier  flving  among 
cities  throughout  the  United  States.  Our  passengers  board  and  deplane  at  the 
airports — the  MCI  terminals — in  the  communities  we  serve.  But,  if  passengers 
cannot  readilv  get  out  to  or  in  from  our  airports,  then  our  planes  are  of  little  use. 
And  it  is  the  loral  exchange  carriers  who  deliver  to  and  pick  up  from  our  terminals. 

But  Just  OS  the  local  inaustrv  is  the  critical  link  in  our  provision  of  service,  it  ia 
also  tMlay  the  weakest  link.  This  is  so  for  one  reason  only,  and  that  is  A.T.  &  T.'s 
current  ^ility  completely  to  dominate  every  single  local  exchange  carrier  in  the 
United  States. 

That  dominance  is  achieved  either  through  outright  ownership,  as  is  the  case  with 
the  23  giant  Bell  operating  companies  who  own  80%  of  the  country's  local  ex- 
changes, or  through  the  economic  dominance  which  Separations  permits  A.'T.  ft  T. 
to  exercise  over  the  non-Bell  exchanges. 

A.T.  ft  T.  has  used  this  unchecknl  control  to  discriminate  between  the  MCls  of 
the  world  on  the  one  hand,  and  their  competitor,  A.T.  &  T.'s  own  Long  Lines 
Department,  Let  me  be  specific: 

Any  local  exchange  carrier  will  give  A.T,  ft  T,  Long  Lines  broadband  interface. 
No  local  exchanee  carrier  will  give  that  to  MCI. 

Any  local  excnange  carrier  will  give  A.T.  ft  T.  Long  Lines  answer  supervision, 
non-discriminatory  testing,  maintenance  and  other  support.  No  local  exchange  carri- 
er will  give  that  to  MCI. 

Why?  Because  A.T.  ft  T.  has  told  them  not  to. 

Why  A.T.  &  T.  has  told  them  to  do,  and  therefore  what  indeed  thej^  do,  is  to  give 
A.T.  &  T.  the  names  and  revenue  fibres  of  our  customers,  information  one  would 
certainly  consider  proprietary,  especially  with  today's  emphasis  on  protecting  the 
right  to  privacy. 

As  an  aside  that  may  be  of  interest  to  you,  I  recently  participated  in  a  legislative 
panel  of  the  Communications  Workers  of  America.  When  their  president  listed 
certain  of  the  union's  political  priorities,  the  right  to  privacy  got  the  most  sustained 
applause.  I  must  remember  to  urge  the  CWA  to  look  into  their  employers'  practices 
when  it  comes  to  violations  of  this  right  committed  in  the  name  of  competitive 
expediency. 

Just  one  more  example  of  A.T.  ft  T.'s  total  control.  A.T.  ft  T.  always  insists  that 
any  relationship  we  have  with  a  local  telephone  carrier  be  arranged  by  it.  This 
can— and  often  does— reach  ludicrous  proportions.  A.T,  ft  T.  recently  filed  on  behalf 
of  the  operating  companies  a  tariff  setting  forth  the  rates  that  the  operating 
companies  would  charge  us  for  various  forms  of  interconnection.  When  we  sought 
clarification  of  certain  of  the  pricing  elements  at  issue,  we  were  quickly  warned  by 
A.T.  ft  T.  not  to  discuss  this  matter  with  the  local  carrieis  involved.    We  haven  t 
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told  the  operating  companies  what  their  rates  are  going 
representative  said. 

So  there  we  are,  with  A.T.  &  T.  exercising  total  control  over  the  terms,  conditions, 
technical  characteristics,  and  rates  for  accesss.  and  with  A.T.  &  T,  exercising  that 
total  control  to  beneflt  Long  Lines  and  disadvantage  the  specialized  carriers. 

The  impact  of  this  discrimination,  of  course,  is  felt  not  only  by  us,  but  by  our 
customers,  since  we  must  build  around  the  access  barriers  that  A.T.  &  T.  has 
deliberately  erected  against  us.  This  necessitates  a  willingness  on  the  part  of  our 
customers  to  accept  occasional  inconveniences  in  order  to  et^oy  MCI's  services. 

Let  me  stress  that  this  discrimination  persists  in  a  competitive  environment 
which  is  supposed  to  be  full  and  fair  because  of  regulatory  decision  and  judicial 
ruling,  as  well  as  marketplace  demand  and  technological  imperative. 

As  a  result  of  MCI's  decade  of  experience  in  dealing  with  the  local  telephone 
industry  through  the  filters  of  A.T.  &  T,,  1  am  personally  convinced,  Mr.  Chairman, 
that  separate  subsidiaries  will  not  do  the  job  that  S.  611 — specifically — and  S,  622— 
by  im pi icat ion ~- intend  in  ensuring  equitable  and  non-discriminatory  access. 
Common  ownership  of  entities  operating  both  in  the  intraexchange  and  interex- 
change  markets  should,  I  believe,  be  forbidden.  Only  when  A.T.  &  T.  is  deprived  of 
the  incentive  to  abuse  its  control  of  the  local  exchange  carriers  will  those  carriers 
begin  to  operate  as  the  vital  service  entities  that  they  should  and  can  be. 

I  suggest  that  A.T.  &  T.  be  given  a  choice,  Mr,  Chairman;  either  A.T.  &  T.  retains 
control  of  Long  Lines,  or  it  retains  control  of  the  Bell  operating  companies.  But  not 
both.  Whichever  A,T,  &  T,  elects  to  spin  off,  ownership  interest  could  ber  distributed 
to  A.T.  ft  T,'s  stockholders  proportional  to  their  holdings  in  the  parent  company. 

There  is  no  doubt  that  this  will  pose  a  hard  choice  for  AT.  &  T.;  but  it  Is  a  choice 
that  A.T,  &  T,  misconduct  juEtifieB  its  having  to  make. 

Beyond  consideration  of  justice,  1  believe  the  point  that  you  made  earlier  in  these 
hearings  about  AT.  &  T.  present  structure  with  26  separate  subsidiaries  is  very  well 
taken.  Mr.  Chairman.  All  the  problems  that  Motorola,  or  Utton,  or  MCI,  or  South- 
em  Pacific,  or  ITT — or  everone  else  has  experienced  with  A.T.  &  T,  have  come  from 
dealing  with  A.T.  £  T.  as  it  is  presently  structured.  No  adequate  remedy  can 
realisticallv  be  expected  to  flow  through  that  current  structure. 

It  is  clear  that  in  drafting  S.  611,  S.  622  and  even  H.R.  3333,  their  authors  have 
come  to  grips  with  the  implications  of  A.T.  &  T.  current  structure,  and  the  conse- 
quences of  what  A.T.  &  T.  Chairman  Brown  calls  "alternative  futures". 

In  rejecting  structural  modification  of  A.T.  &  T.,  the  bills'  formulators  may  well 
have  conclude  that  such  a  remedy  is  legislatively  infeasible.  And  perhaps  it  is. 

Perhaps  what  we,  the  wronged  competitors,  must  do  is  press  our  case  in  other 
fbrums  so  e^ectively  that  what  is  today  perceived  as  a  legislative  im practicality  will 
tomorrow  become  a  political  inevitability, 

I  have  every  confidence  that  this  can  be  done,  for  I  am  convinced  that  at  least 
three — perhaps  more — of  the  scores  of  pending  antitrust  actions  against  A.T.  &  T. 
-will  go  to  trial  during  1979  and  1980— including  MCI's  own  and  the  Department  of 
Justice's. 

This  litigation  will  demonstrate  conclusively  to  the  courts  and  the  Congress — if  it 
is  interested— the  crying  need  for  fundamental  industry  reorganization  to  preclude 
continued  am^ant  abuse  by  A.T.  &  T.  of  basic  antitrust  principles — principles  that 
it  has  so  flagrantly  flouted  throughout  its  corporate  life.  For  the  courts  base  their 
judgments  upon  proven  misconduct;  the  purpose  of  their  decrees  is  to  compel 
compliance  with  the  taw. 

And  thus  I  expect  the  courts  to  enforce  laws  that  Congress  has  already  passed, 
namely  the  Sherman  and  Clayton  Acts,  and  that  from  such  enforcement,  we  will  all 
confront  a  revised  industry  structure  which  will  readjust  the  ownership  and  operat- 
ing relationships  of  the  business  in  a  major- and  altogether  beneficial— way.  Until 
that  time  comes,  MCI  will  continue  to  press  for  the  full  range  of  access  arrange- 
L  ments  from  the  local  telephone  industry  at  fair,  non-discriminatory,  and  cost-bawd 
H  prices,  using  even  forum  it  can  command  so  that  when  this  industry  is  indeed 

■  Bnally  deregulated,  the  competitive  mechanisms  for  delivering  innovation,  diversity, 
B  economy  and  value  to  the  U.S.  telecommunications  using  community  will  be  so 
B  deeply  ingrained  and  thickly  rooted  that  not  even  A.T.  &  T.  will  be  able  to  eradicate 
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Mr.  Chairman.  MCI  would  like  to  offer  for  the  record  of  these  proceedings  a 
[  detailed  section-by-section  analysis  of  S,  611  and  S.  622  which  will  describe  our 
I  poeition  on  other  issues  addressed  by  the  bills,  specifically  the  Spectrum  Fee  and  the 
I  entire  concept  of  a  subsidy  or  contribution  above  cost.  If  this  is  agreeable  to  you,  we 
y  could  have  this  material  to  you  within  the  week. 


[The  following  information  was  subeequently  received  for  the 
record:] 

MCI  COHliniNICATlONB  CORP., 

Waahington.  D.C.  June  1, 1979. 

Hon.  HowABD  Cannon, 

Smote  Communications  Subcommittee. 

U.S.  Senate.  Waghington,  D.C. 

Dear  Senator  Cannon:  MCI  Communications  Corporation  wishes  to  supplement 
the  testimony  of  William  G.  McGowan,  ita  Chairman  and  Chief  Executive  Officer, 
given  before  the  Subcommittee  on  April  30  and  Mav  2,  1979.  I  am  therefore 
enclosing  copies  of  section-by-eection  analyses  of  both  S.  611  and  S.  622  which  we 
have  prepared.  These  indicate  with  respect  to  those  portions  of  the  bills  which  affect 
MCI  and  which  deal  with  matters  within  its  experience — the  sections  which  we 
support  as  written  and  those  which  we  believe  should  be  revised  in  order  to  achieve 
the  stated  objectives  of  the  l^islation,  with  which  MCI  wholeheartedly  agrees. 

MCI  greatly  appreciates  your  interest  in  these  important  proposals.  I  hope  you 
will  find  the  enclosed  analyses  useful  in  your  deliberations  with  respect  to  S.  611 
and  S.  622.  If  ^ou  or  the  members  of  your  staff  have  any  quEstion  about  the  mattere 
covered  therein,  I  would  be  happy  to  discuas  them  at  any  time. 
Very  truly  yours, 

Kenneth  A.  Cox. 

Enclosures, 

Comments  of  MCI  Communications  Corp.  on  S.  611,  the  Communications  Act 
AMENDMS>rre  OF  1979 

MCI  Communications  Corporation  (MCI)  believes  the  proposed  Communications 
Act  Amendments  of  1979  (S.  611)  represents  a  highly  commendable  effort  to  update 
the  Communications  Act  of  1934,  while  leaving  uie  basic  framework  of  the  existing 
lew  undisturbed.  MCI  believes  that  is  a  deBirable  and  practical  approach  because  it 
feels  that  the  problems  which  have  arisen  in  recent  years  do  not  flow  from  the 
structure  or  basic  authority  of  the  Federal  Communicetiona  Commission  (FCO.  but 
rather,  from  the  conduct  and  structure  of  the  Bell  System,  coupled  with  technologi- 
cal change.  Those  matters  can  be  corrected  moat  simply  and  effectively  by  amending 
just  those  portions  of  the  present  Act  where  updating  or  clarification  la  required 

MCI  appreciates  the  concentrated  attention  the  drafters  of  S.  611  have  given  to 
common  carrier  regulation,  and  it  is  to  that  part  of  the  bill,  and  to  some  of  the 
general  provisions  of  Titles  I  and  V,  that  these  comments  wiU  be  directed. 

MCI  applauds  the  general  thrust  of  the  bill  because  of  its  emphasis  and  reliance 
upon  competition  in  the  provision  of  telecommunications  as  the  best  means  of 
promoting  the  public's  interest  in  efficient,  innovative.  low  cost  telecommunications 

While  MCI  will  note  its  support  for  those  proviaions  of  S.  611  of  which  it  approves, 
it  believes  it  can  best  assist  the  Subcommittee  by  concentrating  its  attention  on 
those  sections  which  MCI  believes  pose  problems  and  should  be  modified. 

Section  102  of  S.  611  amends  Section  1  (redesignated  Section  101)  of  the  1934  Act 
by  broadening  the  purposes  of  the  Act.  1^18  ia  desirable  and  constructive  and  the 
new  language  should  be  approved.  Similarly,  Section  103  amends  Section  2  (redesig- 
nated Section  lOS)  of  the  present  Act  to  broaden  its  application  to  include  all 
interexchange  telecommunications,  all  commerce  in  information  software  and  serv- 
ices, etc.  The  expansion  of  the  FCC's  jurisdiction  to  cover  the  new  areas  referred  to 
is  highly  desirable.  And  Section  104  amends  present  Section  3  (redesignated  Section 
lOS]  to  add  new  definitions  and  to  refine  some  of  the  present  ones.  All  the  proposed 
changes  seem  l(«ical  and  desirable.  However,  some  language  should  be  added  some- 
where in  the  bill  to  make  it  clear  that  the  Commission  s  newly  granted  jurisdiction 
over  all  commerce  in  telecommunications  equipment  and  servieea.  etc.,  ia  to  be 
exercised  only  in  accordance  with  specific  directives  contained  in  the  Act. 

Section  106  of  S.  611  adds  a  new  Section  106  to  the  law  to  provide  for  new  public 
resource  use  fees.  Insofar  as  these  are  to  be  applied  to  telecommunications  carriers, 
MCI  believes  that  the  fees  should  be  limited  to  the  FCC's  cost  of  handling  a  carrier's 
radio  applications  and  tariffs  (if  it  is  required  to  file  the  latter).  Such  charges,  which 
become  a  cost  of  doing  business,  would  be  passed  on  to  the  carrier's  customers.  They 
should  therefore  be  restricted  to  permitting  the  Commission  to  recoup  ita  costs  in 
dealing  with  a  given  carrier,  so  that  the  burden  on  the  public  will  not  exceed  the 
benefit  the  public  receives  by  virtue  of  the  agency's  activities  in  r^ulating  the 


Dig,, z.d  by  Google 


953 

the  frequency  spectrum  as  specifled  in  Section  106(bMlKBXv).  There  has  never  been 
a  market  mechanism  with  respect  to  the  spectrum  used  by  carriers.  The  suggestion. 
in  Section  106(bX2),  that  the  value  of  a  license  may  be  determined  by  such  methods 
as  sealed  bidding  and  oral  auctions  is  a  dangerous  one.  A  carrier  with  substantial 
resources  could  outbid  all  others  for  certain  critical  frequencies,  such  as  those 
required  to  reach  the  centers  of  major  metropolitan  areas.  At  the  very  least,  such  as 
dominant  carrier  would  be  able  t«  bid  up  the  charges  unreasonably  and  thereby 
impose  additional  and  unnecessary  cost  burdens  on  its  competitors  and  their  cus- 
tomers. Either  course  would  clearly  be  contrary  to  the  public  interest  and  would  not 
achieve  the  statutory  goal  of  encouraging  the  efficient  use  of  the  spectrum.  But 
most  importantly,  such  practices  would  place  new  suppliera  of  service  at  a  distinct 
competitive  disadvantage  with  respect  to  the  established  dominant  carrier  and 
thereby  impede  realization  of  the  pro-competitive  objectives  of  the  bill. 

Section  SOJ  consists  of  new  concessional  findings  and  declarations.  It  stresses  the 
present  benefits  of  selective  deregulation  which  has  led  to  competition  in  the  supply 
of  telecommunications  and  calls  for  further  progress  in  this  direction.  MCI  applauds 
these  statements  of  congressional  policy.  It  is  not  clear,  however,  where  the  materi- 
al in  this  section  is  to  be  incorporated  into  the  Communications  Act. 

Section  203  amends  Section  201  of  the  1934  Act  to  set  forth  an  excellent  statement 
of  policy,  namely,  that  telecommunications  and  information  services  and  equipment 
shall  be  provided  under  conditions  of  full  and  fair  competition  to  the  maximum 
ezt«nt  feasible  and  that,  presumptively,  absent  a  showing  to  the  contrary,  there  are 
no  basic  technological,  operational,  or  economic  factors  which  would  preclude  the 
provision  of  any  interexchange  telecommunications  service  on  a  competitive  basis. 
On  the  other  hand,  it  recognizes  that  some  telecommunications  service  will  be 
provided  on  a  regulated,  noncompetitive  basis  and  provides  that  consumere  of  such 
service  shall  not  be  required,  through  croes4ubsidization.  to  bear  the  costs  of  the 
carrier's  competitive  ventures.  All  of  this  is  soundly  based  on  recent  experience  and 
represents  a  proper  policy  for  the  future. 

Section  204  amends  Seclion  202  of  the  1934  Act  to  direct  the  FCC  to  exercise  only 
so  much  of  its  powers  under  Title  II  as  are  essential  to  the  purposes  of  the  Act.  'Hiis 
again  is  good  policy  since  it  recognizes  that,  while  there  will  be  a  need  for  continued 
regulation  as  competition  is  t>eing  phased  in.  the  need  for  such  regulation  should 
diminish  as  competition  takes  hold. 

Sections  205  and  20e  amend  Sections  203  and  SOi  of  the  1934  Act.  MCI  believes 
that  the  order  of  new  Sections  208  and  204  should  be  reversed.  It  would  appear 
more  logical  to  have  the  provisions  as  to  classification  of  carriers  precede  the 
sections  which  employ  such  classifications.  However,  the  following  comments  are 
addressed  to  these  sections  as  they  are  now  designated. 

Section  203(a)  states  that  the  provision  of  telecommunications  equipment  and 
information  services  and  software  shall  not  be  deemed  to  be  a  telecommunications 
service  and  that  such  activities  shall  be  subject  to  regulation,  whether  at  the 
Federal  or  Stale  level,  oniy  as  provided  in  Section  203.  SiICI  believes  that  the  word 
"telecommunications"   (at  page  22,   line   7)  is  misleading  and  should  be  deleted. 

New  Section  203(b>  provides  that  all  Category  II  carriers  and  all  carriers  providing 
exchan^  telecommunications  service  as  to  which  they  are  not  subject  to  effective 
competition  may  only  manufacture  or  market  telecommunications  or  electronic 
equipment  or  information  service  or  software  through  an  affiliated  but  fully  sepa- 
rated entity,  unless,  after  hearing,  the  Commission  determines  that  competition  and 
the  public  interest  can  be  protected  through  less  stringent  measures  provided  in 
Section  205(b),  State  Commissions  are  authorized  to  permit  small  exchange  carriers 
to  market  such  equipment  or  service  without  complying  with  this  section  where  it  is 
determined  that  the  requirements  would  be  unreasonable  because  of  the  size  of  the 
exchange  carrier.  These  provisions  properly  require  full  separation  [as  deigned  in 
Section  103(111]  between  the  telecommunications  service  operations  of  carriers  pos- 
sessing monopoly  power  and  their  offering  of  terminal  devices  or  computer  or  oUier 
information  service  or  equipment,  thus  allowing  them  to  compete  in  the  latter 
markets  while  at  the  same  time  minimizing  the  dangers  of  cross-subsidy.  The  State 
Commissions'  power  to  exempt  small  exchange  carriers  provides  a  sensible  way  of 
avoiding  unduly  burdensome  applications  of  the  basic  policy. 

New  Section  203(c)  provides  that  a  Category  II  carrier  may  offer  telecommunica- 
tions equipment  as  an  integral  part  of  a  telecom municationa  service  only  to  the 
extent,  and  in  the  manner,  authorized  by  the  Commission  under  Section  205(b].  This 
is  not  as  clear  as  it  might  be,  but  apparently  creates  an  exception  of  some  kind  to 
Section  203(bXl)  as  to  equipment  oAered  as  an  int^ral  part  of  a  telecommunica- 
tions service-— as  long  as  it  is  done  under  conditions  set  by  the  Commiaaion. 

New  Sections  S03(a),  (e),  and  (f)  provide  for  the  continuance  of  the  Commission's 
terminal  equipment  registration  program.  Giving  explicit  statutory  grounding  for 
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this  very  useful  program  U  desirable- 
competition  in  equipment  supply.  Thesi.  ...... 

ing  special  requirements  upon  the  manufacture  or  marketing  of  such  equipment 
and  prevent  the  Commission  from  imposing  its  control  over  non-carrier  Buppliers  of 
telecommunications  or  electronic  equipment  or  information  service  or  software, 
except  for  the  standards  authorized  in  Section  203(d).  Perhaps  it  would  be  wiae  to 
add  language  to  Section  203<dXl)  to  make  clear  that  it  does  not  apply  to  equipment 
which  is  not  to  be  connected  directly  to  a  t«lecommunications  network. 

New  Section  203(g)  provides  for  the  classification  of  those  entities  which  provide 
joint  or  integrated  telecommunications  service  (i.e.,  an  information  or  other  non- 
telecommunications  service  of  which  a  telecommunications  service  is  a  separable  or 
integral  part).  Where  the  interexchange  telecommunications  portion  of  tne  service 
is  accomplished  through  the  lease  ana  resale  of  facilities  or  services  provided  by  a 
full^  separated  or  non-affiliated  carrier  on  a  nondiacriminatory  basis,  then  the 
entity  providing  the  joint  or  integrated  telecommunications  and  information  service 
will  be  deemed  a  Category  I  carrier.  But  if  the  interexchange  portion  is  accom- 
plished in  substantial  part  by  means  of  facilities  owned  by  or  under  the  control  of 
the  entity  providing  the  integrated  service,  or  of  an  affiliate,  the  Commission  will 
classify  that  entity  depending  upon  the  decree  to  which  it  is  subject  to  effective 
competition  in  the  provision  of  such  joint  or  integrated  telecommunications  and 
information  service.  This  seems  a  possiole  approach  to  the  problem  of  dealing  with 
the  combination  of  communications  and  data  processing  services,  as  long  as  the 
requirements  of  section  203(b)  apply  if  the  entity  is  classified  as  a  Cat^ory  I  carrier. 
However,  MCI  finds  this  section  less  than  crystal  clear  and  an  effort  should  be  made 
to  clarify  it. 

New  Section  20i  provides  for  the  clasaificatian  of  carriers,  for  r^ulatory  purposes, 
as  being  either  Category  1  or  Category  II  carriers.  Cat^ory  I  will  include  carriers 
which  provide  only  services  subject  to  competition  and  which  are  not  affiliated  with 
a  Cat^ory  II  carrier.  On  the  other  hand,  any  carrier  which  provides  any  telecom- 
munications service,  either  nationally  or  regionally,  which  is  not  subject  to  effective 
competition  is  to  be  classified  as  a  Category  II  carrier.  The  Section  further  provides 
that  the  Ckimmission  shall  desiniate  as  a  Category  II  carrier  any  carrier  providing  a 
telecommunications  service  both  so  essential  to  the  public  interest  and  so  unlikely 
to  be  generally  available  at  reasonable  rates  under  competitive  conditions  that 
competition  in  the  provision  of  such  service  would  not  oe  consistent  with  the 
purposes  of  the  Act.  There  appears  to  be  no  need  for  this  latter  provision  since  it 
seems  clear  that  such  a  service  would  not  be  subject  to  effective  competition  and 
any  entity  providing  it  would  therefore  already  oe  classifiable  as  a  Category  n 

"the  Section  also  contains  specific  direction  for  (a)  the  establishment  of  classes  and 
subclasses  of  telecommunications  services  based  on  their  functional  capability  for 
the  user  and  the  degree  of  substitutability  among  services,  (b)  the  public  identifica- 
tion of  all  Category  II  carriers,  and  (c)  reclassification  of  carriers  and  the  classifica- 
tion of  new  carriers.  In  determining  whether  a  carrier's  offering  of  a  given  service  is 
subject  to  effective  competition,  the  IZkimmission  is  to  consider,  among  other  things, 
such  carrier's  share  of  total  revenues  received  by  all  carriers  providing  similar 
services  within  the  same  market.  Absent  a  showing  to  the  contrary,  it  is  to  be 
presumed  that  a  carrier  is  subject  to  effective  competition  if  its  market  share  does 
not  exceed  one-third.  MCI  believes  that  the  classification  of  carriers  as  proposed  in 
Section  204.  and  their  regulation  in  accordance  with  such  classification,  mokes  good 
sense  and  will  facilitate  deregulation  of  fully  competitive  carriers  while  continuing 
needed  regulation  for  Category  II  carriers. 

Section  20T  amends  Section  205  of  the  1934  Act  by  greatly  expanding  the  Commis- 
sion's prescription  authority  and  giving  the  agency  the  right  to  prescribe  different 
requirements  for  different  categones  of  carriers  and  different  classes  of  service.  The 
Commission  may  not,  however,  impose  requirements  on  CateKory  I  carriers  other 
than  those  specifically  authorized  in  Title  II.  Thus,  the  Commission  is  wisely  ^ven 


between  a  carrier's  (or  affiliate's)  telecommunications  and  non-telecommunications 
activities,  and  between  those  telecommunications  services  in  which  it  is  subject  to 
effective  competition  and  those  in  which  it  is  not.  The  Commission  is  authorized  to 
prescribe  joint  operations  among  carriers.  This  apparently  means  the  establidiment 
of  through  rout^,  but  the  term  should  be  specifically  defmed.  It  is  a  bit  incongruous 
to  find,  in  the  midst  of  all  these  powers  to  curb  monopoly  power,  a  grant  to  the 
Commission  of  authority  to  "swara  an  exclusive  franchise  to  one  or  more  carriers. 
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or  impose  such  other  requirements  as  the  Commission  deems  r 
the  provision  of  an  essential  public  service".  Does  this  mean  that  the  Com 
might  conclude  that  MTS  is  an  essential  public  service  whose  provision  can  only  be 
ensured  by  granting  AT&T  an  exclusive  franchise?  Such  exclusive  franchises  are 
not  granted  locally  on  the  basis  of  limited  operating  territories,  but  this  provision 
might  be  claimed  to  authorize  a  nationwide  de  jure  monopoly.  What  procedures 
would  the  Commission  be  required  to  employ  before  making  such  an  unprecedented 
award?  in  fact,  it  is  not  clear  what  procedures  would  be  required  with  respect  to  all 
of  the  various  stepe  the  Commission  is  authorized  to  take  by  Section  205,  MCI 
believes  that  some  additional  language  is  needed  to  make  it  clear  that  the  agency 
must  comply  with  the  Administrative  Procedure  Act  and  the  requirements  of  due 

While  classification  as  a  category  fl  carrier  does  not  automatically  bar  a  carrier 
from  providing  any  telecommunications  service,  the  Commission  can  order  a  Catego- 
ry 11  carrier  (o  stop  providing  a  service — or  not  to  begin — where  its  provision  of  the 
service  in  question  would  be  inconsistent  with  the  purposes  of  the  Act.  After  180 
days  from  enactment  of  S.  611.  this  Section  bars  a  Category  II  carrier  which 
provides  exchange  service  for  which  it  is  not  subject  to  effective  competition  from 
providing  any  interexchange  service,  other  than  exchange  network  access  service, 
except  through  a  fully  separate  carrier.  Similarly,  after  180  days,  no  Category  II 
carrier  which  provides  any  interexchange  public  message  telephone  service,  for 
which  it  is  not  subject  to  erfective  competition,  may  provide  any  other  interex- 
change service,  except  that  such  a  carrier  can  provide,  through  nondiscriminatory 

ise  or  tariff  arrangement,  interexchange  facilities  or  services  to  fully  separated  or 

n-affiliated  carriers,  which  can  use  them  in  providing  such  other  interexchange 
services.  Again,  after  IBO  days,  a  carrier  which  provides  any  interexchange  service, 
Other  than  interexchange  access  service,  will  be  barred  from  providing  any  eX' 
change  service  for  which  it  is  not  subject  to  effective  competition  except  through  a 
fbUy  separated  carrier.  The  Commission  is  empowered,  however,  to  waive  this  last 
bar  and  require  less  than  full  separation  for  small  carriers  operating  soley  within  a 
single  state.  The  Commission  needs  these  varied  and  flexible  powers  if  it  is  to 
promote  competition  and,  at  the  same  time,  reduce  detailed  regulation  of  carriers. 
Tlie  legislation  seeks  to  avoid  regulation  as  much  as  possible  by  modifying  the 
corporate  structure  of  carriers  to  reduce  incentives  for  anticompetitive  conduct— or 
to  make  the  detection  of  such  conduct  easier.  These  requirements  of  Section  205, 
which  require  separation  between  certain  telecommunications  services,  supplement 
those  in  Section  203,  which  require  separation  between  carriers  and  the  manufac- 
turers and  marketers  of  equipment  or  the  providers  of  information  service  or 
software.  These  requirements,  although  not  as  effective  as  would  be  complete  dives- 
titure between  monopoly  and  competitive  operations,  would  at  least  help  identic 
poasible  croee-subsidization. 

Section  209  of  S.  61 1  adds  a  new  Seclion  207  which  requires  ever^  carrier  provid- 
ing an  exchange,  interexchange,  or  international  telecommunications  service  for 
which  it  is  not  subject  to  competition  to  establish  physical  interconnections  with 
any  other  carrier  upon  request,  including  the  establishment  of  joint  through  routes 
under  Section  205(b).  If  the  carriers  involved  cannot  reach  agreement  concerning 
such  interconnection,  the  Commission,  after  hearing,  may  determine  a  just  and 
reasonable  arrangement — and  pending  that  determination,  the  agency  can  prescribe 
an  interim  arrangement  or  can  offer  its  assistance  in  reaching  a  publicly  n^otiated 
Brrangement  between  the  parties.  In  view  of  the  difficulties  the  new  competitive 
■  carriers  have  had  in  getting  interconnections,  this  is  a  critically  important  section. 
The  more  precise  language  of  new  Section  207  ia  a  great  improvement  over'the 
corresponding  provision  in  the  present  Act.  However,  the  section  should  be  strength- 
ened still  further  by  specifying  that  such  interconnections  are  to  be  provided  on 
non-discriminatory  terms  and  conditions  (compare  Section  251(a)),  It  is  mdeed  vital 
that  the  legislation  continue  the  authority  of  the  FCC  to  fix  just  and  reasonable 
charges  for  the  local  exchange  interconnections  the  new  interexchange  carrier? 
need.  The  contrary  provisions,  contained  in  the  proposed  legislation  pending  before 
the  House,  would  seriously  imperil  the  development  of  competition. 

Section  210  of  S,  611  redesignates  Section  208  of  the  1934  Act  as  Section  225(a) 
and  then  adds  a  new  Section  208  to  the  Act.  This  Section  provides  for  der^ulation 
of  the  charges  and  practices  of  Category  I  carriers  by  barring  the  Commission  from 
irnposing  any  requirements  as  to  such  matters.  This  is  an  important  improvement 
since  competition  among  Category  I  carriers  will  prevent  them  from  overcharmig 
or  otherwise  mistreating  the  public,  thereby  making  regulation  unnecessary.  The 
Section  goes  on  to  provide  that  a  Category  H  carrier  must  make  available,  upon 
reasonable  request,  any  interexchange  telecommunications  service  for  which  it  is 
not  subject  to  elTective  competition,  and  must  establish  just,  reasonable,  and  nondis- 
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criminatory  tariflB  for  such  service.  This  continued  r^pilation  of  the  monopoly 
servicer  of  Cat^oty  11  camera  is  necessary,  and  S,  611  wisely  continues  the  present 
Act's  prohibitione  aseinst  unreasonable  discrimination,  preference,  or  advantage. 

Section  211  of  S.  611  redesignates  Section  209  of  the  1934  Act  as  SecUon  225(b) 
and  then  adds  a  new  Section  209  to  the  Act.  This  section  would  authorize  the 
Commiaaion  to  require  all  cairiere  to  file  information  as  to  their  operations  and  to 
require  Catcsorv  U  carriers  to  file  tarifls.  The  new  section  would  make  these 
materials  available  to  the  public.  It  also  bars  a  Category  II  carrier  from  operating  in 
a  manner  which  departs  from  its  tariff.  Two  minor  matters  should  be  corrected. 
Section  209(aX2)  requires  all  carriers  to  "assure  the  continuing  accuracy  and  com- 
pleteness of  information  provided  to  the  Commission"  under  Paragraph  (aXl)  and 
requires  this  to  be  done  "as  promptly  as  possible  and  in  any  event  within  30  days." 
This  is  vague  and  unnecessarily  burdensome  because  much  of  the  information 
carriers  will  be  required  to  file  will  be  changing  from  day  to  day  but  neither  the 
public  nor  the  Commission  (except  in  special  circumstances)  needs  to  have  the  data 
constantly  updated.  This  provision  should  either  be  deleted  or  should  be  restricted 
to  mf^or  matters  which  have  been  presented  to  the  Commission  as  the  basis  for 
action  and  which  are  still  pending  before  it.  Section  209(b)  contains  a  reference  to 
"connecting  carriers",  but  the  definition  of  that  term  in  Section  3  of  the  1934  Act 
has  not  been  earned  forward  into  Section  103  of  S.  611  nor  has  a  different  meaning 
been  established  if  one  is  intended.  This  omission  should  be  corrected. 

Section  212  of  S.  611  amends  Section  210  of  the  1934  Act  to  set  forth  new 
provisions  as  to  tariffs.  Subsection  (a)  deals  with  tariffs  of  a  Categon'  11  carrier  for 
services  for  which  it  is  not  subject  to  effective  competition.  It  specifies  that  such  a 
tariff  shall  not  take  effect  until  it  has  been  either  conditionally  accepted  or  fmally 
approved  by  the  Commission,  and  requires  the  latter  to  make  an  initial  decision — 
either  accepting  or  rejecting  the  tariff  or  prescribing  a  different  tariff— within  90 
days  of  the  filing  of  the  tariff,  except  that  it  can  request  additional  information  and 
extend  the  period  for  another  90  days.  During  this  period,  the  agency  can  assist 
public  ne^tiation  between  the  carrier  proposing  the  tariff  and  interested  parties 
opposing  it.  The  Commission  must  give  public  notice  when  it  accepts  or  rejects  a 
proposed  tariff,  or  when  it  prescribes  a  tariff  Either  the  carrier  or  any  other 
mterested  party  may  request  a  hearing  as  to  the  proposed  tariff,  or  one  prescribed 
in  its  plat^.  In  that  proceeding  the  burden  of  proof  to  show  that  the  initially 
proposed  tariff  is  just  and  reasonable  is  to  be  on  the  carrier.  Pending  hearing,  any 
tariff  conditionally  accepted  or  prescribed  by  the  FCC  shall  have  ef^ct,  white  any 
tariff  rejected  shall  be  of  no  effect,  with  the  prior  tariff  for  the  same  service 
remaining  in  effect.  This  is  somewhat  confusing.  It  is  clear  that  if  the  Commission 
rejects  the  proposed  tariff  within  90  days,  it  never  becomes  effective,  and  the  prior 
tariff,  if  there  was  one.  remains  in  effect.  MCI  believes  it  should  be  specified  that,  if 
the  preceding  tariff  or  tariffs  had  also  been  found  unlawful,  the  last  uncontested 
tarin  should  be  made  effective  again  until  it  is  superseded  by  a  new  and  valid  tariff. 
It  is  not  clear  what  conditional  acceptance  of  a  tariff  involves.  Does  it  just  mean 
that  the  Commission  does  not  challenge  it  on  its  own  motion,  but  that  it  remains 
aubfect  to  challenge  at  a  later  time?  Or  does  it  merely  involve  a  decision  to  let  the 
tariff  go  into  effect  pending  a  hearing  as  to  its  lawfulness?  Presumably  the  Commis- 
sion cannot  "fmally  approve"  a  tariff  without  a  hearing,  if  such  approval  is  sup- 
posed to  bar  later  challenge  thereto.  Similarly,  while  0ie  Commission  should  be 
authorized  to  make  an  interim  prescription  of  a  tariff  different  from  that  filed,  on 
the  basis   of  the  submissions  of  the  various   parties — this   must   be   the  kind   of 

Erescription  referred  to  in  Section  210(a)  (21  and  (4)— presumably  it  cannot  make  a 
>ng  run  prescription  of  a  different  tariff  except  on  the  basis  of  some  kind  of  a 
hearing,  MCI  believes  Section  210(a)  should  be  suDstantially  reworked. 

The  same  is  true  of  Section  210(b)  which  deals  with  the  tariffs  of  Category  11 
carriers  offering  interexchange  services  for  which  they  do  have  effective  competi- 
tion. Here  the  tariff  filed  is  aflowed  to  go  into  effect  in  30  days— although  it  appears 
that  the  Commission  can  extend  that  period  somewhat  if  someone  petitions  for  a 
hearing.  Section  210(bXI),  in  its  proviso,  refers  to  noncompliance  with  "any  such 
conditions"  without  explaining  what  conditions  it  means.  And  Section  210(bX2) 
requires  the  Commission  to  act  upon  a  petition  for  hearing  within  30  days  of  the 
carrier's  reply  thereto,  which  is  much  too  short  a  period  for  proper  Commission 
action.  It  also  gives  the  agency  power  to  suspend  the  proposed  tariff  pending  a 
hearing,  without  specifying  the  duration  of  such  a  suspension.  At  the  end  of  the 
hearing,  the  Commission  is  apparently  authorized  only  to  accept  or  reject  the  tariff 
as  originally  filed.  At  that  point,  however,  the  Commission  will  most  likely  want  to 
prescribe  a  different  tariff  and  should  be  authorized  to  do  so.  MCI  understands  the 
desire  to  allow  a  Cat^[ory  II  carrier  to  respond  promptly  to  initiatives  taken  by  its 
competitors.  But  the  tune  periods  specified  are  much  too  short  to  allow  response  by 
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interested  parties— or  considered  action  by  the  CommiBsion,  Section  210(b)  should  be 
revised  and  clarified. 

Section  213  of  S.  611  amends  Section  III  of  the  1934  Act  with  respect  to  the  filing 
of  into^^^arrier  and  other  contracts.  The  principal  change  is  to  require  the  filing  of 
contracts  only  by  Cst^oi?  TI  carriers.  Certainly  the  latter's  contracU  will  be  of  the 
greatest  concern,  but  MCI  believes  it  would  be  appropriate  also  to  require  Category 
I  carriers  to  file  their  inter-carrier  contracts  with  the  Commission. 

Section  214  of  S.  611  amends  Sfclion  212  of  the  1934  Act,  dealing  with  interlock- 
ing directorates,  by  making  it  Section  212(a)  and  inserting  "Category  11"  before  the 
word  "carrier"  wherever  it  appears.  It  also  adds  a  new  Subsection  (b)  which  bars 
employees  or  directors  of  a  Category  II  carrier,  or  its  affiliates,  from  serving  as 
officers  or  directors  of  a  significant  customer  of  the  carrier,  or  of  a  supplier  of  goods 
or  services  to  the  carrier,  or  of  a  financial  institution,  or  of  a  Cat^ory  I  carrier. 
This  is  a  salutary  restriction  on  inter-corporate  relations  which  might  be  anticompe- 
titive in  effect.  The  same  is  true  of  the  further  provision  that  no  employee  or 
director  of  a  substantial  user  of  telephone  service  or  equipment  lexcept  for  an 
educational  institution)  shall  be  an  officer  or  director  of  a  Category  II  carrier.  MCI 
supports  these  changes  in  the  existing  law. 

Section  215  of  S.  611  amends  Section  213  of  the  1934  Act,  which  deals  with 
valuation  of  carrier  property.  One  principal  change  is  to  confine  the  Commission's 
power  to  valuation  to  Category  11  carriers,  which  is  appropriate  since  the  agency  is 
not  to  regulate  the  rates  of  Category  I  carriers.  This  limitation  is  not  made  applica- 
ble to  S(^ion  213(el,  and  it  is  not  clear  whether  this  is  inadvertent  or  intentional. 
Another  major  change  is  that  the  Commission's  power  of  evaluation  is  extended  to 
"any  exchange  carrier  which  originates,  terminates,  or  transfers  interexchange 
telecommunications."  This  is  a  much  needed  provision  in  order  to  give  the  F&^ 
control  over  the  rates  for  local  distribution  facilities  of  exchange  carriers  used  by 
interexchange  carriers  as  part  of  their  interexchange  services,  MCI  supports  these 
proposed  revisions.  It  suggests,  however,  that  all  of  Section  213  except  subsection  (a) 
be  deleted.  This  section  was  included  in  the  1934  Act  because  it  was  not  then  known 
whether  the  courts  would  allow  a  carrier's  rate  of  return  to  be  set  on  the  basis  of 
original  cost  of  plant  or  would  require  use  of  reproduction  cost  new,  That  question 
has  now  been  resolved,  and  the  Commission  makes  use  of  original  cost.  MCI  is 
advised  that  Section  213  has  never  been  used,  so  the  Act  can  be  simplified  by 
retaining  just  the  broadened  general  power  to  make  a  valuation  of  the  property  of  a 
Category  11  carrier  contained  in  proposed  Section  2131a)  and  then  deleting  the  rest 
□f  the  section. 

Section  216  of  S.  611  amends  Section  iU  of  the  1934  Act  dealing  with  the 
authorization  of  carrier  facilities.  The  new  section  provides  that  Category  I  carriers 
need  only  notify  the  Commission  when  they  undertake  the  construction  of  new 
interexchange  facilities,  or  the  extension  thereof,  or  wish  to  acquire  or  operate  any 
such  facility  or  to  engage  in  telecommunications  over  such  facilities.  With  respect  to 
the  requirement  of  similar  notification  by  a  Category  II  carrier,  however,  the 
Commission  is  authorized  to  require  that  carrier  to  obtain  a  certificate  of  conven- 
ience and  necessity  for  such  activities — and  for  the  discontinuance  or  impairment  of 
its  telecommunications  service.  The  Commission,  in  the  alternative,  may  authorize  a 
long-term  facilities  construction  plan  for  a  Category  II  carrier,  which  may  then 
proceed  in  accordance  with  the  plan  without  obtaining  separate  certification  for 
each  element  of  it.  The  Commission's  power  to  require  the  construction  of  facilities 
to  maintain  adequate  service  for  the  public  is  also  confined  to  Category  II  carriers. 
AH  of  this  is  appropriate  in  view  of  the  fact  that  Category  I  carriers,  since  they 
function  in  a  competitive  environment  and  are  subject  to  competitive  stimuU  and 
constraints,  need  not  be  subject  to  detailed  regulation.  Section  214(e)  contains  a  new 
provision  for  joint  planning  by  two  or  more  carriers  under  the  auspices  of  the 
Commission  whenever  it  may  be  necessary  for  the  effective  design,  maintenance, 
and  management  of  facilities  required  for  the  provision  of  switched  public  message 
telephone  service.  If  such  planning  involves  competitors,  or  if  it  may  impact  compet- 
itors unfairly,  this  section  would  help  ensure  that  no  one  was  put  at  an  unfair 
disadvantage. 

Sections  217,  218,  219.  and  220  of  S.  611  amend  Sections  215,  2!7,  218,  and  219  of 
the  1934  Act  in  minor  ways,  largely  to  accommodate  the  concept  of  Category  II 
carriers.  All  these  changes  seem  desirable, 

S«wtion  221  of  S.  611  amends  Section  230  of  the  1934  Act  dealing  with  carriers' 
accounts  and  records.  The  principal  change  is  a  commond  to  the  Commission,  within 
one  year,  to  prescribe  a  new  system  of  accounts  for  separate  services  or  products  to 

Ermit  complete  differentiation  between  competitive  and  non-competitive  otTerings. 
view  of  the  urgent  need  for  a  better  system  of  accounts,  and  the  time  already 
spend  on  its  development,  this  insistence  upon  prompt  completion  of  the  task  is 


deairable.  It  should  be  made  clear,  however,  that  the  system  of  accoimta  pr««cribed 
by  the  Commission  shall  apply  to  any  exchange  carrier  which  originates,  termi- 
nates, or  transfers  interexchange  telecommunications  because  the  Commission  will 
need  cost  date,  in  consistent  form,  from  such  exchange  carriers  in  order  to  adminis- 
ter the  basic  exchan^  maintenance  program  provided  for  in  new  Section  227,  MCI 
believe  it  would  clanfy  Section  220  if  the  word  "divestiture"  at  page  50,  line  5,  were 
changed  to  "separation". 

Section  222  of  S,  611  makes  minor  amendmente  to  Section  S21  of  the  1934  Act, 
which  deals  with  consolidation  or  actjuisition  of  carrier  property.  These  changes 
apparently  include  deletion  of  subsection  (c)  and  (d)  of  Section  221  dealing  with  the 

E resent  scheme  of  jurisdictional  separations.  These  changes  seem  appropriate— the 
itter  because  S.  611  uses  a  different  approach  to  this  matter  in  the  new  Section  222 
it  pToposee. 

Section  223  of  S.  611  amends  Section  222  of  the  1934  Act  by  redesignating  it  as 
Section  222(a)  and  providing  that  it  shall  cease  to  have  any  effect  a  year  after 
enactment  <k  the  amendmente.  Present  Section  222  deals  with  consolidations  and 
mergers  of  telegraph  carriers  and  with  international  record  services.  These  are 
matters  as  to  which  MCI  has  no  particular  expertise. 

Section  223  of  S,  611  also  amends  the  1934  Act  by  adding  a  new  Section  23$ 
dealing  with  a  new  Basic  Exchange  Maintenance  Program.  This  section  provides  for 
the  termination  of  present  separations  and  settlement  procedures  180  days  after 
enactment  of  S.  611,  and  for  the  substitution  of  direct  pajJment,  from  interexchange 
carriers  to  local  exchange  carriers,  for  the  actual  costs  of  originating,  terminating, 
or  transferring  interexchange  services,  plus  surcharges  to  support  the  continued 
availability  of  oasic  exchange  services  at  affordable  rates.  MCI  submits  that  Section 
222(a)  should  further  provide  that  "actual  costs",  where  joint  or  common  costs  are 
involved,  should  be  determined  on  the  basis  of  relative  use  of  common  plant.  Section 
222(b)  expressly  provides  that  the  use  of  intraexchange  facilities  for  the  origination, 
termination,  or  transfer  of  interexchange  telecommunications  shall  itself  be  deemed 
interexchange  telecommunications  subject  to  the  jurisdiction  of  the  FCC.  MCI 
agrees  that  this  use  of  intraexchange  facilities  should  be  within  the  FCC's  jurisdic- 
tion—indeed, it  feels  very  strongly  that  the  continuation  of  this  jurisdiction  in  the 
FCC  is  vitally  needed  if  competition  is  to  grow.  MCI  also  agrees  tnat  interexchange 
carriers  shoiud  |)By  rates  which  are  based  on  costs  for  the  use  of  intraexchange  lo(»l 
distribution  facilities.  Surcharges  are.  however,  a  different  matter.  MCI  would  be 
prepared  to  support  the  proposed  surcharges,  but  only  if  and  when  it  is  assured  that 
it  will  obtain  intraexchange  facilities  and  services  exactly  equal  to  those  which  the 
local  telephone  companies  provide  to  ATftT's  Long  Lines  Department.  The  fact  is 
that  MCI  is  at  present  receiving  from  the  local  telephone  companies  interconnection 
facilities  and  services  which  differ  substantialiy  from,  and  are  significantly  less 
useful  to  MCI  than,  those  accorded  AT&T  Long  Lines,  MCI's  only  really  significant 
competitor.  It  is  also  a  fact  that  unless  somehow  compelled.  AT&T  will  continue  this 
patent  discrimination  indefmitely  into  the  future.  Assuming  that  nondiscriminatory 
local  interconnection  does  become  a  reality.  MCI  would  then  be  willing  to  pay  b 
surcharge  {above  actual  cost)  for  intraexchange  facilities  and  services  even  though 
MCI  does  not  believe  that  the  use  of  surcharges  is  the  fairest  or  economically  most 
efficient  wav  to  distribute  the  costs  of  telecommunications  services,  and  despite  the 
fact  that  NICI  believes  that  AT&T's  oft-repeated  claims  as  to  the  differential  be- 
tween its  costs  and  revenues  for  residential  exchuige  service  are  distorted  and 
misleading. 

Section  222(c),  specifies  how  the  surcharges  are  to  be  collected  and  disbursed.  The 
total  amount  to  be  collected  from  all  interexchange  carriers,  including  AT&T's  Long 
Lines  Department,  is  to  be  110  percent  of  that  portion  of  the  aggregate  amount 
collected  and  distributed  through  the  jurisdictional  separations  and  settlement  pro- 
cedures during  the  vear  preceding  passage  of  S.  611  which  exceeded  the  actual  cost 
reimbursement  to  the  participating  local  telephone  companies.  MCI  further  under- 
stands that  this  sum,  once  determined,  is  to  be  the  total  collected  each  year  thereaf- 
ter, but  that  the  share  paid  in  by  the  different  interexchat^e  carriers  will  vary  from 
vear  to  year  according  to  the  percentage  that  each  carrier  s  interexchange  revenue* 
bears  to  the  total  of  such  revenues  for  all  carriers.  MCI's  primary  concern  is  with 
the  payments  that  it  and  the  other  new  earners  will  have  to  pay  and  is  reluctantly 
prepared  to  accept  the  formula  proposed  in  Section  222(c)  as  a  compromise.  Howev- 
er, MCI  finds  the  provisions  as  to  disbursement  of  the  fund  confusmg  and  suggests 
that  they  should  be  clarified. 

Sections  224  and  225  of  S.  611  make  rather  minor  changes  in  Sections  223  and  224 
of  the  present  Act.  MCI  has  no  objection  to  any  of  the  proposed  modifications. 

Section  226  of  S.  611  adds  new  Sections  226  through  231.  New  Section  SSS  deals 
with  definition  of  exchange  areas  and  apparently  replaces  present  Section  221(b) 
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Cting  exchange  areas  which  traverse  state  tines.  However,  it  docs  not  explicitly 
-..Jiide  rates  and  terms  for  such  service  from  the  jurisdiction  of  the  FXX,  if  that  is 
intended.  New  Section  226  wisely  provides  that  no  exchange  area  shall  extend 
beyond  the  boundaries  of  any  standard  metropolitan  statistical  area.  It  also  specifies 
that  every  point  within  a  state  shall  be  included  within  an  exchange  teiecommuni- 
cations  area.  This  may  require  expansion  of  some  presently  existing  extended  area 
services  and  would  not  prevent  charging  for  service  on  a  usage  and  distance- 
sensitive  basis. 

New  Section  Si7  deals  with  carriers  which  engage  in  the  retransmission  by  any 
closed  transmission  medium  of  broadcast  signals  or  other  cable  television  services. 
MCI  is  not  engaged  in  any  such  operations  but  agrees  that  special  measures  like 
those  outlined  in  this  section  are  needed  where  carriers  providing  service  for  which 
they  are  not  subject  to  elTective  competition  wish  also  to  provide  cable  television 

New  Section  228  is  a  very  salutary  provision  stating  that  nothing  in  Title  11  of  the 
1934  Act.  as  amended  by  S.  611,  shall  be  deemed  to  affect  the  applicability  or 
enforcement  of  the  antitrust  laws.  MCI  believes  this  to  be  the  case  today  but 
nonetheless  strongly  Bupports  this  explicit  provision. 

New  Section  229  eeelis  to  nullify  the  1956  consent  decree  in  United  Stales  v. 
Weatern  Electric.  In  MCl's  opinion,  however,  it  tries  to  do  this  is  a  very  awkward 
iner.  The  new  section  provides  that  telecommunications  equipment  or  informa- 
services  or  equipment  offered  by  AT&T  "shall  be  deemed  to  be  regulated 
mon  carrier  communications  services  or  equipment."  But  new  Section  2031a) 
specifies  that  such  equipment  and  service  shall  not  be  deemed  to  be  a  telecommuni- 
cations service.  If  the  Congress  believes  that  AT&T  should  be  freed  from  the 
restrictions  of  the  consent  decree — in  which  case  it  must  be  satisfied  that  its 
provision  for  the  offering  of  such  services  and  equipment  through  fully  separated 
entities  will  prevent  the  abuses  at  which  the  consent  decree  was  aimed — then  it 
would  seem  simpler  and  more  logical  to  say  that  it  Is  no  longer  in  the  public 
interest  for  AT&T  to  be  excluded  from  the  computer  and  other  oommunicationa- 
related  fields.  The  present  language  also  seems  to  conflict  with  the  defmition  of 
"telecommunications  carrier"  in  new  Section  103(36). 

New  Section  230  deals  with  the  ownership  or  control  of  telecommunicati<»)B 
facilities  and  seems  designed  to  avoid  excessive  concentration  of  control  of  the 
media — presumably  meaning  radio,  television,  cable  television,  newspapers,  maga- 
zines etc.  However,  the  relationship  between  carriers  and  cable  television  is  covered 
in  new  Section  227.  and  MCI  is  not  aware  that  telecommunications  carriers  pose 
any  problem  as  to  the  other  media  listed.  Read  literally,  this  section  would  seem  to 
require  the  Commission  to  limit  the  quantities  of  common  carrier  facilities  (e.g., 
telephones,  central  office  switches,  microwave  towers,  multiplex  equipment,  etc.) 
which  can  be  owned  by  a  single  entity.  That  may  be  desirable,  but  whatever  is 
intended  here  should  be  more  clearly  stated. 

New  Section  231  deals  with  Commission  authority  over  exchange  carriera.  It 
authorizes  the  Commission,  bv  means  outlined  in  new  Section  205,  to  prescribe 
conditions  governing  the  marketing  by  exchange  carriers  in  interexchange  com- 
merce of  t«lecommuniCBtionB  and  electronic  equipment  and  information  services  or 
software.  It  then  says  that,  beyond  that  power  and  those  provided  in  eight  other 
enumerated  sections,  "The  Commission  shall  impose  no  requirement  on  any  ex- 
change carrier."  MCI  believes  that  Section  220  should  be  added  to  the  eight  others 
listed  in  order  to  reinforce  the  fact  that  the  Commission  prescribed  system  of 
accounts  applies  to  exchange  carriers.  With  that  change,  the  approach  taken  in 
Section  231  is  appropriate  since  the  sections  listed  give  the  FCC  all  the  authority 
over  exchange  carriers  it  needs. 

Section  227  of  S.611  provides  that  nothing  in  the  Act  shall  be  construed  as 
expressing  any  sense  of  Congress  with  regard  to  any  litigation  pending  on  the  date 
of  enactment.  While  it  seems  clear  that  S.611  would  not  adversely  affect  already 
accrued  legal  rights,  MCI  supports  this  explicit  statement.  It  is  not  clear  where,  if 
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.■^tle  IV  of  S.611  includes  a  number  of  minor  amendments  to  sections  in  Titles  IV, 
V,  and  VI  of  the  1934  Act.  These  merely  convert  references  to  "common  carriers"  to 
"carriers",  "telecommunications  carriers",  or  "Category  II  carriers"  as  is  appropri- 
ate, and  change  "interstate"  and  "intrastate"  to  "interexchange"  and  "intraex- 
chajige".  These  amendments  merely  conform  these  sections  to  the  changes  in  the 
sections  discussed  above,  MCI  supports  them  all. 

Title  V.  of  S,611  provides  for  a  temporary  National  Commission  on  Spectrum 
Management  to  study  ways  of  improving  the  allocation,  assignment,  and  authoriza- 
tion of  use  of  the  electromagnetic  frequency  spectrum  in  order  to  promote  certain 
.  ^..  ...-...,.       MCI  certainly  has  no  quarrel  with  the  purposes  of  such  a  Commis- 
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rion,  but  it  is  concerned  that  too  much  will  be  expected  of  its  work  and  that  there 
ma;  be  delays  in  taking  other  st«i»  to  deal  with  problems  in  the  areas  touched 
upon  because  of  anticipation  that  the  Commission  may  develop  solutions  for  thoee 
problems.  While  it  is  quite  likely  that  one  could  devise  a  better  scheme  for  allocat- 
ing and  assigning  the  spectrum,  MCI  believes  that  the  benefits  of  the  Commisaion's 
study  are  likely  to  be  smaller  than  hoped  for  by  the  framers  of  the  bill.  MCI  feels 
that  the  major  needs  in  this  area  are  for  <1)  better  coordination  between  governmen- 
tal and  private  uses  of  the  spectrum,  (2)  better  stafTing  of  the  Commission's  efTorts 
in  the  allocation  field,  (3)  strict  enforcement  of  the  Commission's  allocation  policies, 
and  (4)  the  requirement  of  careful  coordination  of  the  use  of  the  spectrum  by  private 
nonbroadcast  uaem  of  the  frequencies.  MCI  is  not  sure  a  special  Commission  is 
needed  to  achieve  improvements  in  these  areas.  It  does  not  oppose  creation  of  auch  a 
Commission,  but  woidd  urge  that  its  existence  not  be  used  as  an  excuse  for  delay  in 
doing  other  things  to  improve  telecommunications  service  to  the  public. 


MCI  is  pleased  to  submit  its  comments  on  S.622,  the  Telecommunications  Compe- 
tition and  DerMpilation  Act  of  1979.  MCI  strongly  supports  the  general  pro«ompeti- 
tive  thrust  of  the  proposed  legislation,  as  well  as  many  of  its  specific  provisions.  It 
believes,  however,  that  other  provisions  should  be  modified  in  order  to  achieve  the 
stated  jnupoMS  of  the  bill. 

Section  2  of  S.622  contains  a  series  of  congressional  findings  and  a  statement  of 
the  purpose  of  the  Act.  MCI  concurs  in  the  latter  and  in  the  first  two  findings.  It 
believes  that  the  third  finding  should  be  changed  to  something  like  the  following: 
"(3)  judicial  interpretations  of  certain  decisions  of  the  Federal  Communications 
Commission  have  demonstrated  the  need  for  statutory  expression  of  the  national 
policy  of  the  United  States  in  favor  of  competition  in  tne  provision  of  telecommuni- 
cations common  carrier  services."  That  more  accurately  ties  the  judicial  decisions  to 
the  basic  thrust  of  S.622. 

Section  101  of  S.622  adds  a  new  Section  6  to  the  Communications  Act  of  1934 
dealing  with  fees  to  be  collected  bv  the  Commission  from  all  ^tsons  regulated 
under  the  Communications  Act.  MCI  supports  the  provisions  of  this  section  Mcauee 
the  fees  [vovided  for  are  te  be  based  on  the  cost  to  the  Commission  of  processing 
applications  for  license  and  tarifi'  filings,  plus  the  costs  attributable  to  resulating 
such  person.  The  last  provision  is  a  bit  vague,  but  seems  to  be  particularized  by  the 
reference  to  "the  cost  of  providing  any  service  necessarily  rendered  to  a  license 
applicant  as  a  result  of  such  application."  MCI  agrees  that  is  a  proper  category  of 
costs  to  be  recovered  through  Che  proposed  fees. 

Section  201  of  S.622  amends  Title  II  of  the  1934  Act  by  adding  a  new  Section  225 
dealing  with  the  promotion  of  competition  and  deregulation.  Section  225<a)  sets 
forth  five  purposes  of  the  section,  MCI  concurs  with  all  of  these,  and  particularly 
with  the  fourth  one  which  is  a  good  stetement  of  intent  to  prevent  predatory  or 
anticompetitive  practices  in  the  provision  of  telecommunications  service. 

Section  225(b)  sets  forth  a  statement  of  the  policy  of  the  United  Stetes  in  order  to 
accomplish  the  purposes  of  subsection  (al.  MCI  supports  without  question  all  of  the 
policy  statements  except  the  firet,  third  and  ninth,  and  especially  commends  the 
second,  fourth,  and  fifth  which  assert  federal  jurisdiction  over  all  interezchange 
telecommunications  services  and  ensure  that  interexchange  carriers  can  intercon- 
nect with  the  facilities  of  local  telephone  exchanges  upon  reasonable  request.  MC^ 
agrees  in  principle  with  policy  statements  one.  three,  and  nine,  but  has  reservations 
as  to  their  implementetion.  Statement  one  would  "allow"  basic  voice-grade  tele- 
phone service  (which,  as  defined,  is  local  exchange  service)  to  be  provided  as  a 
regulated  monopoly  until  the  appropriate  stete  commission  determines  that  compe- 
tition will  maintam  reasonable  rates  and  promote  improved  service  throush  new 
technolraies.  That  refiects  the  situation  as  it  exists  today,  but  MCI  believes  that  the 
bill  should  also  provide  that  Congress  can  open  up  exchange  service  to  competition 
if  that  seems  in  the  public  interest  at  some  future  time,  even  if  the  Commissions  in 
certain  states  preferred  to  continue  the  service  as  a  monopoly.  MCI  is  also  con- 
cerned that  statement  three  is  not  adequately  implemented  by  other  provisions  of  S. 
622.  MCI  agrees  that  a  single  carrier  could  be  permitted  to  provide  both  "the 
monopoly  service"  (it  is  not  clear  precisely  what  this  refers  to)  and  other  telecom- 
munications services  if,  and  only  if,  it  can  be  guaranteed  that  there  is  no  cross- 
subsidization.  However,  MCI  does  not  see  any  provisions  in  S.  622  which  adequately 
ensure  that  result.  Policy  statement  nine  would  allow  any  carrier  to  provide  any 
telecommunications  service  or  engage  in  any  other  lawful  business.  That  would  be 
all  right  if  S.  622  required  that  certain  operations  be  carried  on  throu^  fully 
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separated  entities  in  order  to  avoid  croM-aubsidiEation — but  the  bill  does  not  require 

that. 

Section  225(c)  defines  six  terms  for  the  puiposee  of  thia  section.  MCI  has  no 
problem  with  any  of  these,  although  it  is  not  clear  why  a  definition  of  "minimum 
universal  transmission  capabihty"  is  needed. 

Section  225(d)  provides  for  a  six-year  transition  period  during  which  it  is  hoped 
that  the  purposes  and  policies  stated  in  this  section  will  be  accomplished,  resulting 
in  marketplace  competition  and  the  der^ulation  of  the  provision  of  telecommunica- 


(A)  The  Commission  is  to  adopt  rwulationa  which  classify  carriers  according  to 
the  degree  of  regulation  necessary  for  each.  MCI  agrees  that  a  classification  of 
carriers  is  desirable  and  that  the  criteria  listed  are  relevant,  but  it  is  not  clear  what 
the  purpose  of  the  classification  is  or  what  results  will  flow  from  a  particular 
classification,  how  many  different  classifications  are  to  be  used,  etc.  A  passing 
reference  is  made  to  owneiship  or  control  of  a  carrier  by  foreign  interests.  This 
should  be  tied  in  with  Section  310(a)  of  the  1934  Act,  which  permits  some  decree  of 
alien  ownership,  to  ensure  that  there  are  no  conllicta  between  the  two  provisions. 

(B)  The  Commission  is  also  charged  with  establishing  an  accounting  system  which 
will  ensure  that,  where  telecommunications  products  or  services  are  provided  1^  a 
carrier  which  also   provides   "the   monopoly   service",   the   revenues   and  costs  of 

firoviding  "the  monopoly  service"  and  all  other  services  may  be  separately  identi- 
ied.  MCI  agrees  that  a  new  accounting  system  is  needed,  but  the  mere  identifica- 
tion of  the  costs  of  different  services  is  not  enough.  There  must  be  assurance  that 
the  costs  are  then  allocated  by  service  so  that  there  can  be  no  cross-subsidy— a 
congressional  directive  te  that  end  would  he  a  desirable  addition  to  this  section.  MCI 
further  believes  that  the  best  way  to  prevent  croes4ubeidization  is  by  establishing 
completely  separate  entities  for  the  provision  of  monopoly  and  competitive  services, 
reswctivety. 

(C)  The  Commission  is  next  charged  to  determine  in  which  cases,  if  any,  carriers 
which  provide  "the  monopoly  service"  must  form  subsidiaries  to  offer  any  other 
telecommunications  products  or  services  in  order  to  accomplish  the  policies  stated  in 
the  section— but  it  is  barred  from  requiring  divestiture  of  any  part  of  the  carrier. 
MCI  believes  that  the  intent  of  this  provision  ia  sound,  but  that  the  (^mmission  is 
not  given  adequate  guidance  or  authority  to  achieve  it.  MCI  believes  that  divestiture 
is  the  only  sound  way  to  achieve  the  competitive  environment  S.  622  is  seetdne,  and 
that  at  the  very  least  a  directive  is  needed  calling  for  the  establishment  of  fully 
separated  subsidiaries  in  specified  cases. 

(D)  The  Commission  is  also  directed,  through  the  Joint  Board  mechanism,  to 
provide  for  an  access  compensation  charge  to  he  paid  by  carriers  interconnecting 
their  facilities  with  those  of  a  local  telephone  exchange.  MCI  is  prepared  to  pay  an 
access  charge  based  on  the  actual  cost  of  providing  interconnection  service.  MCI 
does  not  thmk  that  it  should  tie  required  to  pay  any  additional  contribution  unless 
and  until  it  is  accorded  exactly  the  same  forms  of  interconnection  that  the  local 
telephone  companies  provide  to  AT&T's  Long  Lines  Department.  MCI  also  welcomes 
the  provision  that  a  contribution  is  to  be  paid  only  "if  necessary  to  maintain 
reasonable  rates  for  basic  voicegrade  telephone  service".  This  reflects  a  healthy 
"show  me"  attitude  toward  AT&T's  oft-repeated  but  never  proven  claims  that  it 
loses  money  on  local  exchange  service.  M(Jl  also  favors  the  provision  terminating 
access  charges  and  the  access  compensation  fund  after  six  years.  Thereafter,  inter- 
exchange  carriers  should  pay  for  local  interconnection  under  tariffs  filed  by  the 
local  telephone  companies  with  the  FCC,  with  rates  based  only  on  actual  costs. 

(E)  The  Commission  is  next  directed,  pursuant  to  the  Joint  Board  mechanism,  to 
provide  for  acceleration  of  the  depreciation  of  assets  used  in  providing  telecommuni- 
cations services.  MCI  agrees  that  any  carriers  which  have  under-depreciated  their 
plant  should  be  allowed  to  correct  that  situation,  but  it  must  be  understood  tht  this 
vrill  si^ificantly  increase  their  costs  over  the  next  few  years,  which  will  mean 
either  mcreased  rates  for  service  or  reduced  rates  of  return  on  eapit^. 

(F)  The  Commission  is  told  to  provide  that,  during  the  first  two  years  following 
enactment  of  this  section,  no  rate  for  telecommunications  services  other  than  the 
monopoly  service"  will  be  raised  more  than  5  percent  or  reduced  more  ^an  10 
percent  per  year.  For  the  next  four  years,  it  is  te  limit  increases  in  such  rates  to  10 
percent  per  year  and  reductions  to  20  percent  per  year.  While  this  is  presumably 
intended  to  allow  some  flexibility  with  minimum  regulatory  intervention  and  per- 
haps as  a  rule  of  thumb  to  help  prevent  predatory  pricing,  MCI  thinks  that  it  would 
not  be  effective  for  the  latter  purpose.  The  formula  specified  would  allow  AT&T  to 
reduce  the  rates  for  its  competitive  services  by  almost  67  percent  over  the  six-year 
transition  period.  The  l^islation  should  not  lend  any  kind  of  respectability  to  such 
sharp  rate  reductions — which  could  apparently  be  made  even  if  costs  were  going  up 
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generally,  thu§  preventing  the  competing  cairiere  from  matching  the  cuts.  It  would 
be  much  better  simply  t«  continue  to  require  adequate  cost  justification  for  reduc- 
tions in  competitive  rates. 

(G)  The  next  charge  to  the  Commission  calls  for  changes  in  rates  to  take  effect 
after  ninety  days  notice  unless  the  Commission,  on  complaint  or  on  its  own  initia- 
tive, orders  a  hearing  pursuant  to  Sectioiu  202  and  204.  MCI  applauds  this  contin- 
ued reliance  on  the  nine-day  notice  period  fixed  by  the  Congress  a  couple  of  years 
ago — and  assumes  that  the  Commission's  present  suspension  powers  and  the  other 
provisions  of  Section  204  would  be  applicable  to  the  hearing. 

(H)  The  Commisison  is  told  to  establish  a  procedure  to  ensure  the  interconnection 
of  carriers  providing  telephone  toll  service  with  one  another  and  with  the  facilities 
of  local  telephone  exchanges.  MCI  applauds  the  intent  of  this  provision,  but  is  not 
sure  about  the  means  specified  to  achieve  the  objective  stated,  'uius,  MCI  is  not  sure 
what  would  be  involved  in  an  association  of  common  carriers  to  manage  the  facili- 
ties providing  telephone  toll  service  and  interconnection  with  the  facilities  of  local 
exchanges,  or  what  would  flow  from  the  broad  authority  given  the  carriers  to  meet, 
plan,  and  agree,  with  Commission  oversight,  on  matters  affecting  the  design,  plan, 
maintenance,  etc.,  incidental  to  such  interconnection,  MCI  thinks  there  is  too  great 
a  risk,  absent  additional  safeguards,  that  such  an  association  would  develop  anti- 
competitive policies — even  if  its  meetings  are  carried  out  under  some  kind  of  Com- 
mission oversight.  Who  is  to  be  entitled  to  join  the  association  and  attend  the 
meetings?  How  are  tiie  decisions  to  be  made,  i.e.,  how  are  votes  to  be  alloted  among 
the  participating  carriers  and  what  percentage  of  agreement  is  to  be  required  for 
joint  action?  Would  the  meeting  be  so  frequent  as  to  be  burdensome  for  small 
carriers?  And  while  MCI  appreaates  the  effort  to  bar  any  claim  of  exemption  from 
the  antitrust  laws,  it  is  not  sure  of  the  real  effect  of  the  formulation  used.  A  single 
carrier  can  fix  its  own  rates.  Does  the  language  at  page  14,  lines  6  to  10  provide  any 
basis  for  a  claim  that  the  "association"  can  agree  to  rates  for  all  of  them  Decause  the 
setting  of  rates  by  a  single  carrier  for  itself  would  not  violate  the  antitrust  laws? 
MCI  believes  this  provision  needs  substantial  revision. 

(II  During  the  transition,  the  Commission  is  to  provide  for  automatic  authoriza- 
tion, within  ninety  days,  to  construct  or  extend  facilities  by  a  carrier  offering 
services  "other  th^  the  monopoly  service",  unless  the  Commission  determines  that 
there  is  a  substantial  question  as  to  whether  the  investment  anticipated  is  in  the 
public  interest,  MCI  agrees  that  carriers  seeking  to  construct  or  extend  facilities  for 
competitive  services  should  be  allowed  to  proceed  with  little  or  no  regulatory  action 
by  the  Commisison,  except  for  obtaining  any  necessary  radio  authorizations.  Howev- 
er, if  the  carrier  in  question  also  provides  "the  monopoly  service"  and  adequate 
steps  (i.e.,  a  completely  separate  entity)  have  not  been  talcen  to  ensure  against  cross- 
subsidization,  then  the  Commission  will  need  greater  control  over  the  carrier's 
expansion  plans, 

(J)  The  Commission  is  directed  to  prohibit  the  discontinuance  or  impairment  of 
telephone  toll  service  unless  the  agency  determines  that  it  is  in  the  public  interest. 
This  really  doesn't  change  the  present  provisions  of  Section  214,  so  MCI  has  not 
objection,  though  it  may  not  i>e  necessary. 

(K)  The  Commission,  in  its  transition  plan,  is  directed  to  provide  a  continuous 
review  to  ensure  that  nationwide  toll  services  exist  through  marketplace  compei- 
tion.  This  is  a  worthy  objective,  but  it  is  not  clear  how  any  continuous  review  can 
ensure  the  desired  result. 

(L)  Finally,  the  Commission  is  to  provide  for  adjustments  in  the  transition  plan  to 
"remove  marketplace  deficiencies,  anticompetitive  behavior,  or  other  practices 
which  frustrate  the  purposes  of  this  section.  '  Again,  MCI  agrees  with  these  objec- 
tives but  feels  that  the  Commission  is  not  given  adequate  euidance — and  quite  likely 
would  not  have  the  necessary  power— to  achieve  these  goals. 

The  last  three  subsections  of  Section  225  provide  for  a  separate  Office  of  Deregula- 
tion to  monitor  the  progress  of  the  Commission  in  accomplishing  the  purposes  <n  the 
section,  calls  for  annual  reports  to  the  Congress  on  such  progress,  and  provides  for 
an  evaluation  of  the  results  of  the  transition  p!an  at  the  end  of  six  years.  These  are 
all  sound  proposals  and  MCI  has  no  problems  with  them. 

Sections  202  and  203  of  S.  622  relate  to  international  telecommunications.  MCI 
has  had  no  experience  in  that  area  and  so  has  no  comments  on  these  provisions. 

The  remaining  sections  of  S.  622  deal  with  broadcasting,  cable  television,  and  the 
assignment  of  land  mobile  frequencies.  MCI  has  no  comment  on  any  of  these 
matters,  except  for  new  Section  335(0(4)  which  directs  the  Commission  to  ensure 
that  no  carrier  shall  be  a  cable  system  operator  or  channel  programer,  but  that 
such  carrier  mav  furnish  cable  channels  to  a  cable  system  operator  or  channel 
programmer  and  may  offer  broadband  communications  service  (except  program 
originations  and  the  carriage  of  radio  and  television  broadcast  signals)  to  the  public 
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pursuant  to  Title  II.  The  Commission  is  authorized  to  waive  the  prohibitions  of  this 
paragraph  in  rural  areas  which  are  not  otherwise  served  by  a  cable  system.  MCI 
believes  this  is  a  fair  balancing  as  between  carriers  and  the  cable  interests,  and 
agrees  that  waivers  should  be  confined  to  rural  areas  where  service  would  otherwise 
not  be  available. 

Senator  Rollings.  I  should  explain  something  that  may  not  be 
understood,  we  gave  each  one  10  minutes  for  an  opening  statement 
so  then  we  will  have  time  left  this  morning  for  a  discussion  be- 
tween the  panel  members — and  questions  from  the  committee. 

We  next  move  to  Mr.  Hatfield. 

Mr.  Hatfield.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  opportunity  to  testify  on  the  question  of  access 
charges.  I  believe  the  question  of  access  charges  and  related  ques- 
tions of  juridiction  are  among  the  most  fundamentally  important  of 
those  addressed  in  the  legislation. 

I  would  note  that  I  am  testifying  this  morning  on  behalf  of 
myself  and  not  on  behalf  of  the  administration. 

I  have  three  points,  or  ideas,  that  I  would  like  to  leave  with  you 
this  morning: 

No.  1,  I  feel  that  there  are  major  weeiknesses  in  the  existing 
separations  and  settlement  process. 

No.  2,  I  would  like  to  indicate  our  support  for  the  access  charge 
concept  as  a  replacement  for  separations  process. 

And  third,  I  would  like  to  urge  that  the  dual  jurisdiction  over 
local  exchange  facilities  and  operations  be  eliminated.  It  is  this 
dufU  jurisdiction  that  makes  the  separation  process  necessary  in 
the  first  place  and,  of  course,  adds  to  it  and  makes  it  more  compli- 
cated. 

We  believe  that  the  State  should  have  responsibility  for  all  in- 
traexchange  services,  including  the  access  charge  itself. 

I  spoke  of  the  weaknesses  in  the  separations  process.  Let  me 
detail  them  for  you.  First  of  all,  the  existing  separations  process  is 
extremely  complex.  I  think  it  is  fair  to  say  that  it  is  fully  under- 
stood by  only  a  handful  of  people  in  the  communications  business. 
It  is  not  readily  susceptible  to  public  accountability.  It  is  extremely 
cumbersome.  The  process  is  difficult,  because  it  requires  agreement 
among  the  FCC,  the  individual  States,  both  collectively  and  individ- 
iially,  with  the  Bell  system  and  with  some  1,500  independent  tele- 
phone companies. 

I  think  it  is  fair  to  characterize  the  separations  process  as  a 
result  of  rate  base  regulation  in  a  fairly  stable  monopoly  market.  It 
certainly  does  not  have  the  sensitivity  and  responsiveness  that  you 
require  in  a  competitive  marketplace. 

My  second  point  is  that  the  separations  and  settlements  process  I 
think  pretty  clearly  distorts  economic  incentives.  It  comes  down  to 
being  a  cost-plus  system.  And  with  the  increasing  percentage  of 
costs  being  transferred  to  the  interstate  jurisdiction,  that  cost-plus 
feature  gets  worse  and  worse. 

Without  going  into  detail,  I  think  it  is  pretty  clear  that  the 
existing  process  may  impact  on  the  choice  of  technologies  in  the 
local  distribution  area.  I  think  significantly,  as  Chairman  Zielinski 
testified  before  you  here  last  Tu«(day,  it  can  even  prevent  deregu- 
lation. He  said  that  they  would  have  der^ulate  terminal  equip- 
ment. One  of  the  primary  reasons  they  did  not  do  so  in  New  York 
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State  was  the  possible  impact  on  separations  and  settlement  that 
would  flow  to  the  State  of  New  York. 

Third— the  third  problem  with  the  existing  process  is  that  the 
present  jurisdictional  boundaries  on  which  separations  are  based 
are  not  particularly  compatible  with  the  communications  market- 
place, the  industry  structure,  or  the  physical  network. 

This  means  that  a  significant  portion  of  the  total  telephone 
plant,  including  the  local  loop,  is  subject  to  both  Federal  and  State 
jurisdiction.  What  I  am  saying  is  that  the  pair  of  wires  that  leads 
from  your  telephone  in  your  office  or  your  home  down  to  the 
central  office  is  subject  to  both  the  Federal  and  State  jurisdictions. 

In  order  to  resolve  this  overlapping  jurisdiction,  you  must  have 
some  method  of  dividing  the  investment.  We  feel  that  this  forces  a 
division  into  something  that  doesn't  need  to  be  divided  in  an  oper- 
ational sense. 

Having  talked  about  the  weaknesses  in  the  separations  process,  I 
think  it  is  pretty  clear  that  because  of  this  cumbersome  nature,  the 
distortion  of  the  economic  incentives,  the  impact  on  technology  and 
so  forth,  that  we  would  fully  support  the  provisions  of  S.  611,  which 
would  abolish  the  separations  process  and  substitute  an  excess 
charge  arrangement. 

As  Henry  Geller  stated  last  Tuesday,  our  only  real  reservation  is 
that  under  S.  611,  interexchange  communication  would  be  defined 
to  include  the  origination  and  termination  of  interexchange  traffic 
that  would  be  under  Federal  jurisdiction.  That  ia,  while  I  think 
S.  611  is  intended  to  clean  up  the  jurisdictional  situation — by  putting 
intraexchange  under  local  jurisdiction,  interexchange  under  Feder- 
al jurisdiction — by  allowing  Federal  jurisidiction  over  the  termina- 
tion and  origination,  you  are  right  back  where  you  were  before  of 
having  two  jurisdictions,  at  least  as  we  understand  it. 

In  other  words,  there  would  still  be  a  dual  jurisdiction  over  the 
local  distribution  of  interexchange  traffic.  We  think  because  of  that 
you  would  be  left  with  many  of  the  same  problems  we  have  today. 

Therefore,  it  is  our  recommendation  that  the  States  be  given  full 
responsibility  for  all  local  services,  all  intraexchange  services,  if 
you  will,  including  the  origination  and  termination  of  interex- 
change traffic.  We  think  they  ought  to  have  the  power  to  change 
the  rates  related  thereto — in  other  words,  to  have  control  over  the 
access  charges. 

Our  reasons  for  this  are  numerous.  I  think  the  States  are  closer 
to  the  problems  of  the  local  operating  companies.  As  Chairman 
Zielinski  pointed  out  last  week,  the  States  are  in  a  better  position 
to  examine  and  respond  to  the  operations  and  behavior  of  the 
individual  operating  companies.  Thsy  are  in  a  better  position  to 
look  at  the  overall  revenue  requirements  and  balance  the  revenue 
requirements — the  revenue  requirements  of  the  particular 
company. 

Furthermore,  we  think  that  it  avoids  unnecessary  Federal  intru- 
sion in  an  area  where  perhaps  it  is  unnecessary.  That  may  sound 
somewhat  revolutionary,  but  it's  not  the  case.  It  really  is  analogous 
to  going  back  to  what  was  called  board  to  board — essentially  analo- 
gous to  the  board-to-board  principle  used  30  to  40  years  ago  in  the 
telephone  industry. 
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I  think  it  made  a  certain  amount  of  sense  then  when  Western 
Union  was  competing  with  the  long  distance  telephone  service  of 
A.T.  &  T.,  and  I  think  it  makes  senae  again  now  that  we  have 
competing  intercity  carriers. 

I  rec(^^ize  fully  what  the  problems  with  this  are.  It  is  conceiv- 
able that  the  States  could  abuse  the  power  by  establishing  access 
rates  or  conditions  that  are  excessive  or  discriminatory. 

Furthermore,  I  recognize  that  the  competing  carrier,  such  as 
MCI,  may  prefer  Federal  jurisdiction  for  the  simple  reeison  that  the 
States  in  the  psist  have  opposed  the  introduction  of  competition  in 
the  intercity  services. 

My  emswer  to  the  criticism  is  really  twofold.  First  of  all,  I  think 
if  the  Congress  expresses  its  opinion  on  communications  policy  and 
expresses  an  opinion  that  competition  in  intercity  service  is  a  good 
thing,  I  see  no  reason  why  the  States  wouldn't  obey  the  law, 

I  think  part  of  their  opposition  up  until  this  point  has  reflected 
the  fact  that  the  policy— national  policy— has  been  uncertain.  I 
think  this  legislation  would  clear  that  up. 

I  think,  second,  if  there  are  remaining  concerns — then  those 
concerns  can  be  dealt  with  by  guidelines  and  safeguards  within  the 
legislation  itself  I  think  that  the  overlapping  jurisdiction  is  not  the 
way  to  do  it. 

I  have  mentioned  safeguards  and  what  do  I  mean?  I  won't  give 
you  an  exhaustive  list,  but  let  me  suggest  some  of  the  things  that 
could  be  done. 

First  of  all,  to  prevent  excessive  charges,  one  can  put  a  cap  on 
the  amount  of  money  that  could  be  collected  by  the  States.  As  I 
understand  S.  611,  you  would  do  this  essentially  for  each  carrier. 
You  would  fix  the  amount  that  each  carrier  could  get  from  the 
access  charge. 

We  would  just  simply,  say,  put  a  lid  or  cap  on  the  amount  that 
each  State  could  collect.  We  believe  that  kind  of  arrangement— 
maybe  not  that  specifically,  but  something  like  that — would  be  a 
way  of  preventing  States  from  unduly  burdening,  if  you  will,  inter- 
state commerce. 

The  second  problem,  of  course,  already  alluded  to,  is  the  problem 
of  interconnection  and  discrimination.  We  think  by  strong  lan- 
guage in  the  act  saying  that,  "Look,  exchange  carriers  must  inter- 
connect and  do  so  on  a  nondiscriminatory  basis,"  would  be  ade- 
quate. 

S.  611,  of  course,  calls  for  that  and  gives  the  FCC  jurisdiction  for 
enforcing  it.  We  don't  think  it  is  necessary  if  you  make  it  strong 
enough.  We  believe  the  court  enforcement  would  be  an  adequate 
remedy. 

If  you  do  this,  if  you  give  the  State  jurisdiction,  you  would 
eliminate  the  need  for  a  permanent,  cumbersome  joint  board.  We 
believe  it  would  be  much  more  responsive.  There  wouldn't  be  the 
dual,  overlapping  jurisdiction,  and  you  would  eliminate  the  cost- 
plus  features  of  the  separations  and  so  forth. 

In  summary,  very  briefly  then,  we  support  the  idea  of  elimina- 
tion of  the  separations  process.  We  fully  support  the  idea  of  substi- 
tution of  an  access  charge.  Our  only  suggestion  would  be  elimina- 
tion of  the  overlapping  jurisdiction,  giving  the  States  the  freedom 
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to  regulate  all  intraezchange  services,  including  termination  of 
interexchange  services. 

Thank  you. 

Senator  Hollings.  Thank  you  very  much. 

Mr.  Bahnson. 

Mr.  Bahnson.  Thank  you,  Mr.  Chairman. 

GTE  agrees  with  the  conceptual  intent  of  the  bills  provisions 
that  all  interexchange  service  carriers  which  directly  or  indirectly 
connect  with  the  local  exchange  be  required  to  reimburse  tele- 
phone companies  directly  for  the  costs  of  originating,  terminating, 
or  transferring  interexchange  services,  through  what  has  been  de- 
scribed Eis  an  access  charge. 

However,  we  believe  that  the  access  charge  should  be  paid  by  all 
providers  of  interexchange  services  emd  not  be  limited  only  to 
common  carriers. 

Senator  Holungs.  You  mean  protecting  carriers? 

Mr.  Bahnson.  Not  just  carriers,  all  providers  of  interexchange 
service.  Shared  microwave  is  not  a  carrier. 

In  my  comments  today,  I  would  like  to  offer  my  suggestions  on 
application  of  the  access  charge.  Specifically,  I  will  address: 

First,  the  deflnition  of  costs  that  make  up  the  access  cheirge,  and 

Second,  the  applicability  of  the  access  charge  to  indirectly  con- 
nected interexcheuige  carriers. 

Since  the  access  charge  is  intended  to  cover  the  actual  costs  of 
interexchange  access,  I  believe  this  charge  should  reflect  the  local 
switching  Emd  trunking  costs  that  vary  with  the  amount  of  interex- 
change traffic  carried  over  interexchange  facilities — that  is,  the 
cost  of  traffic  sensitive  facilities. 

In  the  long  term,  I  believe  the  cost  of  traffic  nonsensitive  sub- 
scriber plant  should  be  excluded  from  costs  used  to  determine  the 
access  charge. 

While  the  inclusion  of  a  portion  of  the  traffic  nonsensitive  cost  in 
the  access  charge  would  help  maintain  the  current  level  of  interex- 
change settlements,  it  also  may  inhibit  appropriate  economic  pric- 
ing of  interexchange  and  intraexchange  services  in  the  long  term. 

If  economic  allocation  of  resources  and  economically  efficient 
pricing  of  services  are  to  be  achieved,  revenue  should  be  more 
aligned  with  cost  in  the  process  of  pricing  access  charges. 

Under  this  approach,  all  traffic  nonsensitive  subscriber  plant 
would  be  identified  and  eventually  supported  directly  from  rates 
paid  by  the  local  telephone  company  customer.  Intraexchange  and 
interexchange  usage  would  be  priced  to  cover  the  traiHc-sensitive 
and  related  overhead  costs. 

The  MTS/WATS  contribution  toward  covering  traffic  nonsensi- 
tive costs  would  be  eliminated  in  time,  market  equilibrium  would 
be  maintained  between  MTS/WATS  and  competing  services,  and 
MTS  rates  could  be  reduced. 

Of  course,  in  evaluating  this  proposal,  Congress  must  recognize 
that  this  would  result  in  a  substantial  revenue  requirements  shift 
from  intercity  services  to  local  exchsmge  service  rates. 

In  order  to  eliminate  the  necessity  for  an  immediate  one-time 
increase  in  loced  exchange  rates,  which  local  service  customers 
would  have  to  pay,  I  would  propose  that  the  elimination  of  the 
contribution  be  phased  in  over  time. 
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If,  however,  Congress  concludes  that  public  interest  requires  e 
continuing  contribution  by  interexchange  services  to  help  keep 
local  exchange  rates  affordable,  I  strongly  recommend  that  all 
interconnected  interexchange  telecommunications  be  required  to 
make  comparable  contribution.  It  should  be  recognized  that  in  a 
competitive  market  the  contribution  must  be  at  a  level  that  will 
not  deter  providers  of  interexchEmge  service  from  using  the  tele- 
phone companies  service  for  access  to  customers. 

My  second  point — I  agree  that  access  charges  should  be  paid  for 
interexchange  services  which  indirectly  access  intraexchange  facili- 
ties, as  well  as  direct  connections.  Under  present  conditions,  it  is 
extremely  difficult  for  a  telephone  carrier  to  determine  whether  a 
customer  switches  interexchange  trafHc  through  a  PBX  system  to 
connect  to  the  local  telephone  exchange  facilities.  It  is  incumbent 
upon  the  industry  to  develop  some  speciflc  method  to  monitor  and 
control  indirect  access  to  assure  that  all  such  access  charges  are 
appropriately  paid. 

In  summary,  GTE  supports  the  concept  of  local  exchange  carriers 
providing  physical  interconnection  for  interexchange  services  with 
appropriate  compensation  to  the  local  telephone  company  through 
an  access  charge. 

Senator  Holungs.  Very  good.  Thank  you. 

Mr.  Jones,  A.T.  &  T. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

As  it  notes,  I  am  in  Separations  and  Division  of  Revenues.  I  hope 
I  can  do  something  to  clarify  that  subject  for  those  who  ere  here. 

I  would  like  to  address  the  impact  of  the  proposed  legislation  on 
the  exchange  part  of  the  telecommunications  business. 

First,  some  preliminary  observations  are  in  order.  In  introducing 
S.  611,  the  chairman  said,  "Competition  is  a  means  to  an  end;  it  is 
not  an  end  in  itself  Where  an  important  public  goal  is  not  served 
by  competition,  regulatory  tools  must  still  be  available  to  ensure 
that  essential  public  needs  are  met." 

In  no  area,  I  believe,  are  those  words  more  relevant  than  in  the 
area  of  the  local  part  of  the  nationwide  network,  for  politics  and 
decisions  designed  to  foster  competition  can  affect  both  the  quality 
and  cost  of  local  calling. 

Obviously,  it  is  a  diCFicult  task  for  Congress  to  draft  legislation 
that  attempts  on  the  one  hand  to  assure  continued  universally 
available  service  at  affordable  rates  and  which  creates  incentives 
for  innovative,  efficient  provision  of  telephone  service,  while  on  the 
other  hemd  to  gain  the  benefits  of  competition  in  the  telecommuni- 
cations area. 

The  proposed  l^fislation — in  particular,  S.  611~contains  sweep- 
ing and  far-reaching  proposals  that  I  believe  ignore  the  extremely 
intricate  technical  and  financial  relationships  that  exist  in  the 
telecommunications  industry.  In  addition,  the  bills  substitute  in 
many  instances  completely  untested  and  untried  mechanisms  for 
those  systems  that  have  evolved  over  the  history  of  this  industry — 
and  have  worked. 

In  my  judgment,  this  approach  will  cause  strains  on  local  service 
and  unnecessary  economic  dislocations  for  telephone  customers  and 
telephone  compfmies  alike. 
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Messrs.  Sageman  and  Marshall  have  addressed  in  detail  the 
impact  of  the  bills  upon  service,  but  I  would  like  to  underscore  one 
point.  That  is,  while  it  may  be  convenient  as  a  mode  of  thought  to 
view  exchange  service ' — in  fact,  I  think  everybody  at  the  table 
tends  to  agree  with  that — but  great  care  needs  to  be  exercised  and 
conditions  set  as  to  how  that  interconnection  is  achieved. 

Failure  to  do  so  risks  fragmentation  of  the  network  that  would 
ill  serve  the  needs  and  the  pocketbook  of  the  Nation.  The  bills  take 
too  simplistic  a  view  of  defining  exchanges.  In  particular,  S.  611 
provides  that  exchange  areas  not  exceed  the  boundaries  of  the 
standard  metropolitan  statistical  area.  The  SMSA  may  not  be  rele- 
vant in  determining  an  exchange  area.  Exchanges  are  shaped  and 
sized  to  meet  the  community  of  interest  of  the  public. 

In  addition,  there  are  numerous  variations— overlapping  ex- 
tended local  calling  areas,  for  example— which  appear  to  be  diffi- 
cult to  accommodate  under  the  proposed  bills. 

The  intricate  financial  system  of  the  separations  and  settle- 
ments— of  long-standing— achieves  a  variety  of  goals. 

First,  it  assures  affordability  and  availability  of  high-quality 
service.  Without  question,  it  assures  that  carriers  costs  are 
recovered. 

It  also  assures  all  carriers,  large  and  small,  sufficient  economic 
incentive  to  make  the  necessary  investments  to  provide  quality 
service  throughout  the  network. 

S.  611  proposes  to  sweep  these  away  and  supplant  them  over- 
night with  a  new  mechanism.  We  agree  with  the  need  for  access 
charges  and  a  reduction  over  time  of  the  contribution  to  local 
service.  However,  this  does  not  require  the  abrupt  abandonment  of 
time-tested  procedures,  which  could  be  adjusted  and  have  been 
adjusted  over  time.  A  studied  transition  is  needed  to  assure  equita- 
ble contributions  from  all  services  and  to  minimize  the  economic 
disruption  of  customers  and  telephone  companies. 

The  proposed  legislation  fails  to  clearly  set  forth  the  respective 
jurisdictional  responsibilities  of  State  and  Federal  regulators.  This 
poses  the  risk  that  certain  costs,  though  incurred  by  the  local 
carrier,  that  may  not  be  deemed  the  responsibility  of  either  regula- 
tory agency,  leaving  the  carrier  to  absorb  the  cost. 

There  has  to  be  assurance  that  all  costs  will  be  covered.  We  urge 
establishment  by  legislation  of  an  effective  Federal-State  joint 
board  empowered  to  deal  with  a  number  of  these  transitional  ques- 
tions, including  the  nature  and  the  level  of  the  access  charge, 
including  a  mechanism  for  phasing  down  the  contribution  to  local 
rates;  the  conditions  for  interconnection  to  the  network;  the  future 
of  separations  and  settlements;  the  meshing  of  local  rate  increases 
with  a  phasing  down  of  the  contribution  from  State  and  interstate 
toll  services;  and  finally,  the  delineation  of  the  accountabilities  and 
re^onsibilities  of  the  Federal  and  State  jurisdictions. 

Thank  you,  Mr.  Chairman. 

[The  statement  follows:] 


"    "?winE  capLllaries,  veins,  and  arteries  as  separa 


ties,  independent  of  the  entire  circulatoo'  system,   the  fact   is,  we  are  speaking  or  a 
integrated  network  wrvice. 
We  accept  the  concept  of  providing  interconnection  to  give  local  access  to  other  carriers 
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My  name  is  Charles  Jonea.  I  am  currently  Aasistant  Vice  President — State  Regu- 
latory Matters  for  A.T.  &  T.  in  New  York  City.  During  my  23  years  in  the  Bell 
System,  20  of  which  were  with  New  York  Telephone,  I  luve  served  in  various 
regulatory  assignments,  including  Service  Costs,  Rates,  Bell  Independent  Relations 
and  Jurisdictional  Separations  work. 

I  would  like  t«  address  the  impact  of  the  proposed  l^pslation,  namely  S.  611  and 
S.  622  upon  the  exchange  part  of  the  telecommunications  business. 

First,  some  preliminary  observations  are  in  order.  In  introducing  S.  611  Senator 
Hollings  said  competition  is  a  means  to  an  end;  it  is  not  an  end  in  itself.  Where  an 
important  public  goal  is  not  served  by  competition,  regulatory  tools  must  still  be 
available  to  insure  that  essential  public  needs  are  met." 

In  no  area,  I  believe,  ore  those  words  more  relevant  than  in  the  area  of  the  local 
part  of  the  nationwide  network.  For  policies  and  decisions  designed  to  fost«r  compe- 
tition can  afiect  both  the  quality  and  the  cost  of  local  calling. 

Obviously  it  is  a  difficult  task  for  Congress  to  draft  l^islation  that  attempts  on 
the  one  haiid  to  assure  continued  universally  available  service  at  affordable  rates 
and  which  creates  incentives  for  innovative,  efficient  provision  of  telephone  service, 
while  on  the  one  hand  gains  the  benefits  of  competition  in  telecommunications. 

"nie  proposed  legislation,  in  particular  S.  611,  contains  sweeping  and  far-reaching 
proposals  that  I  oelieve  ignore  the  extremely  intricate  technical  and  fmancial 
relationships  that  exist  in  the  telecommunications  industry.  In  addition  the  bills 
substitute,  in  many  instances,  completely  untested  and  untried  mechanisms  for 
tbo0e  systems  that  have  evolved  over  the  history  of  this  industry — and  have  worked. 

In  my  judgment,  this  approach  will  cause  strains  on  local  service  and  unnecessary 
economic  dislocctions  for  telephone  customers  and  telephone  companies  alike. 
Measrs.  Sageman  and  Marshall  nave  addressed  in  detail  the  impact  of  the  bills  upon 
service,  but  I  would  like  to  underscore  one  point.  That  is,  while  it  may  be  conve- 
nient as  a  mode  of  thought  to  view  exchange  service  as  a  discrete  entity,  such  an 
approach  is  inadequate  and  entirely  unrealistic  in  terms  of  network  technology — as 
inadequate  as  viewing  capillaries,  veins  and  arteries  as  separate  entities,  independ- 
ent of  the  entire  circulatory  system.  The  fact  is  we  are  speaking  of  a  single 
integrated  network  service. 

There  is  an  intricate  relationship  among  switching  centers — local  offices,  tandem 
or  intermediate  switching  centers,  and  toll  centers^and  the  local  and  toll  transmis- 
sion lines  that  link  them.  As  Mr.  Sageman  has  pointed  out,  all  of  these  elements  of 
network  service  must  be  planned,  designed,  balanced,  configured  and  managed  in 
relation  to  one  another  in  order  to  handle  the  flow  of  traffic  to  and  from  points 
across  town,  across  the  state,  throughout  the  country  and  increasingly,  today, 
around  the  world. 

Local  facilities'-from  a  technical  and  service  delivery  standpoint — are  no  less  an 
integral  part  of  this  network  than  the  largest  super  toil  switching  machines  or  the 
highest  capacity  long  distance  transmission  systems. 

If  one  were  starting  from  scratch  to  build  a  system  where  the  exchange  service 
was  to  be  viewed  as  discrete  from  network  service  and  if  the  inherent  technological 
imperatives  were  ignored  or  "bent,"  such  a  view  might  be  theoretically  possible.  But 
that  is  not  the  case  with  today's  system  that  is  in  place  and  working. 

That  is  why  certain  provisions  of  the  proposed  legislation  are  disturbing. 

One  of  the  provisions  is  the  sharp  distinctions  that  S.  611  proposes  between 
exchange  and  interexchange  carriers  with  no  apparent  reflection  of  how  closely 
intertwmed  are  the  technology  and  facilities  of  each.  These  are  not  discrete  building 
blocks  that  can  be  simply  and  readily  pulled  apart. 

We  accept  the  concept  of  interconnection  to  give  local  access  to  other  carriers. 
But.  great  care  needs  to  be  exercised  in  defining  the  technical  interfaces  and  setting 
the  miancial  conditions  for  the  interconnection.  Failure  to  clearly  set  forth  these 
conditions  could  create  a  situation  in  which  there  is  no  single,  unified  core  commu- 
nications system  which  is  planned,  designed  and  operated  as  one  but  rather  a  kind 
of  random  agglomeration  of  facilities  that  defies  management,  planning,  operation 
and  good  service.  This  would,  I  believe,  ill-serve  the  essential  communications  needs 
of  the  nation  and  the  pocketbook  of  the  public.  The  conditions  for  access  to  local 
networks  by  competing  carriers  is  an  area  that  has  not  been  adequately  provided  for 
in  the  legislation.  We  believe  that  an  effective  FederalHState  Joint  Boanl  should  be 
empowered  to  deal  with  the  conditions,  technical  and  financial,  for  interconnection 
to  the  network. 

In  similar  fashion,  the  proposed  legislation  takes  too  simplistic  a  view  with 
respect  to  defining  "exchanges. 
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Both  S.  61 1  and  S.  622  put  the  decision  in  the  hands  of  the  State  regulaton,  but  S. 
611  also  includee  a  provision  that  the  exchange  area  not  exceed  the  boundarien  at 
any  Standard  Metropolitan  Statistical  Area.  The  SMSA  may  be  a  helpful  demo- 

Saphic  measure  for  some  purposes  but  bears  little  relationsnip  to  conmtiona  that 
termine  what  an  exchange  area  should  be  and  no  relationship  to  the  way  biUiMis 
of  dollars  of  relatively  fixea  plant  is  now  emplaced. 

Exchanges  tcday  vary  widely  in  their  size  and  shape  reflecting  the  oominuni^ 
interest  of  customers,  their  calling  patterns— in  short  their  needs.  Tb«  needs  of 
customers  and  economic  considerations  as  well  shape  the  design  of  facilities,  the 


development  of  rate  plans  and  billing  systems.  Today  we  have  many  "tradittanal" 
single  exchange  areaa,  but  we  also  have  overlapping  Extended  Local  Calling  aress 
incorporating  many  exchanges  as  Mr.  Marshall  discussed  in  his  testimony,  m  addi- 
tion,  we  offer  in  some  jurisdictions  various  choices  where  customers  can  choose  a 
variety  of  communities,  unrelated  by  geography,  as  part  of  their  "local"  area. 

How  such  variations  would  be  accommodated  under  the  proposed  legislation  is  at 
beet  unclear. 

Beyond  the  intertwined,  systemic  nature  of  the  technology  of  the  network  is  yet 
another  elaborate,  highlj;  complex  rinancial  system  that  has  been  developed  ovw 
time  in  the  telecommunications  industry  in  order  to  achieve  a  variety  of  goals. 

To  assure  that  each  carrier's  costs  are  recovered; 

To  assure  the  aifordability  and  wide  availability  of  high  quality  service;  and 

To  assure  that  all  partners  in  the  joint  provision  of  network  services  have  suffi- 
cient economic  resources  and  incentives  so  they  will  make  the  investment  needed 
for  efTicient,  high-quality  service  through  the  entire  network. 

Obviously  I  am  talking  about  the  separations  and  settlements  procedures.  I  wiU 
be  quick  to  add  that  these  procedures  are  not  perfect  in  every  respect — yet,  they  are 
deeply  inbedded  in  the  operation  of  the  industry,  imbedded  in  the  structure  of  ratal, 
and  imperfect  as  they  may  be,  they  have  essentially  served  their  purpose  well.  They 
have  assured  high  quality  basic  service  at  a  reasonable  price  and  contributed  to  the 
economic  health  of  the  entire  telecommunications  industry.  They  have  an  added 
benefit:  they  can  be— and  have  been — adjusted  to  meet  new  needs  without  creating 
extreme  fluctuations  in  price  and  severe  economic  hardships  for  the  pubLc  or  the 
variety  of  participants,  large  and  small,  in  the  industry.  And  gentlemen,  this  is  the 
mechanism  which  makes  it  possible  for  Bell  and  1,500  independent  telephone  com- 
panies—mostly small — to  serve  their  customers  and  remain  financially  strong. 

And  so  I  raise  the  question:  Is  it  necessary  to  sweep  away  this  long-standing 
mechanism  and  supplant  it  virtually  overnight  with  a  new.  untested,  untried  medi- 
anism  as  proposed  in  S.  611?  I  don't  think  the  answer  to  that  question  should  spring 
from  ideology  but  rather  from  an  objective  assessment  of  what  will  serve  the  goals 
of  Congress  with  the  least  cost  and  the  least  economic  disruption  to  customers  and 
telephone  companies. 

In  raising  this  question,  I  am  not  taking  issue  with  the  idea  of  access  charges, 
administered  fairly  for  all  con      '■'  .....  ....  .... 

costs  involved  in  the  provision 
concept  endorsed  in  each  bill. 

But  let  me  take  a  moment  to  comment  on  our  view  with  respect  to  access  charges. 

We  believe  that  it  is  important  that  the  access  charge  be  composed  of  two  clearly 
identifiable  parts.  The  first  to  cover  full  actual  costs — those  costs  associated  with  the 
volume  of  traffic  and/or  the  facilities  required  by  the  connecting  carrier.  Second,  a 
contribution  designed  to  help  keep  local  rates  at  an  affordable  level. 

The  first  element — to  cover  full  actual  costs — should  remain  in  effect  as  long  as 
the  interconnection  is  provided.  As  we  read  S.  622,  the  bill  would  appear  to  ebmi- 
nate  this  cost  recovery  after  six  years.  Since  these  costs  of  interconnection  will 
persist,  it  does  not  seem  sensible  or  practical  to  eliminate  this  aspect  of  the  chane 
until  such  time  as  the  interconnection  is  tenninated.  Therefore,  this  provision  of  the 
hill  should  be  changed. 

The  second  element  of  the  access  charge — the  contribution— we  believe  needs  to 
be  gradually  phased  down,  say  over  a  period  of  10  years.  However,  during  its 
continuation,  it  is  important  that  all  competing  services  contribute  on  some  equiva- 
lent basis. 

We  are  then  in  basic  agreement  with  respect  to  the  need  for  an  access  charge  so 
that  local  carriers  can  recover  their  costs  and  the  reduction  over  time  of  the 
contribution  to  the  costs  of  jointly  used  local  facilities.  We  do.  however,  take  issue 
with  the  abrupt  abandonment  of  time-tested  procedures  that  could,  instead,  be 
adjusted  and  even  phased  out  over  the  same  time  period  as  the  contribution  element 
of  the  access  charge.  I  would  urge  then,  rather  than  creating  a  Commission-adminis- 
tered ^ogram  as  proposed  in  S.  611,  the  Basic  Exchange  Maintenance  Program, 
that  a  Federal-State  Joint-Board  be  established,  te  work  within  Congressional  guide- 
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lines,  to  eddreaa  both  the  nature  of  access  charges  and  the  adjustment  or  even 
eventual  elimination  of  the  separations  and  settlements  procedures. 

The  level  of  the  access  charge  will  be  affected  by  botn  technological  and  market 
factors.  Even  today  there  exists  technolt^es,  sucn  as  roof-to-rooT  antennas,  that 
need  no  direct  connection  to  the  networlc.  If  the  price  for  access  is  set  too  high,  it 
would  accelerate  services  that  by-pass  local  facilities.  Thus,  the  contribution  portion 
of  the  access  charae  must  either  be  phased  down  or  perhaps  out  in  concert  with 
increases  in  rates  ^r  local  service. 

Balance  of  action  is  required.  The  balance  of  action  as  proposed  in  the  creation  of 

'  ""     contribution  should  be  weighed  by 

mpact  on  all  customers  and  compa- 

The  current  proposals  create  the  difFicult  situation  where  the  access  charges  are 
under  federal  jurisdiction,  while  local  rates  remain  the  responsibility  of  stat«  r^u- 
lators.  This,  in  my  view,  is  liliely  to  lead  to  disputes  over  what  costs  are  to  be 
covered  by,  and  the  rates  for,  the  accesB  charge.  The  pressure  on  the  federal 
regulator  will  be  to  minimize  intercity  costs  and  to  standardize  prices,  which  will  in 
turn  put  upward  pressure  on  the  amount  of  local  costs  which  may  or  may  not  be 
covered  by  increased  local  rates.  The  dilemma  will  be  that  the  total  cost  of  provid- 
ing service  will  remain — but  the  local  carrier  may  have  no  means  of  recovering 
them  all.  This  sort  of  situation  could  create  severe  hardship  and  possible  financial 
ruin  for  some  companies.  It  also  creates  a  very  burdensome  pressure  on  state 
commissions,  which  after  all,  face  the  consumer  with  far  greater  proximity  thsji 
federal  regulators. 

The  proposed  legislation  raises  several  concerns  with  respect  to  the  consequences 
of  the  redefinition  of  regulatory  jurisdiction — concerns  that  we  believe  need  to  be 
resolved  by  a  Federal-State  Joint-Board. 

For  example,  if  1  read  S.  611  correctly,  intrastate  toll  services  would  no  longer  be 
under  the  aegis  of  state  or  local  regulators.  This  poses  a  difficult  problem — for  it  has 
been  intrastate  toll  in  every  state  that  has  helped  state  commissions  to  continue  to 
roaintain  affordable  basic  rates.  We  estimate  that  in  1978  to  contribution  from  state 
toll  added  some  $3  to  {4  billion  on  top  of  the  tS  billion  contribution  from  interstate 
toward  coverage  of  the  costs  of  the  jointly  used  local  facilities.  Just  for  sizing 
— — — 1,  this  ^-4  billion  is  about  twice  the  amount  of  rate  increases  that  have 


purposes,  1 

been  granted  in  all  the  state  jurisdictions  in  any  past  year.  If  you  add  that  U. 

contribution  from  interstate,  this  $8  to  $9  billion  represents  more  than  all  the  stale 
rate  increaaes  over  the  past  ten  years. 

Let  me  be  clear  on  this  point:  this  is  the  amount  of  revenue  that  will  have  to 
come  from  increased  local  exchange  rates  if  the  contribution  from  t>oth  interstate 
and  intrastate  toll  is  eventually  ended. 

The  contributions  from  intrastate  toll  have  then  been  in  important  element  in 
enabling  state  Commissions  to  keep  the  price  of  local  service  affordable.  That  option 
would  not  be  available  to  the  state  regulators  under  the  current  proposal. 

At  some  future  time,  when  charges  for  local  services  fully  cover  all  the  local  costs, 
this  may  not  be  ho  troublesome.  But — in  the  interim— there  needs  to  be  assurance 
that  local  costs  will  be  fully  recovered. 

New  regulatory  jurisdictions  require  clear  definitions  of  authority,  leaving  no 
gray  areas  where  costs  are  in  "limbo."  An  example  of  this  would  be  the  allocation  of 
spare  facilities  in  local  distribution  plant.  In  order  to  serve  the  anticipated  needs  of 
existing  or  potential  interexchange  carriers,  local  carriers  will  have  to  maintain 
spare  facilities.  Under  which  jurisdiction  docs  the  coet  of  this  spare  fall?  Until  it  is 
used  by  interexchange  carriers,  it  could  be  ai^ed  that  it  has  no  relationship  to  the 
interexchange  jurisdiction.  On  the  other  hand,  the  state  regulator  could  hold  that  it 
is  unoeceasary  except  to  provide  interexchange  service — and  hence  should  not  be  a 
state  cost  covered  by  state  rales.  Nonetheless,  the  spare  must  be  provided  to  respond 
to  service  demand  and  the  coet  must  be  covered. 

Looking  ahead,  the  only  beneficiaries  of  the  change  will  tie  the  heavy  users  of 
intercity  services  who  would  see  an  overall  reduction  in  their  bills  as  the  price  for 
these  services  is  driven  down  toward  the  floor  of  costs.  On  the  other  hand,  local 
service  rates  will  have  to  rise — also  to  reflect  costs — as  the  contributions  from 
interd^  services  are  reduced  or  removed, 

t  step  in  attempting  to  maintain  universal  service,  while  providing  the 


banc  Mfvice.  Local  usage  charges  will  apply  to  the  frequency,  duration,  and  dia- 
trance  of  colls — with  provision  for  discounts  for  calling  during  off  peak  hours. 
Although  basic  rates  must  be  raised,  measured  service  will  help  minimize  these 
— :_  ;__ » ■ ^  ^jjii  ij^jj  control  their  local  calling. 
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Yet  even  in  a  measured  service  environment  the  total  charges  from  local  rates 
will  be  significantly  more  than  they  are  today  once  the  int«rcity  contribution  is 
removed.  Measured  service  will  be  no  panacea  that  offsets  the  need  for  increased 
local  rates. 

What  all  this  means,  in  one  form  or  another,  is  that  a  heavier  fmancial  burden 
has  to  fall  on  the  local  customer.  Even  if  "phased"  over  time,  it  should  be  clear  that 
it  means  an  increase  in  local  rates  that  would  surpass  any  other  in  history.  la  the 
nation  ready  for  that? 

In  closing,  I  want  to  stress  my  appreciation  of  the  difficulty  of  trying  through 
l«^(iBlation  to  provide  guidance  and  principles  for  what  will  be  a  new  era  in  telecom- 
munications, marked  as  never  before  by  competition. 

What  I  have  tried  to  suggest  are  ways  of  achieving  this  new  era  nithout  drastical- 
ly affecting  the  price  and  quality  of  service  and  avoiding  precipitous  action  that 
would  create  economic  hardship  for  the  public  and  the  carriers. 

I  would  leave  with  you  these  final  thoughts. 

One,  it  is  essential  to  consider  the  dilferential  effects  on  various  classes  of  tele- 
phone users:  business,  residence,  lar^e  users,  small  users. 

Two,  whatever  the  outcome,  a  period  of  carefully  studied  transition  is  essential- 
Three,  a  careful  meshing  of  federal  and  state  responsibility  is  essential. 

To  do  this,  I  believe,  requires  the  establishment  by  le^slation  of  an  effective 
Federal-State  Joint-Board  empowered  to  deal  with: 

The  nature  and  level  of  access  charges,  including  the  mechanism  for  phasing 
down  the  contribution  to  local  rates; 

The  conditions  for  interconnection  to  the  network; 

The  future  of  separations  and  settlements; 

Meshing  local  rate  increases  with  the  phasing  down  of  the  contributions  from 
state  and  interstate  toll  services;  and 

The  clear  delineation  of  the  accountabilities  and  responsibilities  of  the  federal  and 
etat«  jurisdictions. 

Senator  Holungs.  Thank  you  very  much,  Mr.  Jones. 

Mr.  French? 

Mr.  French.  Thank  you  for  the  opportunity  to  appear  before 
your  committee  and  oner  my  comments  concerning  the  access 
charge  provisions  contained  in  S.  611  and  S.  622. 

I  am  Warren  B.  French,  Jr.,  president  of  Shenandoah  Telephone 
Co.  of  Edinburg,  Va.,  an  independent  company  serving  about  11,000 
customers  in  8  exchanges.  I  am  appearing  on  beh^df  of  the  Organi- 
zation for  the  Protection  and  Advancement  of  Small  Telephone 
Companies — OPASTCO — which  represents  350  telephone  compa- 
nies serving  1,340,000  telephones  in  1,178  exchanges  located  in 
rural  America. 

In  view  of  the  short  time  interval  between  the  introduction  of 
these  bills  and  this  hearing.  OPASTCO  is  still  evolving  its  specific 
reactions  and  recommendations.  We  will  continue  to  review  the 
many  facets  of  the  bills  and  share  our  insights  with  you. 

My  testimony  therefore  will  deal  with  our  present  concerns 
about  the  application  of  the  access  charge  to  the  extent  the  small 
telcos  currently  agree — it  is  pretty  hard  to  find  agreement  in  our 
organization  on  any  issue — and  will  give  in  some  cases  my  personal 
opinion  as  an  individual  with  the  experience  of  operating  for  the 
past  25  years  an  independent  telephone  company  serving  a  smalt 
part  of  rural  America. 

Both  the  present  settlement  procedures  for  interci^  service  and 
the  Rural  Electrification  Administration  telephone  fmancing  pro- 
gram for  small  telephone  companies  in  low-density  rural  areas 
have  made  it  possible  to  furnish  quality  telephone  service  at  rea- 
sonable prices  to  citizens  throughout  rural  America  and  at  compa- 
rable levels  with  our  city  friends. 

I  do  not  believe  the  Coi^ress  should  enact  any  new  l^islation 
which  will  primarily  benefit  urban  America,  large  businesses  and 
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industry,  if  that  legislation  destroys  or  weakens  rural  telephone 
service. 

Since  rural  America  and  urban  America  are  different  and  the 
cost  of  providing  telecommunications  service  in  low  density  rural 
areas  is  greater  than  in  urban  areas,  OPASTCO  believes: 

One,  the  existing  amount  of  money  per  toll  message  to  support 
universal  rural  telephone  service  which  currently  flows  from  inter- 
ci^  tolls  must  continue. 

Two,  any  legislation  must  guarantee  fair  competition  and  must 
not  burden  rural  companies  with  greater  regulation  or  administra- 
tive costs. 

Three,  rural  America  must  have  the  opportunity  to  benefit  from 
new  telecommunications  technologies  available  to  urban  America 

Specifically  this  means: 

One,  and  I  think  this  is  very  important — Nationwide  average  toll 
rates — that  is,  continued  parity  between  rural  emd  urban  services 
and  rates — should  be  explicitly  mandated  in  this  legislation. 

Two,  all  interexchange  services  must  support  and  pay  for  the  use 
of  local  exchange  facilities.  The  level  of^  support  from  toll  must 
remain  at  existing  unit  levels. 

Three,  all  interexchange  service  providers  should  have  access  to 
the  local  network  and  should  compensate  local  exchanges  for  this 


Four,  carriers  who  choose  not  to  connect  directly  or  indirectly 
with  local  exchanges  should  pay  an  availability  charge  to  support 
the  local  network. 

These  specific  goals  can  be  best  accomplished  by: 

One,  allowing  the  present  separation  and  settlement  principles 
which  have  maintained  universal  service  at  reasonable  rates  to 
continue  essentially  intact  today  and  keeping  to  a  minimum  any 
disruption  to  the  existing  settlements  process. 

Two,  placing  all  intercity  service  under  FCC  jurisdiction,  and 
eliminating  the  present  inter-intrastate  rate  disparity. 

Three,  use  ENFIA-type  access  concepts  to  insure  that  all  compet- 
itors to  the  interexchange  network  including  Bell's  FX,  CCSA,  and 
other  toll  diversion  services  pay  a  fair  contribution. 

Four,  apply  a  surcharge  on  interexchange  equiveilent  carriers 
furnishing  nonconnect«d  service  as  an  availability  charge,  which 
would  be  used  to  help  maintain  averfige,  nondiscriminatory  inter- 
city toll  rates,  or  could  be  turned  over  to  REA  to  support  rurtd 
service. 

I  would  now  like  to  turn  to  the  access  charge  provisions  in 
Senate  bills  S.  611  and  S.  622. 

Mr.  Chairman,  your  bill  clearly  recognizes  the  financial  problems 
of  furnishing  telephone  service  in  rural  America,  as  is  readily 
apparent  from  the  bill's  provisions  for  an  access  charge,  the  basic 
exchange  maintenance  program,  specizd  funds  for  small  companies 
with  fewer  than  30  subscribers  per  mile,  euid  a  surcharge  on  uncon- 
nected carriers. 

The  bill,  however,  does  not  mandate  nondiscriminatory  intercity 
rates;  it  does  increase  Government  involvement  through  the  local 
exchange  maintenance  process;  and  it  reduces,  over  a  period  of 
time,  the  relative  flow  of  money  to  support  local  exchange  service. 

I  recommend  that  this  bill  be  amended  in  the  following  ways: 
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One,  to  provide  for  nationwide  toll  rate  averaging — i.e.,  non- 
discriminatory rates — including  making  available  volume  discounts 
to  all  customers,  urban  and  rural.  This  would  make  the  interex- 
change  network  more  competitive  and  increase  utilization  of  that 
network. 

Two,  to  have  the  access  charge  apply  to  any  intercity  exchange 
services  whether  they  are  connected  directly  or  indirectly. 

Three,  to  minimize  any  disruption  to  the  present  separations  and 
settlements  process. 

Four,  to  allow  the  surcharge  on  unconnected  carriers  to  support 
nationwide  average — that  is,  nondiscriminatory — toll  rates. 

Five,  to  utilize  any  new  settlements  process  and  access  chaises  to 
maintain  local  exchange  service  rather  than  the  proposed  basic 
exchange  maintenance  program. 

Six,  to  eliminate  the  special  funds  to  metintain  the  viability  of 
small  rural  systems  as  these  funds  would  be  lost  in  r^ulatory 
proceedings  before  the  State  commissions.  I  like  the  idea  that  you 
wanted  to  give  to  us,  but  the  end  result  would  be  lost  in  State 
regulatory  provisions.  It  is  more  important  that  these  funds  be 
used  to  assist  in  insuring  nationwide  toll  rates  which  do  not  dis- 
criminate against  rural  areas. 

I  am  grateful  to  you.  Senator  Hollings,  euid  your  staff  for  recog- 
nizing our  financial  problems  in  rural  America.  I  believe  my  sug- 
gested changes  will  accomplish  the  same  objectives  with  less  regu- 
lation and  more  certainty  that  our  rural  America  would  continue 
to  receive  local  and  long  distance  service  on  an  equal  basis  with 
urban  America. 

With  regard  to  S.  622,  it  appears  that  Senator  Goldwater's  bill 
would  not  result  in  greater  administrative  burdens  for  small  tele- 
phone companies.  However,  the  bill  requires  the  FCC  to  establish  a 
joint  board  to  develop  an  access  charge  to  support  local  exchange 
facilities  that  would  be  eliminated  after  6  years. 

The  bill  does  not  explicitly  address  the  problems  of  continuing  to 
furnish  adequate  local  euid  intercity  telephone  service  to  rural 
America  at  reasonable  rates  in  a  competitive  environment. 

I  am  aware  that  Senator  Schmitt,  in  cosponsoring  this  bill,  said: 

Another  topic  for  discusaion  will  be  the  possible  need  for  specific  provision  on 
improving  telecommunications  services  in  rural  America  by  ensuring  that  new 
technologies  are  available  to  rural  residents  as  nell  u  to  those  preaentty  more 
easily  served  in  urban  areas. 

I  believe  the  bill  should  be  amended  to  explicitly  deal  with  the 
rural  issues  and  to  incorporate  the  changes  I  have  recommended 
for  S.  611. 

In  closing,  I  wish  to  call  the  committee's  attention  to  Congress- 
meui  Van  Derlin's  bill,  H.R.  8383,  which  provides  for  an  access 
charge  developed  by  State  jurisdictions  rather  than  the  Federal 
Government.  An  access  chaise  developed  by  the  various  Stete  ju- 
risdictions merits  consideration  since  the  access  charge  is  for  the 
support  of  local  facilities  which  will  be  furnished  under  Stete  r^fu- 
lation.  This  committee  may  wish  to  give  this  proposal  serious  con- 
sideration. 

In  summary: 

One,  please  insure  legislatively  that  rural  America  will  not  face 
discriminatory  interex<^iange  services,  charges  for  those  services. 
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Two,  use  separations  and  settlements  principles  and  access 
charges  to  support  local  exchange  service. 

Three,  use  access  charges  like  ENFIA  to  insure  that  all  serv- 
ices— including  those  provided  by  Bell — competing  with  the  inter- 
city toll  network  pay  tjieir  fair  share. 

Four,  provide  a  surcharge  on  all  unconnected  services  to  support 
and  meiintain  nationwide  average  toll  rates. 

Mr.  Chairman,  I  want  to  thank  you  for  this  opportunity  to 
appear  before  your  subcommittee  on  behalf  of  OPASTCO. 

Senator  Hollings.  Thank  you. 

Let  me,  at  the  outset,  ask  that  all  of  the  statements  in  their 
entirety  be  included  in  the  record. 

Mr.  Jones,  we  want  your  statement  included,  also.  You  did  not 
have  time  to  put  it  all  in. 

Mr.  French,  with  respect  to  the  FCC,  it  appears  that  you  would 
rather  the  FCC  do  its  regulating  on  this  access  charge;  then  at  the 
conclusion  of  your  statement  you  state  that  the  Van  Deerlin  bill 
requires  a  State  to  do  it. 

Mr.  Hatfield  made  a  persuasive  argument  that  we  do  away  with 
joint  boards,  and  the  States,  being  closer  to  the  particular  problem, 
have  the  availability  of  facts,  changing  conditions,  to  determine  a 
reasonable  access  charge  emd  exchange  rate. 

The  fact  of  the  matter  is,  there  is  great  apprehension  obviously 
that  the  States  just  get  revenues  and  will  ratchet  it  up  and  up. 

But  let  me  get  it  clear.  Do  you  want  the  States  to  do  it?  Or  the 
FCC? 

Mr.  French.  If  I  felt  that  the  States  could  see  that  we  would 
continue  to  receive  adequate  revenue,  then  I  like  regulation  at  the 
State  level. 

But  I  am  concerned  that  when  we  go  that  way,  that  the  legisla- 
tion provide  for  Em  adequate  return.  At  the  present  time,  rurcd 
America  has  the  advantage — if  it  is  an  advantf^e — or  the  need  for 
average  toll  rates.  If  we  are  going  to  change  this  all  around  zmd 
compete,  then  is  rural  America  going  to  pay  higher  toll  rates  and 
also  pay  for  higher  local  service?  At  the  present  time,  we  use  the 
Bell  rate  of  return  in  our  settlements.  If  we  go  to  the  State  commis- 
sions, am  I  going  to  end  up  using  a  lower  rate  of  return — which  is 
what  we  happen  to  have — and  Uierefore  not  continue  to  get  that 
same  level  of  support? 

So  it  is  a  very  complicated  item.  It  is  desirable  to  do  it  at  the 
State  level,  but  if  it  is  done  we  don't  want  to  end  up  with  rural 
telephone  companies  not  having  adequate  funds  to  support  their 
companies. 

Senator  Holungs.  Mr.  Hatfield,  Mr.  French  is  talking  about 
providing  nationwide  toll  rate  averaging.  That  is,  nondiscrimina- 
tory rates  including  making  available  volume  discounts  to  all  cus- 
tomers, urban  and  rural.  This  would  make  the  interexchange  net- 
work more  competitive  and  increase  utilization  of  that  network. 

How  do  you  view  that? 

Mr.  Hatfield.  I  am  not  sure  I  understand  completely  the  volume 
discount. 

Let  me  clarify  one  point  that  I  think  is  important.  When  we  talk 
about  universal  service,  I  believe  it  has  two  componente. 
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First  of  all,  I  have  to  be  connected  from  my  home  to  the  central 
office.  That  is  so  I  can  call  the  doctor,  or  whatever.  And  let's  make 
sure  that  people  have  access  to  the  local  network. 

And  then  there  is  the  second  problem  of  making  sure  that  my 
local  exchange  is  connected  into  the  nationwide  network,  Emd  the 
cost  of  getting  into  that  nationwide  network  from  my  local  network 
is  not  excessive. 

I  believe  it  is  important  to  distinguish  between  those  two  aspects 
of  universal  service.  The  access  chaise,  as  I  understand  it  in  the 
bill  before  you  and  in  our  concept,  would  be  used  to  make  sure  that 
the  subscriber  access  to  his  local  network  is  at  a  reasonable  rate. 

The  other  aspect  of  it — I  am  afraid  you  are  mixing  two  things — 
the  other  aspect  is:  Will  competition  cause  deavereiging,  so  the 
rates  for  the  more  rural  exchange  into  the  network  will  be  higher 
than  the  access  into  the  network  from  the  metropolitan  excheinge? 

The  studies  we  have  done  so  far — and  they  are  not  conclusive 
yet — but  the  studies  we  have  done  so  far  indicate  that  that  deaver- 
aging  will  not  be  excessive.  So  1  think  we  can  separate  the  two.  The 
access  charge  supports  the  access  to  local  service.  I  may  have 
avoided  your  question,  but  I  think  it  is  important  to  draw  the 
distinction  when  we  are  talking  about  universal  service. 

Mr.  Fbench.  I  suggested  the  volume  discount.  The  problem  we 
have  is  getting  people  to  use  the  network.  The  private  lines  come 
in  emd  pull  the  revenue  off  of  the  toll  network,  and  that  affects 
rural  company  settlements.  WATS  is  a  method  of  that;  private  line 
service  is  a  method  of  that. 

You  could  also  have  volume  discounts  for  the  customer  with  a 
$1,000  bill.  He  is  now  paying  a  higher  proportion  of  supporting 
locEtl  telephone  service  without  any  relation  to  what  his  usage  is. 

If  we  can  have  volume  discounts  to  recognize  that,  then  give  him 
a  10-percent  discount.  That  will  encourage  him  to  stay  on  the 
network  and  that  would  eliminate  the  duplication  of  fficilities  to 
the  degree  that  the  network  can  handle  that  traffic. 

If  it  can  handle  that  trafHc,  then  the  local  network  is  going  to 
participate  in  that  subscriber  line  usfige  in  dividing  those  costs  up. 

Senator  Rollings.  I  am  thinking  of  your  principal  point:  To 
insure  legislatively  that  rural  America  will  not  face  discriminatory 
interexchange  services.  But  there  is  guaremteed  competition  under 
this  bill,  but  at  the  same  time  guaranteed  that  rural  America 
won't  suffer  from  competition. 

Can  that  be  done,  legislatively?  Do  you  think  we  can  guarantee 
that? 

Mr.  French.  I  think  we  can  giiarantee  average  toll  rate.  And  in 
doing  that,  that  doesn't  mean  that  you  can't  have  volume  dis- 
counts. 

All  I  am  saying  is,  if  you  are  going  to  give  a  break  to  the 
metropolitan  areas,  rural  America  should  also  have  them.  Instead 
of  having  the  high  and  low  rates  which  have  been  proposed,  just 
continue  to  have  the  average  toll  rate.  That  doesn't  mean  Uiey 
won't  be  reduced,  but  if  you  are  going  to  reduce  them  in  urban 
areas,  reduce  them  in  rural  America. 

Senator  Holungs.  How  about  that,  Mr.  Jones?  Can  you  do  that? 
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Mr.  Jones.  I  have  to  agree  with  Mr.  Hatfield  that  initially  at 
leeist  I  would  not  foresee  great  disruptions  in  the  toll  schedule  as  it 
presently  exists. 

However,  I  think  over  some  prolonged  period  of  time  that  there 
would  tend  to  be  a  deaveraging,  or  at  least  restructuring,  of  the 
intercity  toll  rate. 

So  I  don't  know  that  I  can  assure  Mr.  French  of  the  continuation 
of  average  toll  rates.  I  think  it  would  be  a  period  of  time  before  you 
would  see  msgor  changes. 

Senator  Hollings.  What  about  that,  Mr.  Hatfield?  Can  you  guar- 
antee competition  and  protection  for  rural  America  in  one  bill? 

Mr.  Hatfield.  I  think  that  you  have  open  entry.  And  open  entry 
means  the  freedom  to  enter  and  exit,  both.  Then  you  can't  force 
nationwide  rate  averaging. 

The  question  is:  Will  it  be  severe?  Would  it  be  harmful  to  rural 
Americans?  That  is  the  issue. 

In  other  words,  if  you  are  going  to  force  a  person  to  serve  a 
noneconomical  route  and  lose  money,  then  you  have  to  guarantee 
him  excess  profits  somewhere  else.  And  when  you  do  that,  it  at- 
tracts entry  wherever  there  is  excessive  profits. 

As  long  as  you  have  open  entry,  I  don  t  think  you  can  guarantee 
that  you  won't  have  some  deaveraging.  Again,  I  go  back  to  the 
question  of:  How  much  deaveraging?  And  that  is  what  we  have  to 
focus  on. 

I  would  point  out,  for  example,  that  there  is  deaveraging  now. 
You  pay  a  little  bit  different  for  an  interstate  call  than  an  intra- 
state call.  There  is  some  deaveraging  in  the  way  we  regulate  today. 

Our  studies  seem  to  indicate  tiiat  it  would  not  be  severe,  if  the 
Congress  was  concerned  about  that.  I  think  our  recommendation 
would  be — rather  than  to  limit  entry,  rather  than  to  keep  competi- 
tion out,  rather  than  guarantee  or  allow  certain  monopolies — we 
would  suggest  a  safety  net  in  terms  of  specific  subsidies  for  these 
situations  which  are  in  very  rural,  sparsely  populated  areas. 

Mr.  French.  Mr.  Chairman,  you  say  it  is  not  significant.  Then  if 
it  is  not  significant,  there  is  not  a  problem  of  doing  it.  There  is 
another  reason  why  I  believe  there  should  be  a  surcharge  on  all 
unconnected  carriers.  Unconnected  carriers,  if  they  wish,  can  use  a 
satellite  without  redundancy  and  get  it  up  at  half  the  cost.  But,  if 
that  fails  they  dump  their  traffic  over  on  us.  We  will  get  revenue 
when  they  do  that,  but  what  really  happens  is  our  customers  suffer 
because  of  the  overutilization  of  the  facilities  that  occurs. 

They  should  pay  a  surcharge  to  protect  that  network  and  that 
could  be  used  to  maintain  average  toll  rates  throughout  America. 

Senator  Hollings.  I  want  to  yield  to  my  colleagues.  Mr.  Jones, 
and  you,  Mr.  McGowan.  We  could  have  a  day-long  hearing  with 
you  two  gentlemen. 

Mr.  Jones.  Only  a  day? 

Senator  Hollings.  If  you  had  sufficient  time,  you  would  more  or 
less  describe  the  separations.  It  is  a  candy  jar.  As  long  as  you  are  a 
good  boy,  you  get  a  little  bit  more  of  the  candy  from  A.T.  &  T.  If 
you  are  not  a  good  boy,  you  don't  get  it. 

Did  you  have  time  to  explain  exactly  how  you  operate  the  candy 
jar? 
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Mr.  JoN£S.  Sitting  here  between  the  two  glass  walls  of  the  two 
partners,  I  would  hate  to  characterize  it  as  a  "jelly  bean  jar,"  or 
something  of  that  nature.  We  are  providing  a  process  by  which  we 
identify  tihe  costs  of  not  only  the  local,  but  the  intercity  operations 
as  well. 

And  bfised  on  those  statements  of  cost,  we  then  in  turn  take  the 
revenues — this  is  the  settlements  end  of  the  process — that  are  ob- 
tained from  the  billings  to  the  customer,  and  then  distribute  them 
back  to  the  companies  in  terms,  first,  of  the  expenses  that  they 
have  incurred  in  providing  the  interstate  or  intrastate  toll  service, 
and  then  as  to  what  remains  we  pay  a  uniform  rate  of  return,  or 
settlement  ratio,  to  each  of  the  partners. 

E^ch  of  the  Bell  operating  companies  and  each  of  the  indepen- 
dents get  that  same  rate  of  return  or  ratio  each  month.  So  it  is  not 
a  cookie  jar,  or  candy  jar  process.  It  is  one  that  clearly  has  enabled 
us  to  support  local  rates  through  this  contribution  toward  costs  of 
the  local  service. 

It  may  be  complex,  but  so  is  the  1040  form,  I  suppose.  It  must  be 
somewhat  less  than  complex,  if  1,500  independents  and  Bell  compa- 
nies can  utilize  it  each  month  and  explain  it  to  their  auditors  and 
the  regulators. 

Senator  Hollinqs.  Do  you  want  to  comment  on  that,  Mr. 
McGowan?  In  addition  to  it,  you  said  no  local  exchange  carrier 
would  give  A.T.  &  T.  long-lines,  broad-band  interface.  They  won't 
give  that  to  MCI.  Can  you  elaborate  on  that? 

Mr.  McGowAN.  Yes;  I  can  comment  on  the  remark  by  Mr.  Jones. 
I  believe  that  any  system — whether  you  call  it  separations  and 
settlements  or  accounting  systems — which  permits  you  to  spend 
about  $55  billion  a  year — where  the  average  family  in  the  United 
States  is  spending  directly  or  indirectly  close  to  $700  a  year  for 
telephone  service — and  still  have  no  idea  what  your  costs  are,  then 
that  system  is  deliberately  imprecise.  Bell  just  sits  there  and  says, 
as  its  chairman  will  say,  "I  don't  have  any  idea  what  anything 
costs;  I  don't  know  what  my  costs  are."  This  ignorance  results  from 
a  messy  bookkeeping  system  which  I  maintain  is  obviously  messy 
on  purpose. 

Anybody  who  is  part  of  the  settlements  pool  has  a  very  comfy 
life.  AH  you  do  is  get  all  of  your  expenses  back.  And  on  top  of  that, 
you  get  a  guaremteed  rate  of  return.  I  would  be  willing  to  put  up 
with  a  benevolent  dictatorship  if  somebody  Just  doled  out  the 
money  like  that  industry  does;  but  the  process  obviously  is  not 
efficient.  It  gives  no  incentive  to  be  efficient.  Anybody  in  the  settle- 
ments pool  who  wants  to  raise  salaries,  or  who  wants  to  do  this,  or 
that,  can  just  go  ahead  and  do  it. 

You  get  your  costs  back,  and  then  you  get  a  rate  of  return.  It  is 
so  archaic  that,  maybe  at  one  time  at  the  beginnings  of  the  indus- 
try there  were  some  benefits  from  it,  but  for  this  process  to  persist 
today  in  an  industry  that  is  so  important  to  the  United  States,  so 
critical  to  our  society  and  our  commerce,  and  to  the  conversion  <^ 
this  country  into  an  information  society,  is,  I  think,  ludicrous. 

Well,  they  basically  w£mt  to  maintain  it.  I  realize  what  Mr. 
Brown  is  saying:  Now  that  they  recognize  competition,  they  want 
to  shift  their  emphasis  to  the  network,  arguing  that  it  must  be 
planned,  designed,  balanced,  configured,  and  managed  as  one. 
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Apparently,  they  are  now  willing  to  say:  "We  will  change  the 
industry  from  a  dictatorship  to  a  cartel." 

1  don't  know  if  they  are  inviting  me  to  join  it.  I  haven't  received 
a  forma]  invitation. 

But  we  are  not  interested  in  joining  A.T.  &  T.'s  cartel.  I  don't 
need  to  go  on  the  dole,  and  I  think  basically  that  is  what  separa- 
tions and  settlements  are. 

One  other  comment.  You  raised  the  question  about  Federal  and 
State  jurisdiction,  and  you  have  made  no  mistake  ahout  that  im- 
portant issue. 

If  you  give  the  States  jurisdiction,  not  only  over  local  exchange 
service — which  they  have  and  which  you  should  continue  to  allow 
them — but  if  you  also  give  them  jurisdiction  over  the  access  of  an 
interexchange  carrier  to  the  local  telephone  company,  you  will 
preempt  Federal  jurisdiction  from  an  area  in  which  its  retention  is 
vital  because  there  is  no  more  classical  example  of  a  bottleneck  as 
described  in  the  antitrust  law  than  local  exchange  service. 

He  who  controls  local  exchange  service  controls  everything  else. 
You  can't  say  that  I  am  free  to  compete  in  an  interexchange 
market  when  you  turn  the  regulation  of  my  whole  life,  which  is  the 
ability  to  get  from  my  terminal  to  my  customer,  over  to  State 
jurisdiction. 

First  of  all,  I  don't  think  the  States  have  the  competence  to  do  it. 
I  think  most  States  are  so  overwhelmed  with  regulating  water, 
taxis,  and  buses,  eind  Lord  knows  how  many  other  things,  they 
aren't  adequately  staffed. 

You  made  a  comment  about  Bell's  annual  report,  with  their  26 
subsidiaries.  If  the  Securities  and  Exchange  Commission  was  able 
to  enforce  the  rules,  there  would  be  about  another  28  PUCs  listed 
there. 

Those  State  regulators  cannot  regulate  the  telephone  company. 

They  do  not  have  the  ability.  They  are  so  overwhelmed.  There  is 
a  State  where  one  man  handled  regulation  of  the  Bell  Telephone 
Co.,  and  he  told  me  that  the  way  that  he  regulated  that  Bell 
Telephone  Co.  was  when  they  came  in  with  a  tariff  change,  they'd 
take  him  to  lunch  and  he  would  routinely  approve  the  change.  But, 
when  they  took  him  to  lunch  and  dinner,  then  he  dug  in. 

Because  that  was  how  he  could  tell  they  were  serious.  Bell  even- 
tually figured  this  out.  I  don't  mean  to  say  that  the  States  aren't 
trying  to  regulate  Bell,  but  how  can  they  jrossibly  handle  it? 

There  are  three  States  in  the  United  States,  to  give  you  an  idea, 
■within  which  specialized  carriers  compete  with  the  telephone  com- 
pany. One  is  Oklahoma,  another  is  California,  which,  I  think,  has 
one  of  the  best  PUCs,  and  the  third  is  the  State  of  Texas. 

Southern  Pacific  applied  in  California  and  Oklahoma,  and  they 
got  permission  to  provide  interstate  service.  You  know  what  the 
rule  is?  They  can  provide  it  at  exactly  the  same  price  as  the  Bell 
Telephone  Co. 

What  kind  of  competition  is  that? 

I  am  in  Texas  and  I  can  price  differently.  We  were  grandfathered 
in  Texas  under  the  PUC.  This  week,  in  the  State  legislature  of 
Texas,  Bell  has  52  lobbyists  registered  with  the  Secretary  of  State 
of  Texas  to  lobby  in  favor  of  a  bill  to  subject  us  to  regulation. 


I  have  one  salesman  that  I  send  down  there  to  try  to  represent 
us  against  those  52  in  fighting  Bell's  attempts  to  get  us  regulated 
so  that  we  will  have  to  charge  the  same  as  Southwestern  Bell. 

That  is  Bell's  view  of  competition,  that  is  the  reality  of  State 
regulation,  and  that's  what  happened. 

Mr.  Hatfield  believes  that  if  you  told  the  States  that  you  believed 
in  competition  that  would  suffice.  But,  the  courts  have  already  told 
them  that,  the  FCC  has  already  told  them  that.  Take  a  look  at  the 
interconnect  industry.  There  are  State  PUC's  who  have  said  that  if 
you  want  to  have  a  non-Bell,  non-TeIco  piece  of  equipment — what 
the  industry  calls  a  foreign  attachment,  as  if  the  Germans  were 
involved  in  providing  it. 

If  you  want  one  of  those,  you  have  to  have  two  phones.  This  was 
as  recent  eis  1977,  or  something  like  that.  You  would  have  to  have 
one  phone  for  interstate  and  emother,  Telco-supplied,  for  local. 

Somebody  had  to  take  that  to  court,  and  get  a  declaratory  ruling 
that  the  States  can't  do  that.  No  one  is  arguing  about  the  Statee 
regulating  local  exchange  service.  It  is  turning  over  to  the  States 
control  over  interexchange  services — which  is  what  happens  if  you 
give  them  the  right  to  dictote  the  access  charge,  terms,  condi- 
tions— that  I  am  so  against.  If  that  happens,  Mr.  Chairmem,  you,  in 
effect,  are  wiping  out  any  competition. 

Senator  Hollings.  I  wemt  to  come  back,  let  me  yield  to  my 
colleague,  Mr.  Chairman. 

The  Chairman.  1  am  enjoying  this,  Mr.  Chairman. 

Senator  Hollings.  I  was  going  to  say,  I  must  not  be  taken 
seriously  in  this  area  because  I  haven't  been  invited,  Charlie 
Brown,  to  either  lunch  or  dinner. 

Mr.  McGowAN.  I  think  that  is  the  only  difference,  at  A.T.  &  T. 
between  Mr.  Brown  and  his  predecessor. 

The  Chairman.  Mr.  Jones,  you  would  eliminate  all  of  the  compe- 
tition in  10  years.  Well,  S.  611  would  eliminate  only  half  of  it.  And 
yet,  you  complain  that  S.  Gil's  transition  is  too  abrupt. 

How  do  you  reconcile  that  statement? 

Mr.  JoN£S.  If  that  understending  is  what  I  left  with  you,  that  is 
not  my  intent. 

The  Chairman.  Why  don't  you  clarify  it? 

Mr.  Jones.  The  intent  would  be  to  reduce  the  amount  of  contri- 
bution, either  in  its  relative  proportion  or  its  absolute  proportion. 

The  question  is  over  time,  and  I  am  not  limiting  myself  to  a 
specific  10  years.  I  said,  say  10  years.  It  may  well  be  that  we  want 
to  take  longer  than  that  to  assure  that  there  will  not  be  em  adverse 
impact  on  the  local  exchange  rates  or  on  the  local  or  Bell  compa- 
nies. 

I  am  not  tied  to  an  absolute,  nor  am  I  tied  to  an  absolute 
elimination  of  the  contribution,  by  any  means.  I  think  that  would 
be  determined  by  the  marketplace  as  to  how  much  the  interex- 
change carrier  can  pay  in  support. 

The  Chairman.  Now  that  you  have  said  that,  you  have  got  me 
more  confused  than  ever,  then,  because  this  bill  would  only  elimi- 
nate one-half  of  it  in  10  years. 

Mr.  Jones.  I  presume  you  are  speaking  of  the  basic  exchange 
maintenance  program — I'm  sorry. 
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The  Chairman.  And  yet,  you  say,  that  the  transition  is  too 
abrupt. 

Mr.  Jones.  If  one  looks  ahead 

The  Chairman.  This  is  the  contribution  from  intercity  service  to 
local  rates. 

Mr.  Jones.  Yes,  sir.  And  we  are  talking  on  the  order  of  about  $5 
billion  of  contribution  from  the  interstate  toll  rates  the  end  of  1978, 
and  another  $3  or  $4  billion  out  of  intrastate. 

If  your  suggestion  is  that  the  basic  exchange  maintenance  pro- 
grEtm  would  essentially  freeze  that  level,  you  are  absolutely  right — 
that  that  would  maintain  a  contribution  level  at  its  present  state. 

However,  as  you  look  forward,  that  contribution  is  growing  on 
the  order  of  $700  or  $800  million,  so  that  next  year — less  any 
amounts  we  would  get  from  the  access  charge  provision — this 
would  mean  that  local  exchange  rates  would  have  to  pick  that  up 
in  increases  in  the  following  year. 

And  as  that  continues — that  growth  is  presently  continuing  each 
and  every  year — so  there  is  a  substantial  amount  which  would  be 
required  each  year  from  exchange  rates. 

The  Chairman,  You  indicate  the  loss  of  interstate  tolls  to  local 
exchange  under  S.  611.  And  you  ignore  the  fact  that  under  S.  611, 
the  local  exchange  would  be  getting  access  charges  for  the  traffic, 
including  the  traffic  that  they  do  not  get  any  charge  from  at  the 
present  time,  which  doesn't  contribute  to  the  local  rates. 

Actually,  it  seems  to  me  that  the  local  exchange  would  probably 
end  up  better  under  S.  611  than  they  would  under  the  current 
system  if  it  were  allowed  to  continue. 

Mr.  Jones.  I  would  agree  in  the  first  year  or  so  that  that  could 
well  be  the  case.  They  might  be  offsetting. 

However,  it  would  depend  upon  the  amount  of  growth  of  access 
not  only  for  the  present  industry,  but  as  well  the  specialized  or 
other  common  carriers. 

I  don't  want  to  mislead  you  to  say  that  it  will  be  totally  offset- 
ting in  each  and  every  year  hereafter.  But  in  year  one  or  two,  it 
might  be  that  it  would  be  at  the  same  level  that  we  are  presently 
budgeting. 

The  Chairman.  Do  you  know  what  the  total  revenue  is  from  all 
Bell  intercity  services  that  don't  pay  a  contribution  under  the 
existing  system? 

Mr.  Jones.  I  would  suspect  it  is  on  the  order  of  about  $2  billion. 
That  is  the  revenue  level  of  those  services,  private  line  services, 
particularly.  That  includes  all  private  line  services,  not  just  foreign 
exchange  and  those  services  which  directly  access  the  local  net- 
work. 

The  Chairman.  I  have  heard  that  it  is  approximately  $3  billion. 

Mr.  Jones.  I  will  accept  that,  subject  to  check. 

The  Chairman.  What  percent  of  total  intercity  traffic  is  in  these 
services? 

Mr.  Jones.  I  would  think  all  intercity.  It  would  be  all  intercity  in 
the  number  that  you  have  just  quoted. 

The  Chairman.  Is  the  percentage  growing  at  the  present  time? 

Mr.  Jones.  Certainly,  the  dollar  amount  is  growing,  but  in  pro- 

Krtion  to  the  total  business  size,  I  don't  think  it  is  growing.  It  has 
en  around  10  or  12  percent  of  the  business. 


My  feeling  is  that  it  is  staying  rather  stable. 

The  Chairman.  In  any  event,  if  the  services  have  to  pay  Eiccess 
charge,  that  would  certainly  bring  a  lai^  sum  of  new  money  into 
the  local  exchange. 

Mr.  Jones.  Yes,  it  would  bring  additional  amounts  of  revenue  in, 
no  question. 

The  Chairman.  Might  not  this  enable  the  MTS  rates  to  decline 
without  raising  local  rates? 

Mr.  Jones.  It  is  a  possibility,  but  intercity  rates  would  probably 
decline  as  a  source  of  contribution  in  either  its  relative  or  absolute 
level. 

The  Chairman.  You  support  the  current  separations  and  settle- 
ments as  a  mechanism  which  makes  it  possible  for  Bell  and  1,500 
independents  to  remain  financially  strong. 

Evidently,  that  view  is  not  shared  by  all,  and  particularly  Mr. 
Bahnson.  What  is  your  reeiction  to  his  testimony?  After  all,  GTE 
gets  a  large  percent  of  its  revenues  at  25  percent  in  the  separation 
process. 

Mr.  Jones.  I  don't  think  Mr.  Bahnson  said  that.  I  would  hate  to 
put  words  in  his  mouth.  I  think  that  GTE  is  a  strong  financial 
entity,  and  I  think  they  are  quite  dependent  upon  their  toll  stream 
of  revenues,  both  State  and  interstete  and  recognize  the  impor- 
tance, Eis  we  do,  of  the  contribution  that  is  obtained  from  both 
State  and  interstate  toll  settlemente. 

The  Chairman.  Mr.  French,  I  gather  that  you  recommend  that 
the  current  separations  and  settlement  procedures  be  maintained 
for  all  intercity  toll  or  MTS  traffic. 

Mr.  French.  Yes,  sir.  I  recc^nize  that  there  is  going  to  be  a  gap 
and  you  are  going  to  have  lowering  of  rates.  But  that  methodolog- 
ical procedure  allows  you  to  make  changes  to  reflect  that. 

The  Chairman.  You  list  four  objectives  that  any  l^^ation 
should  meet  and  you  recommend  how  these  goaia  ought  to  be 
accomplished. 

It  seems  that  three  of  those  four  probably  are  met  by  S.  611,  and 
in  addition,  S.  611  meets  the  objectives  of  the  fourth,  but  with 
different  mechanism.  The  access  charge,  together  with  the  basic 
exchange  maintenance  pn^am,  are  intended  to  serve  the  purpose 
of  what  is  now  separations  and  settlements. 

This  is  capped  at  a  present  level  of  settlemente.  But  the  access 
charge  is  cost-based  emd  would  rise  or  fall  with  the  cost. 

Would  you  care  to  comment  on  that? 

Mr.  French.  If  I  understand  that  provision  in  the  bill  correctly, 
the  access  mechanism  would  be  admmistered  at  the  Federal  level. 
That  creates  bureaucracy  problems  and  is  a  matter  of  concern  to 
small  companies. 

Also,  when  you  cap  it,  you  are  not  capping  it  in  unit  dollars;  you 
are  capping  it  in  actual  dollars,  which  turns  out  to  be  x  number  of 
dollars,  and  you  divide  that  up,  so  inflation  and  growth  then  will 
mean  that  is  a  percentage  of  total  revenues,  it  will  be  a  progres- 
sively smaller  item. 

I  am  not  sure  that  I  agree  that  the  bill  will  in  fact  maintain 
support  of  rural  areaB. 

The  Chaiioian.  Given  that  this  system  gives  Bell  a  lance  amount 
of  batgaining  strength  vis-a-vis  a  small  company,  how  do  you  feel 
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about  Bell's  announced  goal  of  eliminating  toll  contributions  to 
local  services  over  10  years? 

Mr.  French.  You  mean  that  they  would  eliminate  the  toll  sup- 
port completely?  Is  that  what  you  are  saying? 

The  Chairman.  They  have  made  the  suggestion  that  they  would, 
they  announced  that  they  would  have  as  a  goal  the  elimination  of 
toll  contributions  to  local  services  over  a  10-year  period. 

Mr,  French.  I  am  now  speaking  for  myself.  I  think  Senator 
Goldwater  comes  closer  to  accomplishing  what  I  would  like  to  see 
in  that  regard.  Quite  frankly,  I  think  if  on  January  1,  I  knew  toll 
rates  were  going  to  be  based  on  cost,  and  I  was  going  to  lose  40 
percent  of  my  revenue,  I  would  rather  go  to  the  State  commission 
one  time  and  tell  them  January  1,  1  need  some  $400,000  and  need 
to  increase  local  rates  $3  per  month  to  cover  that  and  have  it  over 
with,  one  rate  case,  and  transfer  the  revenue  from  intercity  to 
local. 

The  problem  with  the  transition,  again,  is  the  small  company.  It 
is  that  with  inflation  and  loss  of  toll  support  over  a  period  of  time, 
whether  It  is  6  years,  10  years,  or  15  years,  is  that  the  small 
telephone  company  is  going  to  always  be  in  a  financial  bind.  When 
you  go  to  the  State  rate  commission  every  year  and  pick  up  that 
loss,  with  the  regulatory  lag  and  the  entire  transition  process,  the 
company  always  will  be  in  a  financial  bind. 

Now  maybe  politically  it  would  be  tough  to  increase  local  rates 
in  rural  America.  But  as  a  company  manager,  I  would  have  to  do 
it. 

The  Chairman.  Do  you  think  you  would  really  have  that  much 
of  a  chance? 

Mr.  French.  If  I  could  go  in  and  say  that  the  Congress  has  said, 
"We  will  have  competition,  and  we  are  going  to  tower  long  distance 
rates  across  the  country,  but  there  is  still  going  to  be  no  disparity 
between  rural  and  urban."  And  that  we  are  losing  that  revenue 
and  we  need  to  pick  up  $3  a  month  to  take  the  cost  of  it.  that  I 
could  sell  it  to  my  subscribers. 

The  Chairman.  That  would  be  an  interesting  experience  to  ob- 
serve from  a  distance. 

Mr.  French.  But  otherwise,  my  company  is  going  to  be  in  a 
financial  bind.  It  took  me  the  last  5  years  to  get  our  company  back 
in  a  sound  financial  position  because  of  regulatory  lag.  If  you  start 
talking  competition  and  start  deloading  toll,  that  means  less  settle- 
ments for  us. 

Now  larger  companies  can  write  this  off  and  they  can  pay.  But 
the  small  telephone  company — we  still  have  to  pay  the  attorneys 
and  the  dollars  are  not  there  to  spread  it. 

We  have  to  pay  the  expert  witnesses  and  we  still  have  the  liig. 

The  Chairman.  Mr.  McGowan,  in  testifying  last  week  before  the 
House  subcommittee,  Charles  Brown,  chairman  of  the  board  of 
A.T.  &  T.,  stated: 

I  don'l  think  if  we  gel  right  down  to  cases  that  this  company  has  ever  abused  our 
situation  with  respect  to  ofFering  facilities  lo  anybodj-  thai  wants  them.  We  have 
argued  over  price  and  we  have  argued  about  conditions  and  connections,  but  we 
have  not  created  the  so-called  bottleneck  that  people  are  worried  about  us  creating. 

Now  from  your  perspective  as  a  competitor  of  A.T.  &  T.,  have 
you  experienced  bottleneck  problems? 


Mr.  McGowAN.  March  16,  MCI  wrote  to  Mr.  Ellinghaus,  the 
president  and  chief  operating  officer  of  A.T.  &  T.  We  decided  not  to 
bother  Mr.  Brown.  He  was  preparing  his  testimony. 

We  asked  Mr.  Ellinghaus  for  10  specific  interconnection  arrange- 
ments that  the  local  telephone  company  is  presently  providing  to 
Bell's  ihterexchange  plant. 

We  received  a  letter  back  on  April  3,  1979,  which  goes  on  for 
several  pages.  I  will  be  happy  to  submit  the  entire  letter  for  the 
record,  but  let  me  quote  from  one  sentence: 

"We  do  not  believe  that  *  *  *  the  interconnection  arrangements 
you  have  requested  would  be  in  the  public  interest."  A.T.  &  T.  has 
decided,  despite  what  the  court  says,  despite  what  the  FCC  says: 
"No,  we  are  not  going  to  give  you  those  lunds  of  interconnection." 

I  have  another  letter  dated  March,  in  response  to  MCI's  request 
for  broadband  interconnection.  It  comes  from  a  sales  manager  of 
business  relations  at  A.T.  &  T. 

"We  have  no  plans  to  expand  these  interexchange  facility  offer- 
ings"  to  include  the  specialized  common  carriers. 

liiey  refused. 

What  Mr.  Brown  said  is  not  so.  He  made  the  statement  the  other 
day,  for  example,  that  he  absolutely  wants  to  give  facilities  to  other 
carriers.  He  asked,  in  effect,  "Why  should  we  encourage  them  to 
build  when  they  can  buy  our  facilities?" 

He  is  not  speaking  the  truth.  He  turns  our  requests  down,  re- 
fuses, does  not  edlow  it. 

A.T.  &  T.  is  not  a  bom-ageiin  competitor,  beiieve  me.  They  are 
what  they  are  and  I  don't  see  them  changing. 

The  Chairman.  Do  you  think  the  provisions  of  S.  611  are  strong 
enough,  then,  to  hemdle  this  bottleneck  problem? 

Mr.  McGowAN.  The  advantage  I  see  in  S.  611  is  that  it  would 
create  an  interexchange  corporate  structure  that  can  then  be  re- 
moved from  A.T.  &  T.  It  puts  Bell's  interexchange  operations,  at 
least,  in  a  visible  corporate  entity  that  then — if  Congress  does  not 
want  to  do  it— then  the  courts  can  and  will  remove  from  A.T.  &  T.'s 
control. 

It  is  a  good  beginning  of  that. 

If  it  were  legislatively  possible,  or  politically  possible,  to  do  it 
now,  I  would  certainly  recommend  that  it  be  done  in  this  bill.  If 
not,  then  I  certainly  think  that  the  structure  should  be  arranged  so 
that  it  is  a  visible  entity  that  the  courts  can  extract  at  the  appro- 
priate time. 

The  Chairman.  By  the  way 

Mr.  McGowAN.  I  believe  S.  611  does  that. 

The  Chairman.  That  was  a  rather  interesting  comment,  to  have 
them  tell  you  that  they  didn't  believe  that  that  vfaa  in  tiie  public 
interest.  I  didn't  realize  that  they  were  the  ones  that  made  that 
determination  eis  to  what  was  in  the  public  interest  in  this  day  and 
age. 

Mr.  McGowAN.  They  are  the  ones.  Several  years  ago,  the  then 
chairman  of  the  company  spoke  to  a  group  of  the  presidents  of  the 
Bell  System  and  said,  "We  have  decided  that  we  are  no  longer 
^ing  to  accommodate  ourselves  to  Federal  competitive  policies." 
They  simply  said:  "We  won't  pay  any  attention  to  what  the  Federal 
Government  says."  I  guess  they  figure  that  if  you  have  their  size. 
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with  2,000  Betl  employees  in  every  congressional  diBtrict,  and  5,000 
or  7,000  A.T.  &  T.  stockholders  in  every  congressional  district,  and 
if  you  have  been  operating  that  way  for  so  long  and  you  have  the 
kind  of  record  moneys  they  have  and  the  abilities  they  have, 
maybe  they  felt  that  they  could  just  ignore  the  Government. 

I  don't  think  they  can  keep  it  up  much  longer.  I  don't  think  that 
they  can  survive  examination  of  their  conduct.  But  that  has  been 
their  policy. 

The  Chairman.  Mr.  Bahnson,  why  do  you  believe  that  all  coets 
for  traffic  in  nonsensitive  plants  should  be  loaded  on  the  local 
exchange  rates?  It  seems  that  some  of  these  costs,  directly  or 
indirectly,  are  associated  with  provision  of  intercity  service. 

Mr.  Bahnson.  Yes,  they  are.  We  are  now  entering  this  area  of 
competitive  alternatives.  If  we  are  going  to  have  an  access  charge, 
they  have  to  be  priced  at  a  rate,  at  a  level  that  will  not  deter  the 
other  carriers  from  using  the  full  facilities.  We  have  services 
coming  in  now  where  they  will  go  around  the  local  exchange.  They 
will  go  right  to  the  customer.  'They  won't  use  telephone  company 
fiEicilitiee. 

I  think  the  marketplace,  as  Mr.  Jones  has  said,  the  nmrketplace 
is  going  to  determine  what  that  access  charge  can  be.  If  it  is  too 
high,  we  are  going  to  find  our  competitors  going  right  around  us, 
gomg  right  to  the  customer. 

The  (Siairman.  Were  you  trying  to  indicate  you  have  something 
to  say  Mr.  Jones? 

Mr.  Jones.  No.  If  I  had  a  moment,  I  would  like  to  respond,  at 
least  for  a  moment,  to  what  Mr.  McGowem  said.  I  surely  would  like 
to  state  that  we  do  not  determine  the  public  interest,  by  any 
means. 

But  what  we  did  indicate  in  the  response  to  Mr.  McGowan  was 
that  some  of  the  technical  as  well  as  financial  issues  that  he  was 
raising  in  his  request  for  further  facilities,  really  were  questions 
that  were  before  the  FCC  in  docket  78-72.  And  we  sought  expedi- 
tious resolution  of  that  docket  so  that  those  problems  could  be 
aired. 

The  question  really  is  what  price  will  be  paid  by  the  public  for 
that  kind  of  interconnection. 

We  have  not  denied  interconnection,  or  access  to  local  facilities.  I 
think  he  has  extended  some  logic  from  former  FCC  orders  or  from 
court  decisions  that  I  don't  really  think  is  totally  accurate.  We  do 
not  determine  the  public  interest.  We  want  that  issue  aired  by  the  ' 
FCC.  That  is  where  the  issue  presently  is. 

The  Chairman.  Thank  you,  Mr.  Chairman. 

Senator  Holungs.  Mr.  Hatfield,  would  you  please  submit  the 
studies  on  the  impact  of  deaveraging  on  the  rates? 

Mr.  Hatfield.  Yes. 

[The  following  information  was  subsequently  received  for  the 
record:] 


1.    INTRODUCnON 

Interstate  toll  telephone  (i.e.  long  distance)  rates  are  averaged  o 
baais,  that  is,  a  500  mile  long  distance  call,  for  example,  coets  const 
amount  regardless  of  whether  the  call  ic  between  two  nugor  metropolitan  areas  or 
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two  small  rural  communities.  Intuitively  at  least,  it  would  appear  that  calls  between 
Bparaely  populated  areas  would  coet  more  to  provide  than  calls  between  more 
densely  populated  areas.  This  intuitive  result  stems  directly  from  11)  the  knowledge 
tjiat  calling  volumeB  between  the  major  metropolitan  areas  are  larger  than  the 
volumes  between  rural  communities  a  like  distance  apart,  and  (2)  the  perception 
that  transmission  costs  decline  with  volume,  i.e.  that  there  are  economies  of  scale  in 
long  haul  transmission. 

Currently,  AT&T  and  their  independent  telephone  company  "partners"  pool  all  of 
their  costs  of  providing  interstate  long  distance  service  and  nationwide  uniform 
rates  are  established  to  cover  these  total  costs.  The  resulting  revenues  are  distribut- 
ed to  the  participating  carriers  so  that  they  recover  all  of  their  individual  costs.  In 
this  way  revenues  from  allegedly  low  cost,  high  density  routes  flow  to  (or  support) 
high  cost,  tow  density  routes  so  that  nationwide  rate  averaging  is  obtained. 

Opponents  of  the  introduction  of  competition  in  the  interexchange  market  have 
argued  that  the  established  carriers  will  be  unable  to  maintain  nationwide  rate 
averaging  in  the  face  of  competition.  They  argue  that  nationwide  rate  averaging  is 
an  important  social  goal  and  that  deaveraging  would  adversely  affect  Americans 
living  in  rural  areas.  These  arguments  have  been  raised  again  in  conjunction  with 
the  introduction  in  the  U.S.  Congress  of  three  bills  to  revise  or  rewrite  the  Commu- 
nications Act  of  1934.  Although  the  debate  over  deaveraging  has  raged  for  a  number 
of  years,  the  arguments  have  been  made  on  intuitive  or  qualitative  grounds,  there 
has  been  a  dearth  of  hard,  quantitative  evidence  upon  which  to  judge  the  actual 
extent  of  the  potential  deaveraging. 

The  purpose  of  this  report  is  to  present  preliminary,  but  quantitative,  estimates  of 
the  potential  deaveraging.  Although  our  analysis  is  based  on  a  number  of  critical 
assumptions,  we  believe  the  results  are  sufTiciently  reliable  to  indicate  the  magni- 
tude of  any  internal  or  external  subsidy  that  would  be  required  to  limit  departures 
from  nationwide  rate  averaging. 

Before  turning  to  our  analysis,  two  points  should  be  made.  First,  the  nationwide 
averaging  we  referred  to  above  applies  to  interstate  long  distance  calii  the  rates  for 
which  are  regulated  by  the  Federal  Communications  Commission.  The  rates  for 
intrastate  long  distance  calls  are  regulated  by  the  individual  states  and  these  rates 
vary  significantly  from  state-to-state  and  between  states  and  the  Federal  jurisdic- 
tion, rhe  rate  for  a  three  minute,  minimum  distance  toll  call  between  points 
entirely  within  the  State  of  Indiana  may— and,  in  fact,  does — differ  significantly 
from  the  rate  for  a  similar  call  between  points  entirely  within  the  State  of  Oklaho- 
ms,  for  example.  Both,  in  turn,  may  differ  from  the  rate  for  a  similar  call  which 
happens  to  cross  a  state  boundary.  The  extent  of  the  variation  from  state-to-state 
and  between  states  and  the  Federal  jurisdiction  is  illustrated  by  the  histograms  of 
Figure  1,  This  graphically  demonstrates  that,  under  the  current  regulatory  arrange- 
ments, nationwide  rate  averaging  applies  only  to  interstate  calls.  Under  the  three 
bills  now  being  considered  in  the  Congress,  most  interexchange  service  would  be  put 
under  the  jurisdiction  of  the  FCC  or  its  replacement.  In  other  words,  the  jurisdiction 
over  most  of  what  is  now  intrastate  toll  would  be  shifted  from  the  states  to  the 
FCC.'  In  the  analysis  which  follows,  we  consider  the  possible  deaveraging  effects  on 
all  interexchange  toll  rates,  not  just  interstate  rates.  Conseauently,  it  should  be  kept 
in  mind  that  many  of  these  rates  are  currently  "deaveraged"  under  divided  jurisdic- 


'The  qualification  that  Jurisdiction  over  most  rather  than  all  intrastate  toll  would  be  shifted 
to  the  FCC  st«ms  from  provisions  in  two  of  Ihe  bills.  These  provisions  v"ould  allow  states  to 
define  exchanges  thai  include  more  than  one  local  exchange  network.  Since  stales  would  retain 
jurisdiction  over  intraexchange  communications  within  theae  newly  defined  eichenges.  it  could 
include  jurisdiction  over  part  of  what  is  now  state  (oil. 
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A  second  and  perhaps  more  important  point  is  that  this  paper  deals  only  with  the 
potential  deaveraging  of  the  interexchange  portion  or  lone  distance  calls.  A  sub- 
acriber  placing  a  toll  call  makes  use  of  (1)  the  local  (intraexchangel  network  to  enter 
the  long  distance  {interixchangel  network,  (2)  the  interexchange  network  to  get  to 
the  distant  local  exchange,  and  (3)  the  distant  local  exchange  to  reach  the  called 
par^.  Since  local  exchanges  ere  used  in  originating  and  terminating  long  distance 
tramc,  a  portion  of  their  costs  are  assigned  to  the  interexchange  service.  For 
example,  a  25-cent-per-minute  charge  for  a  specific  long  distance  cell  might  break 
down  into  the  equivalent  of  7  cents  per  minute  for  use  of  the  local  exchange  at  the 
originating  end,  13  cents  per  minute  for  use  of  the  interexchange  network,  and  5 
cents  per  minute  for  use  of  the  local  exchange  at  the  terminating  end.  Under  the 
existing  separations  and  settlements  process  all  of  the  costs— i.e.,  interexchanse  and 
the  portion  of  intraexchange  assigned  to  interexchange — are  pooled  nationwide  end 
averaged.  Thus  there  are  two  potential  forms  of  deaveraging:  (al  an  increase  in  the 
charges  for  originating/ terminating  traffic  on  those  local  exchanges  where  intraex- 
change costs  are  high,  and  (b)  an  increase  in  the  interexchange  charges  over  low 
density,  high  cost  routes  between  remote  exchanges. 

We  believe  that  the  first  form  of  deaveragine— in 


A  of  originating/ terminating  long  distance  calls — can  be  compensated  for  by  (1) 

either  state  or  nationwide  pooling  and  redistribution  of  access  charges  collected  in 
lieu  of  current  separations  and  settlements  payments,  and  <2I  continued  support 
from  REA  or  similar  prc^ams.  However,  that  form  of  deaveraging  ia  the  subject  of 
another  analysis  and  will  not  be  dealt  with  further  in  this  paper.  Instead,  the  focus 
will  be  entirely  on  the  issue  of  interexchange  deaveraging. 

The  remainder  of  the  paper  is  divided  into  three  parts.  Section  2  contains  a  very 
brief  and  hence  greatly  simplified  description  of  the  existing  public  switched  net- 
work. This  technical  description  sets  the  stage  for  the  actual  analysis  in  Section  3. 
Finally.  Section  4  contains  a  brief  commentary  on  the  policy  implications  of  the 

2.  NETWORK  DBSCBIPnON 

For  the  purposes  of  our  analysis,  the  public  switched  network  can  be  thought  of 
as  being  composed  of  five  component  parts:  station  equipment,  local  loops,  local 
central  offices,  toll  connecting  trunks,  and  the  intertoll  network.  The  station  equip- 
ment includes  the  ordinary  telephone  or  other  terminal  equipment  and  the  wiring 
on  the  customer's  premises.  The  local  loop  consists,  typically,  of  a  pair  of  copper 
wires  running  from  the  customer's  home  or  business  to  the  local  central  office 
serving  the  area.  The  local  central  office  or  end  office  can  interconnect  for  local 
calls  any  of  the  individual  loops  that  are  connected  to  it.  If  a  call  is  destined  for  a 
telephone  not  served  by  the  same  central  office,  then  the  cell  is  routed  via  toll 
connecting  trunks  into  the  intertoll  network.  The  intertoll  is  actually  composed  of  a 
hierachy  of  toll  switches  and  trunks  to  interconnect  them,  but  they  can  be  lumped 
together  in  our  analysis.  Each  local  central  office  homes  on.  i.e.  is  served  by,  a 
single  toll  office  in  the  intertoll  network.  Central  offices  or  end  offices  are  ^so 
referred  to  as  Class  5  offices  and  the  toll  offices  to  which  they  are  connected  are 
celled  toll  centers  or  Class  4  ofTices.  A  Class  4  office  in  the  intertoll  network  serves 
a  number  of  Class  5  offices  in  a  geographical  area.  Thus  the  toll  centers  provide  the 
first  stage  of  concentration  for  intertoll  traffic  originating  at  end  offices  and  the 
final  stage  of  distribution  for  traffic  terminating  at  end  offices.  If  two  central  offices 
are  served  by  the  same  toll  center,  then  a  call  between  would  simply  be  routed  via 
their  common  toll  center.  Calls  to  more  distant  central  offices  would  be  routed 
through  the  hierarchy  of  toll  offices  in  the  intertoll  network. 


The  starting  point  for  this  analysis  is  an  estimate  of  bow  the  costs  of  providing 
interstale  message  toll  telephone  service  can  be  apportioned  on  the  average,  to  the 
various  component  parts  of  the  network  as  described  above.  This  estimate  is  shown 
In  tebuler  form  below  end  diagremmetically  in  Figure  2. 

Originating  end:  Ptrrtni 

Station  equipment 10 

Local  loops 10 

Central  office 05 

Toll  connecting  trunks 05 

Intertoll  network  (excluding  toll  connecting  trunks) 20 

Terminating  end: 

Toll  connecting  trunks 05 
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The  figures  are  percentages  of  annualiiwd  coets,  i.e.  the  annualized  revenues 
required  to  provide  the  service.  These  figures  were  obtained  from  various  industi? 
sources  and  appear  consistent  with  published  reports.  We  believe  they  are  sunicient- 
]y  accurate  for  our  purposes. 

These  figures  are.  of  course,  averages,  and  the  fear  is  that  with  competition, 
prices  will  no  longer  be  based  on  averages,  but  rather  on  the  underlying,  unbundled 
coats.  As  noted  in  the  introduction,  we  are  not  concerned  in  this  analysis  with 
deaveraging  in  the  state  r^ulated,  local  exchange  portion  of  the  network,  i.e.  the 
portion  represented  by  station  equipment,  local  loops,  and  central  offices,  since  it  is 
assumed  that  it  will  be  handled  by  other  means.  The  focus  here,  then,  is  on  the 
possible  deaveraging  in  the  interexchange  portion  of  the  network  which  consists  of 
toll  connecting  trucks  and  the  intertoll  network  portions  of  the  network.  This  leads 
to  our  Tirst  key  assumption. 

We  assume  that  the  cost  variations  in  the  intertoll  network  (that  is,  Class  4  offices 
and  above)  are  reasonably  path  and  distance  independent.  This  is  because  decreas- 
ing economies  with  distance  tend  to  lie  counter-balanced  by  increasing  economies  of 
scale  in  the  growing  aggregated  volume  of  traffic  that  occurs  with  increased  dis- 
tance. That  is,  the  predominant  cost  variations  in  the  interexchange  network  occur 
in  those  elements  nearest  the  local  exchange-to-intertoll  boundary— namely,  in  the 
Class  5-to-CIa8S  4  toll  connecting  trunks.  Said  another  way,  once  a  call  reaches  Ctaaa 
4  ofHce,  the  costs  per  minute  for  transiting  the  remainder  of  the  intertoll  network 
to  the  terminating  Clas  4  ofRce  are  insensitive  to  the  location  of  the  two  Class  4 
(rffices  or  the  volume  of  traffic  between  them.  For  example,  a  call  from  Sublime, 
Texas,  to  Last  Chance,  Colorado,  might  travel  on  much  the  same  portion  of  the 
intertoll  network  as  a  call  from  Houston  to  Denver.  The  principle  disadvantage  to 
Sublime  and  Last  Chance  subscribers  is  in  reaching  the  intertoll  network.  In  short, 
then,  we  assume  that  no  significant  deaveraging  would  occur  in  the  intertoll  portion 
of  the  network,  i.e.  price  variations  would  stem  entirely  from  the  variations  in  costs 
of  providing  toll  connecting  trunks.  We  have  discussed  this  assumption  with  knowl- 
edgeable people  in  the  industry  and  we  believe  it  is  a  reasonable  one  for  providing 
preliminary  estimates  of  interexchange  deaveraging. 

Under  rate-of-retum  r^n^lation,  the  total  cost  of  providing  interstate  toll  tele- 
phone service  must  equal  the  total  revenues  derived  from  the  service.  Since  revenue 
(hence  cost)  figures  are  readily  available,  we  can  easily  approximate  the  total 
annualized  costs  of  providing  Class  5-to-Class  4  toll  connecting  trunks  for  alt  inter- 
state long  distance  services  using  the  estimated  cost  percentages  given  in  the  table 
above.  However,  we  are  concerned  with  the  possible  deaveraging  of  all  interex- 
change calls  and  therefore  we  must  estimate  the  total  costs  of  providing  Class  5-to- 
Class  4  trunks  for  both  interstate  and  intrastate  use.  We  can  compute  intrastate  toll 
service  costs  attributable  to  these  trunks  on  a  usage  basis.  This  is  a  reasonable 
assumption  because  the  long-range  costs  of  trunks  do  vary  directly  with  usage.  In 
other  words,  we  can  compute  the  total  cost  of  providing  Class  5-to-Class  4  toll 
connecting  trunks  for  interstate  services  and,  knowing  the  total  interstate  minutes 
of  use,  we  can  compute  the  equivalent  cost  per  minute.  Using  this  cost  and  making 
the  assumption  that  the  cost  of  a  minute  of  intrastate  usage  of  these  trunks  is  the 
same  as  the  cost  of  a  minute  of  interstate  usage,  we  can  easily  compute  the  total 
cost  of  providing  toll  connecting  trunks  for  intrastate  services  by  simply  multiplying 
by  the  total  intrastate  minutes  of  use.  We  can  then  estimate  the  total  annualized 
costs  of  providing  these  Class  S-t^vClass  4  toll  connecting  trunks  by  simply  adding 
the  intrastate  and  interstate  totals.  Algebraically  this  can  be  expressed  as: 


n  be  rewritten  as: 

use  divided  by 

Thus,  to  determine  the  total  annualized  cost  for  toll  connecting  trunks,  we  need 
only  multiply  the  corresponding  interstate  cost  times  the  sum  of  one  plus  the  ratio 
of  intrastate  to  interstate  toll  usage. 

Following  this  outline,  we  can  now  take  take  the  next  step  in  our  analysis- 
estimating  this  total.  The  1976  total  long  distance  revenues  are  as  follows: 
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From  the  earlier  table  we  know  that,  on  the  average,  10  percent  of  the  coat  of  an 
interstate  cat]  goes  to  supporting  the  cost  of  the  4-5  links— 5  percent  for  each  of  the 
two  4-5  links  involved.  Since  the  total  interstate  costs/ revenues  are  approximately 
$9.7B.  the  interetate  toll  costs  attributable  to  the  Class  5-to-Clas3  4  toll  connecting 
trunks  are  10  percent  of  $9.7B  or  $0.97B. 

For  1977,  data  for  the  industry  (Bell  and  Che  Independents,  i.e.  for  "all  compa- 
nies") shows  that  there  was  96.87  billion  minutes  of  interstate  toll  usage  and  109.05 
billion  minutes  of  intrastate  toll  usage  resulting  in  an  intrastate  to  interstate  usage 
ratio  of  109.05  to  96.87  or  1.13:1.-  Using  this  ratio  and  the  tO,97B  cost  figure  in  the 
formula  produces: 

Total  cost=($0.97BXl  + 1.13)= J0.97B  x  2.13=$2.07B, 
These  are  the  estimated  total  annualized  costs,  both  intrastate  and  interstate, 
attributable  to  the  Class  4-to-Class  5  toll  connecting  trunks.  It  is  about  13  percent  of 
the  sum  of  intrastate  and  interstate  distance  toll  revenues  of  S16.1B  for  1976  shonm 
in  the  table.'  Applying  this  same  percentage  figure  to  1977  total  long  distance  toll 
revenues  of  $18.4B  produces  $2.T3B  as  the  total  annualized  revenues  needed  to 
support  all  Class  4-to-Class  5  links  in  the  U.S.  for  all  toll  uses  in  1977. 

Now,  if  we  knew  the  statistical  distribution  of  costs  for  all  Class  5-to-Clas8  4  toll 
connecting  trunks  in  the  U.S.,  we  could  estimate  the  impact  that  these  variations 
might  have  on  the  total  cost  of  various  toll  calls— assuming,  as  we  have,  that  other 
cost  variations  would  either  be  small  or  could  be  compensated  for  in  another  way. 
In  other  words,  we  could  estimate  the  extent  of  potential  deaveraging,  i.e.  what 
percentage  of  calls  would  exceed  some  chosen  threshold — say  25  percent  above  the 
average.  In  addition,  one  could  estimate  the  levels  of  subsidy  (either  internal  or 
external)  that  would  be  required  to  prevent  the  prices  of  calls  using  high  cost  toll 
connecting  trunks  from  exceeding  a  similar  threshold. 

Unfortunately,  this  statisticaf  cost  data  for  all  toll  connecting  trunks  is  not 
available,  although  we  understand  special  studies  are  now  underway  in  the  industry 
to  develop  the  needed  information.  By  searching  the  literature  and  from  discussions 
with  government  and  industry  personnel,  we  were  only  able  to  locate  one  source  of 
data  that  we  felt  could  be  used  for  this  purpose— albeit  with  many  caveats  and 
reservations.  This  data  is  that  which  was  supplied  as  an  industi^  (i.e.  Bell  and 
Independents)  response  to  a  request  by  the  State  Commission  memDera  of  a  recent 
Joint  Board  proceeding.'  The  response,  referred  to  as  JB-68,  was  to  the  following 

For  a  selected  state  prepare  and  furnish  a  study  showing  the  coat  of  providing 
the  terminating  toll  trunks  connecting  each  exchange  end  office  with  its  toll  center. 
The  trunk  costs  should  include  both  outside  plant  and  terminal  equipment.  Study 
results  should  include  cost  per  circuit  mile,  cost  per  busy  hour  minutes  of  use  and 
cost  per  average  hour  minutes  of  use  based  on  actual  traffic  carried.  Summarize  Uie 
data  to  show  the  relationship  of  exchange  size  to  the  cost  of  providing  toll  service  to 


'The  intrHstate  and  inler^tate  lotat  long  distance  toll  (MTS/WATS)  mmutes  were  lupplicd  by 
industry  representatives. 

'  Note  that  due  to  short  range  problems  of  data  availability  we  are  luing  1976  ctmt  data  but 
19T7  usage  data.  This  is  not  a  problem,  however,  because  i(  is  the  ratio  between  intrastate  and 
interstate  usage  that  is  the  determining  factot  in  our  formulation  and  it  is  fairly  stable  from 
year-to-year. 

'  "Impact  of  Customer  Provision  of  Terminal  Equipment  on  Jurisdictional  Separalioni." 
Notice  of  Inquin',  Proposed  Rulemakins  and  Crealum  of  Federal-State  Joint  Board.  Docket 
20981 IFCC  76-l(M)8l,  63  PCC  2d,  202  (1976). 
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the  exchange.  Select  a  state  having  at  least  200  telephone  exchanges  of  widely 
vaniing  geographic  and  population  characteristics." 

"fhe  final  revised  data  we  used  was  sent  to  the  Joint  Board  under  a  cover  letter 
dated  April  27.  1978.  Copies  of  (he  transmittal  letter  and  the  JB-6g  data  are 
reproduced  in  Appendix  B. 

Lacking  a  better  statistical  sample  of  the  relevant  costs,  we  must  now  make  a 
second  important  assumption.  We  assume  that  the  Ohio  data  adequately  represents 
the  nationwide  variability  in  the  cost  Ibut  not  necesaarily  the  absolute  eosti  of 
carrying  toll  telephone  traffic  between  Class  4  and  Class  5  offices.  The  JB-68  data 
includes  both  the  annual  cost  of  providing  service  between  the  Class  4  and  5  offices 
and  the  relative  cost  per  minute  of  use.  In  addition  to  differences  in  per-channel 
cost,  the  latter  figures  also  reflect  differences  in  trunk  utilization  efTicieney  which 
are.  at  least  in  part,  attributable  to  differences  in  traffic  density  on  trunks  serving 
laree  and  small  exchanges.  Assuming  that  modest  price  changes  would  not  substan- 
tially alter  toll  usage,  the  cost-per-minute-of-use  figures  are  most  closely  related  to 
the  costs  upon  whicn  deaveraged  prices  would  be  based. 

The  coal^per-minute-of-use  data  in  JB-68  includes  figures  based  on  both  average- 
hour  use  and  busy-hour  use.  The  average-hour  data  exhibits  somewhat  greater 
variability  with  the  per-minute  revenue  requirement  of  the  highest  cost  channel 
being  about  18  times  larger  than  the  mean  and  more  than  100  times  larger  than 
that  of  the  lowest  cost  channel.  The  highest  busy-hour  figure  is  just  over  9.6  times 
larger  than  the  busy-hour  mean  and  slightly  more  than  55  times  larger  than  the 
minimum  busy-hour  figure  Ithis  lesser  variability  is  not  surprising  since  the  design 
capacity  of  each  trunk  is  based  on  anticipated  busy-hour  use).  The  average-hour 
data  would  be  appropriate  for  estimating  the  impact  of  price  deaveraging  if  all 
minutes  of  use  were  priced  equally.  Similarly,  the  busy-hour  data  would  be  appro- 
priate for  estimating  the  impact  of  price  deaveraging  if  the  total  revenue  require- 
ment were  derived  exclusively  from  busv-hour  use.  Because  actual  toll  rate  struc- 
tures (present  and,  probably,  future!  fall  somewhere  between  these  two  extremes, 
average-hour  and  busy-hour  data  have  been  used  to  compute  rough  upper  and  lower 
bounds  which  are  applicable  to  a  variety  of  multi-level  rate  structures. 

The  estimates  which  have  been  developed  in  this  preliminary  study  are  based  on 
the  hypothesis  that  differences  in  the  cost  of  canning  traffic  between  individual 
Class  4  and  5  offices  would  be  reflected  in  geographically  deaveraged  interexchange 
loll  rates  so  long  as  the  per-minute  cost  on  the  4-to-5  link  remains  below  a  predeter- 
mined maximum.  The  cost  of  4-to-5  trunking  in  excess  of  this  maximum  would  be 
covered  by  a  subsidy  from  a  source  which  could  be  either  internal  or  external  to  the 
telephone  industry.  The  analysis  has  focused  on  determining  the  amount  of  subsidy 
required  nationwide  to  absoro  4-to>5  trunking  costs  above  a  cost  threshold  ranging 
from  two  to  several  times  the  mean  cost  for  all  routes.  The  results  of  this  analysis  are 
tabulated  in  Table  1.  The  threshold  above  which  costs  would  be  subsidized  is  as 
indicated  in  the  left-hand  column  of  the  table.  The  next  two  columns  indicate  the 
estimated  amount  of  the  subsidy  and  the  final  two  columns  indicate  the  corresponding 
maximum  upward  variation  in  the  price  of  toll  service  expressed  as  a  percentage 
increase  in  the  current  end-to-end  price  of  an  average  interstate  toll  call. 

The  subsidy  estimates  were  computed  by  first  determining  the  fraction  of  the 
total  (busy-hour  or  average-hour)  coats  in  the  Ohio  sample  which  exceed  the  subsidi- 
zation threshold.  The  nationwide  subsidy  was  then  estimated  by  taking  the  same 
fraction  of  the  total  annualized  cost  of  carrying  all  toll  traffic  between  all  U.S.  Class 
4  and  Class  5  offices.  Using  either  busy-hour  or  average-hour  cost  data,  for  example, 
approximately  18.3  percent  of  the  total  annualized  cost  of  the  sampled  Ohio  toll 
connecting  trunks  would  have  to  be  subsidized  if  loll  prices  included  no  4-to-5 
trunking  costs  in  excess  of  two  times  the  mean  cost  for  all  routes  in  the  Ohio 
sample.  It  was  estimated  in  our  earlier  calculations  that  $2,37B  was  the  total 
annualized  cost  of  carrying  toll  traffic  between  all  U.S.  Class  4  and  5  offices  in  1977. 
The  estimated  nationwide  subsidy  in  this  case  is  therefore  equal  to 
0.183  .  S2.37B  =  $434M  as  indicated  in  the  top  line  of  Table  1,  A  more  detailed 
deocription  of  these  calculntions  is  presented  in  Appendix  A, 

To  place  the  subsidy-limited  toll  connecting  trunk  cost  variations  in  proper  pre- 
Bpective,  the  maximum  impact  on  the  price  of  an  interstate  toll  call  has  been 
computed  using  the  cost  breakdown  indicated  for  a  toll  call  from  point  A  to  point  C 
in  Figure  2.  Approximately  5  percent  of  the  total  cost  of  an  average-priced  inter- 
state toll  call  is  attributable  to  trunking  between  Class  4  and  5  offices  at  each  end  of 
the  call.  If,  for  example,  the  unsubsidized  cost  of  4-to-5  trunking  at  both  ends  of  a 
call  could  be  as  high  as  two  times  the  mean  cost,  the  maximum  resulting  upward 
variation  in  the  end-to-end  price  of  the  interstate  toll  call  would  be  an  increase  of  10 
percent  above  the  price  of  an  average- priced  interstate  loll  call.  On  the  average. 
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however,  calls  to  or  from  high-cost  areas  would  experience  only  about  one-half  of 
this  increase  since  4-to-5  trunkii^  costs  at  the  distant  end  of  such  calls  would 
average  out  to  a  level  near  the  mean  cost.  Both  the  5  percent  and  10  percent  figures 
corresponding  to  these  two  cases  are  recorded  in  the  top  line  of  Table  1, 


2  times  mean 

3  times  mean 

4  times  mean 
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in  the  unsubsidized  cost  of  carrying  toll  traffic  between  Class  4  and  5 

offices.  For  example,  the  end-to-end  cost  of  a  cbII  from  point  A  to  point  B  in  Figure  2 
is  eatimaled  to  be  roughly  80  percent  of  the  end-to-end  coat  of  an  averBge  interstate 
toll  call.  On  this  basis,  the  impact  of  deaveraging  costs  on  the  4-to-5  link  of  a  short- 
haul  toll  call  would  be  about  1.25  times  greater  than  the  figures  tabulated  in  Table 
1.  There  is,  however,  no  assurance  that  present  short-haul  toll  rates  (either  state  or 
interstate)  accurately  reflect  the  average  cost  of  providing  short-haul  toll  service. 
The  figures  developed  her  should  therefore  be  applied  with  caution  lo  short-haul  toll 

4.  COMMENTARY  AND  CONCLUSIONS 

In  this  report,  we  have  presented  some  very  preliminary,  quantitative  estimates 
of  the  pot«ntial  amount  of^  deaveraging  of  interexchanae  toll  rates  that  may  result 
from  competition  in  the  provision  of  long  distance  telephone  services.  Because  of  the 


lack  of  needed  data,  we  have  had  to  make  several  assumptions  that  are  critical  to 
our  analysis.  Under  these  assumptions,  it  would  appear  that  interexchange  toll  rate 
deaveraging  will  not  be  a  significant  problem  with  the  introduction  of  competition, 
and  that  if  it  were  so  desired  (a  matter  on  which  we  are  not  now  passing  judgment! 
only  a  modest  internal  or  external  subsidy  would  be  required  to  (1)  maintain 
nationwide  rate  averaging  on  long-haul  calls,  and  12)  reduce  the  current  state-to- 
state  and  interstate  to  intrastate  toll  rate  disparity.  More  specifically,  based  on 
busy-hour  calculations,  we  estimate  that  hypothetical  subsides  of  $434M  and  $236M 
would  limit  the  deaveraging  on  long-haul  calls  to  10  percent  and  20  percent  respec- 
tively^and  this  is  for  the  worst-case  situation  wherein  subscribers  in  high  cost 
locations  place  all  of  their  calls  to  other  high  cost  locations.  For  the  more  reason- 
able situation  where  the  subscriber  places  calls  to  a  random  mixture  of  high  and 
low  cost  locations,  the  corresponding  subsidy  figures  for  10  and  20  percent  deaverag- 
ing are  $236M  and  SIOOM  respectively.  Even  if  our  assumptions  and  data  are  off 
considerably,  we  believe  the  results  are  sufficiently  reliable  to  give  at  least  a 
preliminary  indication  of  the  situation,  including  the  relatively  modest  amount  of 
subsidy  that  might  be  looked  to  because  of  competitive  impact;  such  a  subsidy  seems 
a  small  price  to  pay  for  the  benefits  of  full  and  open  competition  in  the  interex- 
change market. 

Although  we  believe  the  policy  significance  of  these  results  is  largely  self-evident, 
it  might  be  useful  to  make  some  observations  about  them. 
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First,  the  aroounts  are  so  small  relative  to  the  revenues  and  profits  in  the 
interexchange  market  that  there  would  be  little  hardship  on  the  established  carri- 
ers if  they  elected  to  limit  deaveragine.  In  1978,  the  Bell  System  alone  had  over 
$20B  in  revenues  and  approxiniately  $2.5B  in  prolits  from  the  provision  of  MTS/ 
WATS  long  distance  toll  services.  By  further  way  of  comparison,  the  total  MTS/ 
WATS  contribution  ("subsidy")  to  local  exchange  costs  alone  amounted  to  about  ^B 
in  1978.  Thus  maintenance  of  nationwide  rate  averaging  would  not  appear  to  put  an 
unreasonable  burden  on  Bell  and  their  independent  "partners"  nor  would  it  appear 
to  put  them  at  a  significant  disadvantage  relative  to  the  emerging  competition — 
especially  if  very  mwlerate  departures  from  such  averaging  wore  permitted.  More- 
over, to  keep  the  rate  structure  simple,  and  for  other  reasons,  it  may  make  good 
business  sense  for  the  carriers  to  absorb  a  modest  internal  cross  subsidy. 

Second,  even  if  deaveraging  in  the  plus  10  to  plus  20  percent  range  did  occur,  it 
would  not  unreasonable  to  expect  added  competitive  pressures  to  reduce  overall 
long  distance  toll  rates  by  similar  amounts.  If  such  an  overall  shift  occurs  because 
of  added  service  competition  (and  added  competition  in  the  provision  of  long-haul 
equipment  because  of  expanded  service  market),  then  everyone  could  end  up  better 
on— even  those  paying  slightly  more  than  the  new  average.  Also,  it  should  be 
remembered  that  we  are  dealing  with  a  "zero-sum  game"  and  that  if  deaveraging  is 
not  limited,  rate  increases  will  be  offset  by  rate  decreases. 

Third,  deaveraging  pressures  could  well  lead  to  accelerated  development  of  low- 
cost  microwave  or  satellite  systems  for  reducing  the  costs  of  toll  connecting  trunks. 
Under  the  existing  "cost-plus"  separations  procedures  there  is  less  incentive  for 
such  developments  and  valid  pricing  signals  for  the  introduction  of  competitive 
services  utilizing  more  efficient  tochnolt^  are  not  present. 

Fourth,  if  Congress  does  not  legislatively  mandate  nationwide  rate  averaging  (and 
we  believe  it  should  noti  and  if  it  believes  that  a  residual  external  subsidy  might  be 
necessary  as  a  "safety  net,"  our  calculations  indicate  that  the  amount  required 
would  be  relatively  small.  The  bills  now  do  not  provide  for  such  a  program,  and  in 
light  of  the  first  three  considerations,  it  might  well  be  the  soundest  procedure  to 
await  developments,  <Atain  timely  reports,  and  act  only  if  warranted  oy  undue  or 
inordinate  toll  disruptions. 

In  conclusion,  we  fully  recognize  the  tentativeness  of  our  results  but  we  hope— 
and  expect — our  studv  to  provide  an  analytical  framework  and  to  stimulate  more 
definitive  studies  by  the  industry  and  other  interested  parties. 

Appendix  A 


TBRBXCHANGE  Toll  Telbphonb  Call  Costs 
We  used  the  following  JB-68  data: 

From  the  "Estimated  Cost  of  Providing  Toll  Trunks  Connecting  an  Exchange  End 
Office  With  its  Toll  Center  for  Bell  &  Independents  in  the  State  of  Ohio,"  revised: 

(1)  Annual  cost  of  providing  toll  service, 

(2)  t^ost  per  busy  hour  minute  of  use.  and 

(3)  Cost  per  average  hour  minute  of  use. 

From  "Supplemental  Data  for  Joint  Board  Request  No.  68,"  providing  "Number  of 
circuits  and  mileage  for  each  studied  location"  we  used  the  number  of  circuits  for 
each  exchange. 

The  following  table  shows  some  intermediate  calculations  we  made  both  for 
screening  the  data  and  for  computing  the  subsidy  levels. 

TABLE  A1.-TA8UIATI0N  OF  DATA  COMPUIED  FROM  THE  JB-6g  DATA 
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87,594 

446.017 

205.855 
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TABLE  Al.— TABUIATION  OF  DATA  COMPUTED  FROM  THE  JB-GS  DATA-Conflnunl 
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Subsidy  levels  required  to  limit  Class  S-to-Class  4  office  trunk  call  coats  to  no 
more  than  a  few  times  the  itieiiti  cost  of  providing  all  4-5  links  for  alt  uses  wer« 
based  both  on  busy  hour  and  on  average  hour  per-minute  call  costs.  From  the  JB-68 
data  (Appendix  Bl  we  first  computed  the  mean  cost  for  both  the  busy  hour  and 
average  hour  minutes  of  use.  Then  for  multiples  of  these  mean  costs  we  delermined 
those  exchanges  whose  per-minute  costs  were  above  these  values.  For  each  of  these 
exchanges  we  determined  the  amount  of  subsidy  needed  to  limit  the  cost  to  the 
multiple  of  the  mean  cost  being  considered.  We  then  totaled  the  required  subsidies 
for  all  exchanges  and  divided  this  by  the  total  of  the  costs  for  all  exchanges.  This 
gives  the  fraction  of  the  total  annual  cost  of  providing  the  Class  5't&0lass  4  office 
trunks  for  ell  uses  In  the  47  exchange  Ohio  sample  that  the  subsidy  would  support. 
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lliis  fraQtion  was  then  asaumed  to  apply  to  the  universe  of  all  toll „ 

trunks.  By  applying  this  fraction  to  the  iZ.STB  total  annualized  revenues  {computed 
in  Section  3  of  the  main  body  of  this  report)  needed  to  support  all  Class  4-to-Clas8  5 
links  in  the  United  States  for  all  toll  uses,  in  1977,  the  required  subsidy  level  was 
computed. 


As  a 


<r  all  calls  would 


9.U5 
9.228 
7,935 


121,208 
33,499 
52,515 


S5,B16 
8,088 
6,188 


The  total  annual  cost  of  providing  toll  service  for  all  47  sample  exchanges  is 
S1^19,390.  The  needed  subsidy  ($20,092)  is  1.533  percent  of  this.  Applying  this 
percentage,  from  this  1976  data,  to  Che  S2.37B  total  annualized  revenues  needed  to 
support  all  Class  4-to-Cla88  5  links  in  the  United  States  for  all  toll  uses,  in  1977, 
gives  S36M  as  the  overall  nationwide  subsidy  level  required.  This  is  one  of  the 
entries  in  Table  1  of  the  main  body  of  this  report.  All  other  calculations — both  for 
the  busy  hour  and  average  hour  approaches— were  exactly  analt^ous. 

Appendix  B 
American  Telephone  &  Telegraph  Co. 

New  York.  N.  Y.,  ApHl  24,  1978. 
Honorable  Commissioner  Willum  Simons,  Jr., 

Public   UUtilies  Commission.   Slate  of  California,   California  State  Building.   San 
Franciaco.  Calif 
Dear  Commissioner  Symons;  Attached  ere  revised  pages  of  our  response  to  data 
request  JB-CS,  which  were  previously  furnished  you  on  February  1,  1978.  Lines  19, 
28.  30.  33  and  34  have  been  changed. 
Very  truly  yours, 

Charles  R.  Jones. 
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14 833.9                      31  26.9 

iS 329.7                      21  15.7 

16 429.3                      27  1S.9 

17 257.1                       23  11.2 

18 932.1                       39  Z3.9 

19 215,3                        9  23,9 

20 471.9                      33  14.3 

21 324.5                      32  10.2 

22 308,1                       39  7.9 

23 175.0                    10  17.5 

24 1.118.1                       59  19.0 

25 413.6                       22  18.8 

26 661,5                       45  14.7 

27 222.0                      15  14.8 

2S 976.1                       43  22.7 

29 1,064.8                       53  20.1 

30 729.6                       24  30.4 

31 -_- 394.1                       34  11.6 

32 1,411.2                      49  28.8 

33 1,478.2                      76  19.5 

34 1,268.1                       71  17.9 

35 587.;                     187  3.1 

36 1,358.5                      55  24.7 

37 718.8                      63  11.4 

38 1,336,0                      60  23.1 

39 1.549.8                     167  9.3 

40 S09.0                     117  I.I 

41 191,8                       94  2.0 

42 _.„                   591-6                     123  1.8 

43.™. 1,702.4                     133  12  J 

44 728.6                     183  4.0 

45 1,927.8                     153  12.fi 

46 1,580,8                     190  8.2 

47 999.2                     183  5.5 

48 753. 1                     231  U 

49 ^ 1,665,3                     305  5.5 

Senator  Warner.  Mr.  French,  would  you  like  to  comment  on  the 

(dwervations  made  by  Mr.  McGowan?  Or  do  you  feel  that  you  are 
sufficiently  on  the  record? 

Mr.  French.  I  would  prefer  to  limit  my  comments  to  how  the 
billa  will  affect  rural  America.  I  want  to  see  that  rural  America 
continues  to  receive  telephone  services  at  reasonable  rates  on  a 
nondiscriminatory  basis.  I  think  that  is  important. 

Senator  Warner.  As  a  follow-on,  I  am  interested  in  the  ability  of 

rural  America  to  participate,  subject  to  capital  limitations,  in  the 
new  technology. 

Specifically,  do  you  think  that  we  should  include  in  this  proposed 
l^ialation  provisions  to  enable  rural  America  to  receive  the  new 
technolt^y,  or  do  you  feel  rural  America  is  adequately  provided  for 
now? 

Mr.  French.  I  think  you  should,  but  throt^h  the  REA. 
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Senator  Warner.  I  want  to  address  the  queation  of  whether  the 
REA  loan  program  should  include  provisions  for  new  equipment  in 
the  rural  syetems? 

Mr.  French.  The  problem  that  I  see  is  that  with  the  CATV 
facilities  or  the  broadband  facilities,  is  how  do  you  economically 
fiimish  that? 

It  is  pretty  clear,  based  on  information  available,  that  economi- 
cally there  should  be  one  service  provider.  Rureil  America  just  CEUi't 
support  two.  Then  the  problem  you  have  is  who  is  going  to  do  it? 
Will  it  be  the  CATV  people  or  the  telephone  company? 

At  the  present  time,  the  telephone  companies  are  providing  the 
broadband  facilities.  You  have  CATV  companies  that  are  serving 
the  town,  or  the  doii^hnut.  They  are  serving  the  inside — the  core — 
but  not  rural  America. 

So  the  basic  problem  for  Congress  is  how  are  you  going  to  make 
those  funds  available  to  economically  get  the  job  and  still  not 
disrupt  telephone  services  now  being  furnished. 

Senator  Warner.  What  about  the  utilization  of  computers? 
Again,  is  it  a  question  of  capital  requirements? 

Mr.  French.  No.  We  have  computers. 

Senator  Warner.  How  widespread  is  their  use  in  rural  systems? 

Mr.  French.  If  you  are  talking  about  telephone  service,  we  use 
them  for  switching.  We  also  have  a  computer  that  we  use  for 
billing. 

I  think  that  the  problem  is  that  we  are  not  able  sometimes  to 
utilize  computers  to  their  maximum  capabilities.  We  used  ours  to 
put  out  the  tax  bills  for  the  county.  The  FCC  said  that  we  couldn't 
do  that.  We  had  to  quit.  They  are  not  allowing  the  telephone 
companies  to  use  the  resources  that  are  available  to  serve  and 
benefit  their  community. 

Senator  Warner.  Do  any  other  members  of  the  panel  care  to 
comment  on  Mr.  French's  observations? 

[No  response.] 

Senator  Warner.  Thank  you,  Mr.  Chairman. 

Senator  Rollings.  Let  me  ask,  the  competition  between  A.T.  &  T. 
and  MCI,  of  course,  with  your  specialist  service,  Mr.  McGowan,  and 
then  you,  Mr.  Jones,  you  compete  with  CCSA  and  FX.  Is  it  your 
complaint,  Mr.  McGowan,  that  they  are  not  operating  that  compe- 
tition in  the  wholly  owned  subsidiary? 

Is  that  your  position? 

Mr.  McGowan.  My  complaint  primarily  relates  to  our  inability 
to  secure  interconnection  from  the  local  telephone  compemies  con- 
trolled by  A.T.  &  T. 

MCI  offers  long-distance  telephone  service  of  a  number  of  types. 
We  have  some  that  are  directly  competitive  with  A.T.  &  T.  My 
fundamental  point  is  that  A.T.  &  T.  competes  with  us  in  the  long- 
distance market,  and  then  uses  its  control  over  the  loceil  exchange 
companies  to  put  us  at  a  competitive  disadvantage,  technicEdly, 
operationally,  and  economically. 

Senator  Holungs.  And  yet,  you  are  competing  and  succeeding. 
Your  comment  Mr.  Jones? 

Mr.  Jones.  I  think  we  are  competing  head  to  head  for  both 
message  telephone  service,  and  private  line  service,  including  that 
which  is  called  FX  and  CCSA. 
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Senator  Holungs.  Mr.  McGowan,  in  March  you  stated  to  the 
CWA,  A.T.  &  T.  works  for  the  local  telephone  company  with  full 
testing  maintenance,  transparent  interface.  MCI  is  not  permitted 
such  an  arrangement.  A.T.  &  T.  networks  obviously  are  working 
four  wire  trunks  of  any  switch.  MCI  is  not  permitted  such  an 
arrangement. 

A.T.  &  T.  interconnection  is  with  the  local  exchange  on  a  broad 
band  interface;  and  MCI  is  not  permitted  such  an  arrangement. 

What  are  the  advantages  of  those  interconnection  arrangements 
you  seek,  and  why  are  they  denied? 

Mr.  McGowAN.  Let's  take  each  one  for  a  very  short  comment. 
The  type  of  testii^  and  msiintenance  that  local  telephone  compa- 
nies will  do  with  Bell  would  edlow  them  to  go  on  an  end-to-end 
testing.  That  is,  they  will  go  from  their  test  board  through  the 
system,  thereby  being  able  to  take  a  look  at  the  entire  circuit,  to  be 
able  to  identify  where  the  problem  is  whether  in  the  local  connec- 
tion, or  the  \oca\  switch,  or  a  long  haul  switch,  or  wherever. 

They  tell  us:  "We  have  given  you  a  facility  and  we  have  nothing 
to  do  with  it.  We  will  not  jointly  test  that  with  you."  Therefore, 
MCI  has  to  try  to  identify  out  the  problem  on  its  own,  and  we  are 
at  a  disadvantage  because  we  are  not  allowed  into  their  buildings 
to  be  able  to  do  end-to-end  testing,  which  they  refuse  to  do. 

End-to-end  testing  is  a  routine,  done  in  the  entire  telephone 
industry  with  the  exception  of  us  and  a  couple  of  the  other  special- 
ized ceuriers.  Their  refusal  puts  us  at  a  disadvantfige  in  spotting 
trouble.  Also,  when  they  deal  with  the  long  distance  part  of  their 
network,  they  deal  with  it  on  what  is  known  as  a  four-wire  basis. 

The  telephone  from  your  home  to  the  local  central  office  is  two 
wires.  You  have  two  wires  carrying  the  conversation  in  both  direc- 
tions. Once  you  reach  a  central  office,  from  there  you  go  on  four- 
wire,  which  means  the  circuit  that  you  are  speaking  on  is  entirely 
different  from  the  circuit  that  the  other  person  in  the  conversation 
is  using  to  speak  to  you.  They  are  kept  separate. 

The  impact  is  on  the  quidity  of  service.  The  two-wire  circuit  can 
hold  the  conversation  only  for  a  very  short  distance.  After  that,  the 
quality  starts  fading  very  badly.  You  have  trouble  in  quedity.  It  is 
completely  acceptable  to  be  two-wire  from  your  home  to  the  local 
centred  office.  But  on  long  distance,  it  is  not. 

By  forcing  us  to  have  literally  the  same  connection  as  you  re- 
ceive in  your  home — and  we  are  trying  to  put  in  3,000-mile  conver- 
sations on  that  line— you  get  deteriorated  quality.  It  doesn't  work 
Ets  well. 

In  addition,  in  one  of  our  terminals  in  Chicago,  for  example, 
where  we  have  three  terminals  right  downtown,  if  someone  calls 
out  to  O'Hare  Airport,  which  is  a  good  distance  out,  the  quality  is 
very  poor  because  A.T.  &  T.  is  forcing  us  on  a  two-wire  bfisis  rather 
than  on  a  four-wire  interconnection. 

They  literally  put  us  at  an  economic  and  technical,  as  in  that 
case,  and  operational  disadvantage  by  refusing  to  provide  that  kind 
of  connection.  Yet,  at  the  same  time,  the  local  telephone  company, 
whether  it  is  Bell,  or  not,  deals  with  any  established  intercity 
carrier  on  a  four-wire  basis.  And  they  refuse  to  do  that  with  us. 
They  do  not  recognize  us  as  deservii^  that. 
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It  doesn't  have  anything  whatsoever  to  do  with  the  comment  I 
heard  beforo  regarding  how  much  are  you  going  to  pay  for  it?  If 
they  want  to  argue  about  how  much  we  should  pay  for  these 
connections,  why  don't  we  have  a  meeting  and  determine  it? 

They  don't  argue  about  how  much  they  should  charge  us  for 
that.  They  just  say  no.  What  they  do  say  is:  "It  is  not  in  the  public 
interest.  We  will  not  give  it  to  you." 

The  dispute  is  not  about  money.  They  are  trying  to  disguise  their 
absolute  refusal.  If  they  wanted  to  say  they  would  chaise  more,  let 
them  say  charge  more.  If  it  costs  more,  they  should  charge  us 
more. 

But  that  fundamentally  doesn't  mean  they  should  discriminate. 

Mr.  French.  Part  of  the  problem  in  rural  America  is  the  compe- 
tition between  Bell  and  MCI.  We  would  like  to  be  able  to  compete. 
We  are  not  in  a  private-line  business.  We  are  in  local  service  and 
message  toll.  Iliis  is  my  reading  of  the  concept  of  "volume  dis- 
count,   an  average  toll  rate. 

If  we  can  participate  on  that  basis,  then  we  will  be  able  to 
participate  in  that  growth,  rather  than  have  it  diverted  over  the 
private-line  services. 

Senator  Holungs.  Mr.  Jones,  you  said  the  percent  of  long-dis- 
tance revenue  from  noncontnbuting  services  has  been  stable;  that 
10  percent  or  so — has  some  proportion  of  traffic  carried  by  the 
services  of  all  long-distance  traffic  also  have  been  stable,  or  has 
that  grown? 

Mr.  Jones.  I  would  suspect  that  the  proportion  of  traffic  has 
probably  grown,  edthough  the  traffic  "is  not  specifically  measured 
over  the  private-line  services.  But  if  you  look  at  the  growth  of 
circuits  as  some  indication,  certainly  the  private-line  circuit  net- 
work has  grown  substantially.  These  facilities  are  generally  dedi- 
cated to  specific  customers  and  therefore  it  is  a  less  efScient  ar- 
rangement than  is  the  commonly  used  intercity  network  that  pro> 
vides  MTS  and  WATS. 

Senator  Hollings.  A.T.  &  T.  has  proposed  to  the  FCC  that  the 
contribution  by  long-distance  traffic  for  local  rates  be  reduced  emd 
ultimately  eliminated.  If  that  is  correct,  why? 

Mr.  Jones.  Once  again,  I  think,  as  Mr.  Bahnson  has  said,  the 
marketplace  will  ultimately  determine  what  kind  of  a  contribution 
or  contribution  level  can  be  afforded  by  the  intercity  carrier.  And 
what  we  suggested  was  a  transition  period. 

We  did  not  explicitly  say  "elimination,  period."  It  may  be  that 
the  marketplace  will  demand  eventual  elimination.  We  are  just  not 
sure  of  that  at  this  point  in  time. 

Senator  Holungs.  Mr.  Bahnson,  Mr.  Jones  has  a  great  deal  of 
trouble  with  S.  611  emd  S.  622,  the  exchange  areas.  You  have 
extensive  local  exchanges.  Do  you  have  similar  problems  with  the 
definition? 

Mr.  Bahnson.  I  have  a  problem  with  relating  it  to  the — for 
example,  it  could  take  in 

Senator  Hollings.  The  statistical  metropolitan  area? 

Mr.  Bahnson.  We  serve  Hawsui.  Honolulu  is  the  area.  So  the 
whole  State  of  Hawaii  could  be  one  exchange  under  that  definition. 
That  does  give  me  a  problem;  ^es,  sir. 

Senator  Holungs.  You  think  it  should  be  smaller  than  that? 
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Mr.  Bahnson.  I  would  think  so. 

Senator  Holungs.  Mr.  Jones,  do  you  have  a  su^estion? 

Mr.  Jones.  As  I  said,  1  think  the  SMSA  may  have  some  value  in 
determining  the  outer  bounds  of  what  should  be  a  total  exchange 
area.  But  I  think  that  we  have  to  reo^nize  that  there  are  a  variety 
of  configurations  out  there  that  perhaps  have  developed  over  time. 
The  exchange  definition  is  one  that  has  come  from  a  technological 
source.  But  I  think,  as  well,  it  is  defined  by  customer  calling  habits 
and  desire's,  and  the  response  by  the  State  commissions  in  provid- 
ing those  calling  patterns  and  calling  arrangements. 

I  am  not  prohibiting  the  use  of  SMSA.  I  just  have  some  reserva- 
tionB  about  it  as  a  single  definition.  I  think,  aa  Mr.  Marshall  said  in 
his  testimony  before  you,  that  we  have  to  look  at  a  transitional 
process  to  £ic|ju8t  these  to  reflect  what  it  is  the  customer  really  is 
looking  for. 

Senator  Rollings.  Mr.  Hatfield,  how  could  a  single  ceiling  for 
access  charge  be  settled  on  a  nationeil  basis  without  either  harming 
some  carriers  whose  costs  are  abnormally  h^h,  or  setting  the 
ceilings  at  such  a  high  level  that  the  ceiling  would  be  meaningless? 

Mr.  Hatfield.  That  is  not  our  position.  Our  position  is  that  the 
ceiling  should  be  set  on  a  State-by-State  basis,  reflecting  the  contri- 
butions that  are  made  today. 

Senator  Hollings.  Elaborate  on  that  in  the  light  of  what  Mr. 
McGowan  said  as  to  the  model  network  he  described  on  the  State- 
by-Stete  basis. 

Mr.  Hatfield.  I  think  our  position  is  fairly  clear,  that  we  feel 
that  if  the  Congress  passes  a  law  that  says  the  States  shall  not 
discriminate,  that  interconnection  is  mandatory,  and  so  forth,  that 
the  States  will  obey  that  law. 

If  they  don't,  then  there  are  remedies  in  the  court.  We  think  the 
legislation  should  mandate  that  very,  very  strongly.  I  under- 
stand  

Senator  Hollings.  Mr.  McGowan? 

Mr.  McGowan.  Even  if  they  did,  basically  it  could  be  structured 
so  that  Bell  is  taking  it  from  one  pocket  and  putting  it  in  the  other. 
That  doesn't  help  MCI  at  all.  Aa  a  matter  of  fact.  Bell  could  have  a 
tremendous  amount  of  funds  flow  from  their  so-called  interex- 
change  system  to  their  local  telephone  company,  because  all  of  the 
cities  in  which  there  is  a  mtyor  wave  of  competition  are  served  by 
the  Bell  system. 

As  long  as  A.T.  &  T.  controls  the  local  exchange  carrier  and  the 
interexchange  carrier,  it  can  play  around  with  those  funds  contin- 
ually until  competition  is  crippled  or  eliminated  and  then  decide 
how  it  really  wants  those  funi&  allocated. 

The  States  can  neither  regulate  nor  control  this  process.  1  don't 
think  they  have  the  capability.  I  don't  think  you  can  mandate 
capability,  or  willingness,  or  competence,  or  steff,  or  support.  I 
don't  think  it  is  possible.  When  it  comes  to  dealing  in  the  regula- 
tory atmosphere,  I  gave  up  believing  in  the  tooth  fairy  a  long  time 
ago. 

Senator  Hollings.  Mr.  Jones? 

Mr.  Jones.  I  guess  I  would  say  that,  alot^  with  Mr.  Hatfield,  I 
think  that  there  would  be  a  counterbalancing  on  the  level  of  the 
access  charge.  If  it  is  too  high,  it  is  going  to  prohibit  the  use  of  the 
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local  exchange.  If  it  is  too  low,  then  it  will  be  perhaps  not  provid- 
ing enough  contribution. 

I  think  really  what  will  determine  the  amount  of  contributdon 
again  is  how  much  Mr.  McGowan  and  I  can  pay  from  the  intern- 
change  service  that  we  provide. 

Senator  Holllings.  Very  good. 

I  think  this  has  been  one  of  the  most  helpful  panels  we  have  had. 

You  say,  Mr.  Jones,  that  there  is  one  step  in  attempting  to 
maintain  universal  service.  The  Bell  System  is  moving  to  measure 
local  service.  How  does  this  jibe  with  the  concern  over  the  ex- 
change definition,  not  applying  to — not  taking  the  caUing  habits 
into  account? 

Mr.  Jones.  1  think  we  would,  under  measured  service.  I  guess  the 
dispute  might  be  over  whether  you  want  to  be  charged  for  each 
individual  unit  of  use.  I  think  the  measured  service  concept  at  least 
would  still  reflect  the  callii^  areas  and  the  time  of  day.  It  has  a 
potential  for  a  great  deal  of  variation. 

I  think  in  some  cases,  however,  there  are  spedTic  State  l^isla- 
tures  which  are  legislating  absolutely  against  that.  The  distin- 
guished Senator  from  Virginia  has  a  legislature  which  has  just 
passed  some  legislation  in  that  r^ard.  It  forecloses  an  option  to 
the  local  telephone  companies. 

Senator  Hoixings.  Well,  I  want  to  thank  each  of  you  on  the 
panel.  We  appreciate  it  very  much.  Does  anyone  wish  to  comment 
further? 

(No  response.] 

Senator  Hqllings.  Thank  you  very  much. 

We  will  be  back  at  2  o'clock. 

pVhereupon,  at  11:40  a.m.,  the  hearing  was  recessed,  to  recon- 
vene at  2  p.m.,  the  same  day.) 

AFTERNOON  SESSION 

Senator  Holungs.  All  right.  Good  afternoon. 

The  hearings  scheduled  for  Tuesday,  May  1,  will  be  held  in  room 
235,  instead  of  6226  as  previously  announced. 

Again,  with  this  panel  we  have  a  time  limitation  of  10  minutes 
for  the  opening  statements,  so  we  can  then  turn  around  and  come 
back  for  discussion  and  questioning  by  committee  members. 

This  yellow  light  shows  when  you  have  1  minute  remaining,  and 
the  red  light  is  when  your  time  has  expired. 

We  have  a  panel  of  Kati  Sasseville,  telecommunications  oflice, 
State  of  Minnesota;  Weldon  W.  Case,  United  States  Independent 
Telephone  Association;  Raymond  Diyack,  Federal  Communications 
Commission;  Milton  Stewart  of  the  Cornelia  Telephone  Co.  of  Cor- 
nelia, Ga. 

We  will  start  with  you  first,  Mr.  Dujack. 
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STATEMENTS  OF  RATI  SASSEVILLE,  TELECOMMUNICATIONS 
OFFICE,  STATE  OF  MINNESOTA,  MINNEAPOLIS,  MINN.; 
WELDON  W.  CASE,  UNITED  STATES  INDEPENDENT  TELE- 
PHONE ASSOCIATION;  RAYMOND  DUJACK,  FEDERAL  COMMU- 
NICATIONS COMMISSION:  AND  MILTON  STEWART,  CORNELIA 
TELEPHONE  CO.,  CORNELIA,  GA. 

Mr.  DuJACK.  Mr.  Chiiirman  and  members  of  the  subcommittee,  I 
appreciate  the  opportunity  to  appear  before  you  to  offer  some  of 
my  comments  on  the  Basic  Exchange  Maintenance  program  as  set 
forth  in  section  222  of  S.  611. 

I  am  with  the  Common  Carrier  Bureau  of  the  FCC,  where  I  am 
Chief  of  the  Cost  Analysis  Branch  in  the  E^conomics  Division.  Our 
charter  includes,  among  other  things,  the  responsibility  for  deter- 
mining the  compatibility  of  existing  separations  and  settlements 
procedures  with  the  competitive  environment  which  has  already 
been  established  by  the  Commission;  namely  in  the  provision  of 
terminal  equipment  and  in  specialized  common  carrier  service. 
My  comments  today  represent  a  personed  viewpoint,  as  a  civil 
servant,  and  do  not  necessarily  reflect  the  views  of  the  Commission 
or  my  Bureau. 

I  have  prepared  my  thoughts  on  two  levels  of  abstraction.  At  the 
first  level,  given  the  mechanism  of  the  HEMP  as  I  perceive  it,  I 
would  like  to  comment  on  the  broad  public  interest  implications  of 
BEMP,  on  the  effects  upon  consumers — from  the  point  of  view  of 
quality — and  on  whether  BEMP  makes  good  economic  sense. 

At  the  second  level,  given  BEMP  as  it  is  currently  defined,  I 
would  like  to  comment  on  the  practical  aspects  of  implementing 
such  a  progrEtm. 

I  would  then  like  to  offer  a  few  suggestions  to  the  subcommittee 
which  I  believe  might  enhance  this  proposed  l^islation  and  which 
might  make  life  easier  for  those  of  us  who  would  have  to  work 
under  it. 

I  would  like  now  to  state  very  briefly  my  perception  of  the 
mechanism  of  the  BEMP  and  then,  given  that  perception,  to  com- 
ment. 

Section  222  would  abolish  the  existing  toll  settlements  procedure, 
whereby  local  operating  companies  derive  toll  service  revenues 
from  the  inter-  and  intrastate  revenue  pools  solely  on  the  basis  of 
costs  derived  by  jurisdictional  separation  procedures. 

Under  current  procedures,  the  more  that  common  plant  costs 
can  be  allocated  to  the  provision  of  toll  service,  the  greater  will  be 
the  toll  service  revenue  withdrawn  from  the  pool  by  a  given  local 
company. 

Under  our  existing  statute,  a  Federal-State  Joint  Board  may  be 
convened  to  change  these  allocative  procedures,  either  to  increase 
or  decrease  the  flow  of  funds  from  the  pool  to  the  LOC.  And  in 
1971,  in  order  to  allow  LOCS  to  keep  a  lid  upon  the  rates  charged 
for  exchange  and  intrastate  toll  service,  a  Joint  Board  did,  indeed, 
act  to  increase  the  flow  of  pool  funds  to  the  local  companies. 
At  that  time  the  subscriber-Iine-use  factor,  SLU,  which  was  used 
to  allocate  certain  exchange  costs  to  toll,  was  intentionally  replaced 
by  SPF,  which  essentially  tripled  the  simount  of  exchange  subscrib- 
er plant  costs  which  could  be  transferred  to  toll  service. 
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Now,  under  the  new  legislation,  the  existing  procedure  for  distri- 
bution of  toll  revenues  would  be  replaced  by  one  which  would 
reimburse  the  local  company  under  a  procedure  involving  two  sep- 
arate payments. 

The  first  payment  comes  from  those  interexchange  carriers  who 
use  exchange  facilities,  who  will  reimburse  local  companies  directly 
through  an  access  cheirge.  Such  access  charges  will  be  bfised  solely 
on  actual  costs — which  I  interpret  to  mean  costs  which  can  be 
assigned  either  directly,  or  by  relative  use,  and  which  will  not 
contain  the  subsidies  inherent  in  the  SPF  factor. 

The  component  of  toll  service  revenue  which  was  formerly  de- 
rived from  the  use  of  subscriber  plant  factor — and  this  is  the 
subsidy  component — will  be  paid  out  under  the  jurisdiction  of  a 
permanent  Federal-State  Joint  Board.  These  funds  will  come  from 
em  exchange  maintenance  fund  which  will  be  created  annually 
from  the  contributions  of  those  interexchange  carriers  which  use 
exchange  facilities. 

This  EMF  will  remain  fixed  in  time.  So  will  the  payments  to  the 
local  company;  and  the  size  of  the  fund  will  be  determined  once 
and  for  all  by  examining  total  toll  service  payouts  during  the  year 
immediately  preceding  enactment  of  the  bill.  Disbursements  to  the 
local  companies  will  be  In  accordance  with  that  amount  of  toll 
service  revenue  received  which  was  attributable  to  subsidies  from 
subscriber  plant  factors. 

Assuming  that  what  I  have  said  is  an  accurate  representation  of 
what  BEMP  is  all  about  and  how  it  works,  I  would  like  to  com- 
ment, first  of  all,  upon  some  of  the  philosophical  foundations  of 
BEMP  as  I  understand  them  in  section  222.  I  would  then  like  to 
comment  on  what  some  of  the  effects  might  be. 

Implicit  in  the  manner  in  which  the  BEMP  is  set  up  and  admin- 
istered is  the  assumption  that  the  subsidies  flowing  from  the  toll 
pool,  which  are  generated  by  the  existing  separations  procedures, 
are  economically  inefficient  and  place  an  unfair  burden  upon  the 
toll  service  user  and  do  not  provide  sufficient  incentive  to  the 
operator  of  local  exchange  service  to  reduce  charges. 

Hence,  exchange  access  charges  would  be  based  on  actual  costs. 
The  implementation  of  such  a  philosophy  would  result  in  an  imme- 
diate decline  in  toll  revenue  to  a  local  company  by  the  amount  of 
the  subsidy  generated  by  the  SPF,  but  the  payout  from  the  fixed 
EMF  will,  in  the  first  year,  make  up  for  the  shortfall  in  revenue. 

As  the  real  value  of  the  fund  declines  with  time,  due  to  inflation- 
ary effects,  local  companies  will  have  economic  impetus  to  stabilize 
profits  by:  One,  reducing  costs  through  operating  efficiencies  and 
new  technology  and  two,  stimulating  interexchange  service  activity. 

Philosophically,  I  think  this  concept  makes  gowl  economic  sense, 
and  it  could,  on  a  nationwide  basis  for  toll  and  exchange  users 
alike,  result  in  better  communications  service  and  lower  costs. 

We  must,  on  the  other  hand,  be  prepared  to  deal  with  departures 
from  the  theoretical  model. 

I  would  like  to  look  at  a  possible  scenario  resulting  from  the 
application  of  BEMP.  In  the  first  year,  the  combination  of  access 
fee  revenues  and  EMF  payouts  should  not  cause  any  serious  loss  in 
total  operating  revenues  to  any  local  company.  There  should,  there- 
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fore,  be  no  discernible  upward  rate  pressures  upon  local  exchange 
service. 

However,  if  access  fee  revenues  do  not  increase  at  a  rate  greater 
than  the  decline  in  the  EMF,  upward  rate  pressures  would  appear. 
And  if  this  were  to  occur,  gentlemen,  it  is  by  no  means  certain  that 
cost-cutting  fixes  or  the  introduction  of  new  technology  will,  in  all 
cases,  prevent  an  increase  in  local  exchange  rates. 

The  subcommittee  should  be  aware,  therefore,  that  in  isolated 
cases,  unrectiiieble  upward  rate  pressures  may  appear,  and  the 
subcommittee  may  wish  to  address  this  in  its  legislation.  I  would 
suggest  some  leinguage  be  added  to  the  bill  which  would  state  the 
congressional  policy  stance  with  respect  to  the  possibility  of 
upward  rate  pressures  upon  local  exchange  services  and  the  possi- 
bility of  any  remedial  action. 

I  would  Uke  now  to  talk  about  the  practicability  of  the  proce- 
dures which  would  be  necessary  to  implement  BEMP  and  aJso  to 
indicate  some  areas  where  we  feel  that  more  exlicit  guidance  from 
the  new  legislation  might  be  desirable.  First,  I  will  address  issues 
associated  with  setting  of  access  charges,  and  then  those  issues 
associated  with  the  administration  of  EMF. 

And,  Mr.  Chairman,  since  I  will  go  over  my  allotted  time  if  I 
cover  all  of  these  issues,  I  will  hit  just  a  few  key  ones  and  the  rest 
is  in  my  written  testimony. 

Senator  Hollings.  Very  well. 

Mr.  OuJACK.  A  key  issue  related  to  the  setting  of  access  charges 
is:  What  type  of  cost  method  is  contemplated? 

It  seems  clear  that  some  type  of  exchange/interexchange  cost 
separations  procedure  will  be  necessary  to  determine  the  costs  of 
interexchange  use  of  exchange  facilities.  And  we  ask,  will  these  be 
relative  use  principles,  similar  to  those  embodied  in  the  1971 
NARUC/FCC  Separations  Manual,  or  will  they  be  cost-causationeJ 
principles,  or  something  else? 

And,  if  these  principles  are  not  to  be  defined  in  the  amendments, 
what  will  be  the  discretionary  power  of  the  Commission  to  deter- 
mine them? 

I  would  Uke  next  to  address  some  practical  problems  having  to 
do  with  the  computetion  and  distribution  of  the  exchange  mainte- 
nance iiind. 

The  size  of  this  pool  will  be  that  amount  representing  the  subsi- 
dy in  excess  of  actual  costs,  due  to  the  use  of  the  SPF  factor,  paid 
out  in  the  year  prior  to  the  enactment  of  l^islation. 

In  order  to  determine  this  amount,  it  will  be  necessaiy  to  exani- 
ine  tiie  records  of  approximately  500  companies  which  use  cost 
separation  studies  as  a  basis  for  obtaining  toll  settlement  revenues. 
And,  using  this  information,  it  will  then  be  necessary  to  compute 
the  toll  service  revenue  which  would  have  been  obtained  had  SLU 
been  used  instead  in  the  allocation  of  the  exchange  plfint. 

And  now  surfaces  a  dilemma  which  must  be  dealt  with.  I  am  not 
sure  it  would  be  logically  feasible  for  a  joint  board  to  perform  this 
task  on  ite  own.  On  the  other  hand,  if  the  carriers  were  to  do  it, 
they  might  rightly  claim  that  they  should  be  allowed  to  flow 
through  to  their  customers  the  cost  of  performing  additional  stud- 
ies. And,  if  the  carriers  do  perform  these  studies  exclusively,  the 
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Joint  board  could  be  faced  with  an  equally  formidable  monitoring 
task. 

Given  these  potential  problems,  I  would  like  to  comment  on  the 
role  of  the  joint  board. 

The  reeponsibilitiea  assigned  to  the  joint  board  must  be  carefully 
balanced  with  the  costs  of  carryii^  out  these  responsibilities. 

There  are  two  very  big  tasks  that  have  to  be  done  on  a  one-time 
basis.  I  just  alluded  to  those. 

Meanwhile,  on  a  continuing  basis,  the  joint  board  must  periodi- 
cally determine  who  pays  what  into  the  pool,  and  periodically 
disburse  [layments  to  the  1,500  compeinies. 

Again,  as  I  said  before,  it  would  be  useful  if  the  subconunittee 
were  to  investigate  the  feasibility  of  a  joint  board  delegating  some 
of  its  responsibilities  to  the  industry. 

And  now  my  bottom  line.  I  would  like  to  conclude  by  saying  that 
the  basic  concept  of  BEMP  is  sound,  and  that  it  meshes  intelligent- 
ly with  the  overall  concept  of  the  proposed  legislation. 

However,  because  of  the  unpredictability  of  certain  economic 
effects,  and  of  potential  implementotion  problems  which  may  not 
ai>pear  until  we  get  hands-on  experience,  the  Commission  and  the 
joint  board  should  be  given  statutory  discretion  to  alter  some  of  the 
rather  specific  formulations  set  forth,  and  also,  in  addition,  to 
elucidate  some  of  the  more  general  principles,  in  order  that  we 
achieve  the  intent  of  Congress  in  an  economic  and  efficient 
manner. 

That  concludes  my  remarks. 

[The  statement  follows:] 

Statement  of  Raymond  L.  Dujack,  Chiep,  Cobt  Analvsis  Branch,  Bconoiucs 
Division,  Federal  Communications  Commisbion 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  appreciate  the  opportunity  to 
appear  before  you  to  offer  some  of  my  comments  on  me  Basic  Exchange  iStiate- 
nance  Prc^am  (BEMP)  as  set  forth  in  Section  222  of  Senate  Bill  611.  I  am  with  the 
Common  Carrier  Bureau  of  the  FCC,  where  I  am  the  Chief  of  the  Cost  AnsJysis 
Branch  in  the  Ek:onomicB  Division.  Our  charter  includes,  among  other  things,  the 
responsibility  for  determining  the  compatibility  of  existing  separations  and  settle- 
ments procedures  with  the  competitive  environment  which  has  already  been  eatab- 
liehed  by  the  Commission  in  the  provision  of  terminal  equipment  and  in  Specialiasd 
Common  Carrier  Service. 

My  comments  today  represent  a  personal  veiwpoint,  as  a  civil  servant,  and  do  not 
necessarily  reflect  the  views  of  the  Commission.  I  have  prepared  my  thoughts  on 
two  levels  of  abstraction:  First,  given  the  mechanism  of  the  BEMP  as  I  perceive  it,  I 
would  like  to  comment  on  the  broad  public  interest  implications  of  BEMP,  on  the 
effects  upon  consumers— from  the  point  of  view  of  cost  and  quality— and  on  whether 
BEMP  makes  good  economic  sense. 

Second,  given  BEMP  as  it  is  currently  denned,  I  would  like  to  comment  upon  the 
practical  aspects  of  implementing  such  a  program.  I  would  then  like  to  offer  a  few 
sufEgestions  to  this  Subcommittee  which  1  believe  might  enhance  this  legislation  and 
which  might  make  life  easier  for  those  of  us  who  would  have  to  work  under  it 

I  would  like  now  to  state  veiy  briefly  my  preception  of  the  mechanism  of  ttw 
BEMP_,  and  then,  given  that  perception,  to  comment. 

Section  222  would  abolish  the  existing  toll  eettlemenU  procedure— whereby  local 
operating  companies  (LOCs)  derive  toll  service  revenues  from  an  inter-  and  intr*- 


Bte  revenue  pool  on  the  basis  of  jurisdictional  separatioos  procedures. 

Under  current  procedure,  the  more  common  plant  coats  can  be  allocated  to  the 
provision  of  toll  service,  the  greater  will  be  the  toll  service  revenue  withdrawn  from 
the  pool  by  a  given  LOC.  Under  our  existing  statute  a  Federal-State  Joint  Bottnl 
may  be  convened  to  change  these  allocative  procedures — either  to  increase  or  to 
decrease  the  flow  of  funds  from  the  pool  to  the  LOC.  And  in  1971.  in  order  to  allow 
LOCs  to  keep  a  lid  upon  the  ratee  charged  for  exchange  and  intra-atat«  toll  service. 
a  Joint  Board  did.  indeed,  act  to  increase  the  flow  of  pool  funds  to  the  LOC^  At  that 
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time,  the  Bubacriber  line  uae  factor  (SLU)  w  .  .      .  ,  

plant  factor  (SPF)  which  essentially  tripled  the  amount  of  exchange  suMcriber  plant 
costs  which  could  be  tnuisferred  to  toll  service. 

Under  the  new  legislation,  the  existing  procedure  for  the  distribution  of  toll 
iwenuM  would  be  replaced  by  one  which  reimbursed  the  l/X  under  a  procedure 
involving  two  separate  payments: 

(1)  'Hiose  interezchange  carriera  who  use  exchange  facilities  will  reimburse  LOC'a 
directlv  through  an  access  cliarge.  This  charge  wiQ  be  subject  to  regulation  by  the 
FCC.  Such  access  charges  will  be  based  solely  on  "actual  costs"  (direct  assignment 
and  relative  use  as  measured  l^y  the  SLU  factor)  and  will  not  contain  the  subsidies 
inherent  in  the  use  of  SPP. 

(2)  The  component  of  toll  service  revenue  which  was  formerly  derived  from  the 
use  of  SPF — the  subsidy  component — will  be  paid  out  under  the  jurisdiction  of  a 
permanent  Federal-State  Joint  Board.  These  funds  will  come  from  an  exchange 
maintenance  fund  (EMF)  which  will  be  created  annually  from  the  contributions  of 
those  interexchange  carriers  who  use  exchange  facilities. 

This  EMF  will  remain  fixed  in  time.  So  will  the  payments  to  each  LOG.  The  size 
of  Che  fund  will  be  determined  once  and  for  all  hy  examining  total  toll  service 
payouts  during  the  year  immediately  preceding  enactment  of  the  Bill.  Disburse- 
ments to  the  IXX^s  will  be  in  scordance  with  the  amount  of  toll  service  revenue 
received  (in  the  year  preceding  enactment)  which  was  attributable  to  subsidies  from 
SPF. 

Assuming  that  what  1  have  said  is  an  accurate  representation  of  what  the  BEMP 
is  all  about  and  how  it  works.  I  would  like  to  comment  on;  (1)  some  of  the 
^iloaophical  foundations  of  the  BEMP  (as  induced  from  the  rationale  of  Section 
222)  and  (2)  what  some  of  the  effects  might  be. 

Implicit  in  the  manner  in  which  the  BEMP  is  set  up  and  administered,  is  the 
assumption  that  the  sidMidiee  flowing  from  the  toll  pool,  which  are  generated  by  the 
eztating  separations  procedures,  are  economically  inefficient  and  place  an  unfair 
burden  upon  the  toll  service  user.  Hence  exchange  access  charges  will  be  based  on 
actual  costs.  The  implementation  of  such  a  philosophy  would  result  in  an  immediate 
decline  in  toll  revenue  to  an  LOO  by  the  amount  of  the  subsidy  generated  by  the 
SPF-— but  the  payout  from  the  fixed  EMF  will,  in  the  first  year,  make  up  for  the 
shortfall  in  revenue.  As  the  real  value  of  the  fund  declines  with  time  (due  to 
inflationary  eflfecta)  LOC'a  will  have  an  economic  impetus  to  stabilize  profits  by  (1) 
reducing  costs  through  operating  efBciencies  and  new  technology,  and  12)  stimulat- 


tions  service  at  lower  costs.  We  must,  on  the  other  hand,  be  prepared  to  deal  with 
departures  from  the  theoretical  model. 

Let  us  look  at  a  possible  scenario  resulting  from  the  ap^ication  of  BEMP.  In  the 
first  year,  the  combination  of  access  fee  revenues  and  EMF  payouts  should  not 
cause  any  serious  losses  in  total  operating  revenues  to  an  IXJC.  There  should 
therefore  be  no  discernible  upward  rate  pressures  upon  local  exchange  service. 
However,  if  access  fee  revenues  do  not  increase  at  a  rate  greater  than  the  decline  in 
the  EMF,  upward  rate  pressures  will  appear.  And,  if  this  were  to  occur,  gentlemen, 
it  is  bv  no  means  certain  that  the  cost-cutting  {ixee,  or  the  introduction  of  new 
technology,  will  prevent  an  increase  in  local  exchange  rates.  No  one  can  predict 
now,  wiui  accuracy,  the  extent  to  which  operating  cost  cutting  measures  or  new 
technology  will  be  effective  within  the  industry.  The  Subcommittee  should  be  aware, 
therefore,  of  the  possibility  that,  in  isolated  cases,  unrectlfiable  upward  rate  pres- 
sures may  appear.  The  Subcommittee  may  wish  to  address  this  in  its  legislation.  1 
would  suggest  that  some  language  be  added  to  the  bill  which  would  state  the 
Congressional  policy  stance  with  respect  to  the  possibility  of  upward  rate  pressures 
upon  local  exchange  services  and  the  possibility  of  any  remedial  action. 

I  would  like  now  to  address  the  practicability  of  the  procedures  which  will  be 
necessary  to  implement  the  EMF,  and  also  to  indicate  some  areas  where  we  feel 
that  more  explicit  guidance  from  the  new  legislation  might  be  desirable.  First,  I  will 
address  issues  associated  with  the  setting  of  access  charges,  and  then  those  issues 
aasodatsd  with  the  administration  of  the  EMF.  Because  I  wish  to  be  brief  I  shall 
depart  from  a  narrative  style  and  address  the  following  issues  one-by-one. 

WHAT  IS  "UNLAWFUL  DISCRIMINATION"? 
Section  222(b)  gives  the  Commission  jurisdiction  over  the  rates  charged  for  access 
to  locaJ  exchange  facilities  b^  the  ioterexchange  carriers  and  states  that  the  Com- 
mission will  have  the  authority  to  prevent  unlawful  discrimination.  The  nature  of 
"unlawful  discrimination"  is  not  defined.  Does  it  refer  only  to  a  departure  from  a 
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WHAT  TYPE  OF  COST  MCTHODOLOGY? 

It  seenu  clear  that  some  type  of  exchange/ in terexchange  coat  separations  iwoce- 
dure  will  be  necessary  to  determine  the  coats  of  intereschange  use  of  exchange 
facilitiee.  Will  these  be  relative  us  principles,  similar  to  thoee  embodied  in  the  1971 
NARUC/FCX}  Separation  Manual,  or  will  they  be  cost-causational  principles?  If 
these  principles  are  not  to  be  deflned  in  the  Amendments,  what  will  be  the  discre- 
Uonaiy  power  of  tiie  Commission  to  determine  them? 

WILL  AVERAGE  SCHEDULE  COMPANIES  DO  COOT  SlUOOSt 


the  other  hand,  if  the  Commiaeion  is  to  have  Jurisdiction  over  the  a 
fees,  it  appears  that  each  of  the  approximai 
niee  would  be  required  to  perform  some  s 

stiy  Bwrnen*  —'-'-'- ' ' 

erable  hardship. 


CALCULATION  OF  THE  EMF 

The  size  of  the  EMF  will  be  that  amount  representing  the  subsidy  in  excess  of 
actual  cost,  due  to  the  use  of  the  SPF  factor,  paid  out  in  the  year  prior  to  Uie 
enactment  of  the  l^islation.  In  order  to  determine  this  amount,  it  will  be  necessaiy 
to  examine  the  records  of  the  approximately  500  companies  which  use  cost  separa- 
tions studies  as  a  basis  for  obtaining  toll  settlement  revenues.  Usin^  this  informa- 
tion it  will  then  be  necessary  to  compute  the  toll  service  revenues  which  would  have 
been  obtained  had  SLU  been  used  instead  in  the  allocation  of  exchange  plant  Now 
surfaces  a  dilemma  which  must  be  dealt  with.  I  do  not  think  that  it  would  be 
logistically  feasible  for  a  Joint  Board  to  perform  this  task  on  its  own.  On  the  other 
hand,  if  the  carriers  were  to  do  it.  they  might  rightly  claim  that  they  should  be 
allowed  to  flow  through  to  their  customers  the  cost  of  performing  the  additional 
studies.  Finally,  if  the  carriers  do  perform  these  studies  the  Joint  Board  might  be 
faced  with  an  equally  formidable  monitoring  task. 

DISBURSEMENT  OF  EUF  FUNDS  TO  PORHES  COOT  COMPANIES 

In  222(c),  where  the  procedure  pertaining  to  the  disburaement  of  EMF  funds  to 
the  former  cost  companies  is  specified,  clarification  is  needed  of  the  language 
referring  to  the  costs  of  providing  service  "solely  on  the  basis  of  relative  use  of 
exchange  facilities  by  excnange  and  interexchange  services".  I  have  made  the  as- 
sumption that  it  means  that  SLU  should  be  substitted  for  SPF. 

DISBURSEMENT  OF  EMF  FUNDS  TO  FORMER  AVERAGE  SCHEDULE  C0MPANIE8 

In  222c(2),  where  disburaement  of  EMF  funds  to  former  average  schedule  compa- 
nies is  described,  the  term  "similarly  situated",  as  it  applies  to  cost  companies, 
needs  more  precise  definition.  If  "similarly  situated"  refers  to  companies  with 
similar  gross  operating  revenues  or  subscriber  populations,  it  might  be  difHcult  to 
find  a  match  since  the  m^ority  of  average  companies  are  considerable  smaller  than 
cost  companies.  This  is,  indeed,  one  of  tiie  reasons  that  these  smaller  companisa 
choose  to  be  on  average  schedules. 

ROLE  OF  JOINT  BOARD 

The  responsibilities  assigned  to  the  Joint  Board  must  be  carefully  balanced  with 
the  cost  of  carrying  out  these  responsibilities.  Two  very  big  tasks  must  be  performed 
on  a  one-time  basis;  Determining  the  size  of  the  EMF  and  determining  the  si»  of 
the  payout  to  approximately  1,500  companies.  On  a  continuing  basis,  the  Joint 
Board  will  be  required  to  (1)  monitor  the  economic  activities  of  the  interexchange 
carriers  in  order  to  determine  the  apportionment  of  contributions  to  the  EMF  and 
(2)  periodically  disburse  the  jpayouts  to  1,500  companies. 

It  might  be  useful,  therefore,  if  the  Subcommittee  staff  were  to  investigate  the 
feasibility  of  the  Joint  Board  delegating  some  of  its  study  effort  and  clerical  work  to 
industry  in  a  manner  similar  to  that  in  which  the  telephone  companies  themselvM 
currently  administer  the  toll  settlements  process. 

I  would  like  to  conclude  by  saving  that  the  basic  concept  of  BEJhlP  is  sound,  and 
that  it  meshes  intelligently  with  tne  overall  concept  of  the  proposed  legialatian. 
However,  because  of  the  unpredictability  of  certain  economic  effects  and  of  potmtial 
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implementation  problems,  the  Commiaaion  and  the  Joint  Board  should  be  given 
statutory  discretion  to  alter  some  of  the  rather  specific  formulations  set  foruth,  in 
ortJer  that  we  achieve  the  intent  of  Confess  in  on  economicially  efficient  mannner. 

Senator  Holungs.  Very  good.  Thank  you,  Mr.  Dujack. 

Next  is  Mr.  Stewart. 

Mr.  Stewart.  My  name  is  H.  Milton  Stewart,  Jr.,  and  I  am 
chairman  and  chief  executive  officer  of  the  Standard  Telephone 
Co.,  Cornelia,  Ga.  I  would  Hke  to  express  my  appreciation  to  the 
chairman  and  members  of  this  subcommittee  for  this  opportunity 
to  appear  before  you  on  behalf  of  my  company. 

I  also  serve  on  the  board  of  directors  of  the  Oi^anization  for  the 
Protection  and  Advancement  of  Small  Telephone  Companies, 
OPASTCO.  and  on  several  committees  of  the  U.  S.  Independent 
Telephone  Association,  USITA,  and  am  chairman  of  the  REA  Bor- 
rowers Committee  of  USITA. 

My  testimony  will  focus  on  the  access  charge  and  bEtsic  exchange 
maintenance  prt^ram,  BEMP,  proposals  In  S.  611  and  S.  622.  It 
may  be  useful  to  give  you  my  own  interpretation  of  the  purposes, 
as  I  perceive  them,  of  the  proposed  legislation. 

My  company  serves  approximately  34,000  telephones  over  a  1.570 
square  mile  area  of  northeast  Georgia  and  is  one  of  1,530  independ- 
ent, or  non-Belt,  telephone  companies  that  provide  service  to  more 
than  one-half  of  the  geographical  area  and  about  one  in  every  five 
telephones  in  the  United  States;  942  of  these  companies,  including 
Standard,  receive  most  of  their  capital  financing  through  the  REA 
te'ephone  lending  program.  There  presently  are  251  cooperatives 
and  691  commercial  REA  telephone  borrowers. 

S.  622  seems  to  have  as  its  goal  the  reduction  of  regulation, 
providing  market  place  competition  in  place  of  regulation  while 
insuring  minimum  universal  voice  grade  telephone  service  at  rea- 
sonable rates.  Similarly,  S.  611  seeks  to  deregulate  and  to  encour- 
age competition  while  insuring  efficient  nationwide  telecommunica- 
tions services,  including  public  services,  at  reasonable  cost. 

We  see  a  clear  case  for  a  regulated,  cost-based  monopoly;  but  we 
also  observe  the  emergence  of  a  competitive,  nonregulated  system 
that  responds  to  market-based  pricing  disciplines. 

Somewhere  in  between  are  the  telephone  companies,  tossing 
about  in  a  turbulent  fluid  that  Congress  hopes  to  stabilize  through 
legislation.  Having  failed  in  my  own  efforts  to  mix  oil  and  water, 
while  watching  my  colleagues  in  the  industry  fail  in  similar  efforts, 
and  observing  the  inability  of  the  regulators  to  perform  this  magic 
feat,  it  will  be  interesting  now  to  observe  Congress  attempt  at 
developing  an  oil  and  water  "solution." 

Turning  to  the  tired  old  analogy  of  the  railroads,  passenger  rail 
service  has  always  been  a  virtual  monopoly.  As  a  means  of  trans- 
porting passengers  from  one  point  to  another,  it  once  flourished  as 
a  profitable  service  of  the  railroads. 

Although  passenger  rail  service  is  no  longer  profitable,  it  still 
remains  a  monopoly.  The  profitable  portions  of  the  passenger  rail 
service  have  migrated  to  other  forms  of  transportation,  but  passen- 
ger rail  service  continues  to  exist  as  a  public  necessity  through 
heavy  Government  subsidization. 

Certain  elements  of  the  American  population  appear  to  require 

ibsidized  transportation,  and  passenger  service  by  rail  has  by 
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default  become  the  combination  of  facility  and  Bervice  by  which 
this  particular  social  objective  is  accomplished. 

It  now  appears  to  be  an  almost  foregone  conclusion  that  a  paral- 
lel of  the  transportation  problem  exists  with  the  provision  of  tele- 
communication service — that  local  telephone  companies  properly 
provide  the  feasible  feicility  and  service  combination  by  which  the 
social  objective  of  "univereal  service  at  affordable  rates"  may  be 
maintained. 

The  question  becomes  one  of  determining  the  proper  mechanism 
to  meet  this  objective  without  constraining  the  more  effective  mar- 
ketplace system  as  a  means  of  providing  improved  advancement  of 
telecommunication  service  offerings. 

This  matter  of  subsidization  of  basic  telephone  service  has  been 
the  crucial  issue  around  which  almost  all  other  issues  within  the 
proposed  legislation  have  revolved.  That  is:  How  may  a  mechanism 
be  developed  which  will  dispose  of  the  universal  service/reasonable 
rate  objective  so  the  gates  may  be  opened  to  competition  in  tele- 
communications? 

Unlike  the  House,  the  Senate  approach— in  both  S.  611  and 
S.  622— has  been  to  modify  the  existing  Communications  Act  to  deal 
only  with  those  items  that  have  become  a  problem  due  to  changes 
in  communication  methods,  technolc^  and  regulation.  I  believe 
this  approach  can  and  should  be  used  in  addressing  the  question  of 
access  to  and  contribution  toward  the  provision  of  local  service. 

I  submit  that  the  present  separations  and  settlements  arrange- 
ment is  a  logical  system  for  allocating  costs  and  revenue  require- 
ments in  a  regulated,  cost-based  monopoly  system.  And,  since  we 
are  addressing  the  matter  of  a  basic  exchange  maintenance  pro- 
gram for  the  purpose  of  supporting  "the  continued  availability  of 
basic  exchange  services  at  affordable  rates,"  it  makes  sense  that 
this  system  be  continued  as  a  means  of  supporting  monopoly  local 
service. 

Of  course  this  does  nothing  to  prevent  the  migration  of  profitable 
telecommunication  business  away  from  the  monopoly  sector  and 
toward  the  competitive  sector,  which  is  free  of  regulation  and  able 
to  respond  to  market-based  pricing — what  the  market  will  bear — as 
opposed  to  cost-based  pricing. 

There  are  methods  of  mitigating  the  problem.  Where  competitive 
service  offerings  are  not  carrying  a  fair  share  of  the  contribution  to 
local  service  as  compared  to  MTS/WATS— and  I  suspect  that  this 
has  been  satisfactorily  demonstrated  in  the  ENFIA  negotiations — 
the  level  of  toll  contribution  to  exchange  operations  must  be  Eidjus1> 
ed  by  burdening  these  competitive  offerings. 

If  that  solution  is  not  adequate  to  assure  the  continuation  of 
"essential"  service— that  is,  universal  availability  of  state-of-the-art 
telecommunications  service  at  affordable  rates — then  additional 
mechanisms  to  achieve  equity  such  as  deloading  of  terminal  appa- 
ratus over  a  reasonable  timeframe  such  as  8  to  10  years  may  be 
necessary. 

It  maikes  sense  that  interexchange  carriers,  including  Bell,  who 
attach  to  local  facilities  for  the  purpose  of  providing  intercity  serv- 
ices, should  pay  an  access  fee  that  is  compensatory  for  the  use  of 
the  facilities. 
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This  includes  an  element  of  contribution  to  support  local  ex- 
change telephone  service.  This  contribution  should  apply  to  private 
line  services  just  as  it  now  does  for  message  toll  service,  for  which 
private  line  services  are  generally  substitutable. 

S.  611  comes  reasonably  close  to  addressing  the  considerations  I 
have  just  cited.  I  would  prefer  not  to  exchange  the  present  method 
of  separations  and  settlement  for  the  process  proposed  by  S.  611, 
nor  would  I  like  to  see  the  contribution  element  capped,  as  the  bill 
proposes. 

I  doubt  that  a  sufficient  case  has  been  made  to  support  decreas- 
ing the  contribution  element.  If  such  a  case  is  made,  I  suggest  that 
gradual  terminal  deloading  would  be  more  desirable  and  would  be 
consistent  with  competition  in  the  terminal  market. 

I  would  be  opposed  to  the  handling  of  funds  through  a  joint 
board,  but  feel  the  industry  should  continue  to  hfmdie  division  of 
its  revenue  under  direct  FCC  oversight  of  the  process. 

I  have  mixed  feelings  about  the  system  of  surcharges  imposed  by 
S.  611  on  all  interexchange  carriers  to  aid  in  the  maintenance  of 
local  exchange  service.  As  the  carrier  of  last  resort,  the  local  tele- 
phone company  is  justified  in  receiving  this  additional  compensa- 
tion to  aid  in  the  atttiinment  of  the  social  objective  of  universal 
service  at  reasonable  rates. 

Similarly,  for  the  good  of  the  community  and  the  Nation,  individ- 
ual taxpayers  support  the  public  schools  whether  or  not  they  use 
the  pubhc  school  system. 

However,  a  discriminatory  contribution  charge  which  applies 
only  to  certain  carriers — that  is,  those  who  voluntarily  choose  to 
connect  to  the  local  exchange — will  create  a  strong,  and  an  eco- 
nomically inefficient  incentive  to  find  ways  not  to  connect  to  the 
local  exchange,  regardless  of  whether  the  local  exchange  is  the 
most  ef^cient  and  cheapest  alternative.  This  is  not  the  way  to 
stimulate  a  truely  competitive  intercity  market. 

We  do  not  require  factories  that  use  their  private  lakes  and  dams 
to  generate  their  own  electricity  to  pay  a  contribution  to  the  power 
companies  to  support  affordable  electric  rates  for  homeowners,  plus 
street  lighting  and  traffic  lights.  Nor  do  we  require  beer  companies 
that  drill  their  own  water  wells  to  support  the  municipal  water 
system  that  installs  the  fire  hydrants  and  fills  the  community 
swimming  pool.  Those  enterprises  are  not  competing  for  water  sum 
electricity  outside  the  local  market  area. 

Much  more  time  should  be  given  to  this  most  important  and 
pivotal  point  of  who  should  contribute  to  local  exchange  support, 
around  which  the  issue  of  universal  service  versus  competition 
revolves. 

Certainly  in  the  short  time  in  which  I  have  been  able  to  develop 
a  response  to  S.  611  and  S.  622,  it  has  been  impossible  to  give  the 
proposals  of  the  bills  the  attention  they  deserve. 

If  universal  service  is  an  important  public  policy,  one  alternative 
would  be  to  have  the  costs  borne  by  all  taxpayers.  But  this  is  not 
the  year  or  political  environment  to  adopt  new  general  taxes  or 
create  a  new  $4  billion  Federeil  Government  grant  progriun. 

Another  alternative  is  to  have  all  who  benefit  from  telecommuni- 
cations share  in  the  cost  of  this  policy.  A  surcharge  to  insure  this 
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happens  must  apply  indiscriminately  to  all  carriers  serving  those 
users. 

This  is  not  a  general  revenue  tax  proposal.  I  believe  those  who 
benefit  from  the  existence  of  state-of-the-art  communications — in- 
cluding universal  access  anywhere  in  the  Nation — should  pay  the 
full  costfi  of  those  benefits,  whether  or  not  they  use  every  carrier, 
every  switch,  every  telephone  cable,  or  every  high-speed  data  link 
available  to  them. 

Putting  the  matter  into  perspective,  I  believe  that  a  major  issue 
is  average  toll  rates.  The  question  has  to  be  addressed  and,  for  the 
record,  I  believe  that  average  rates — that  is,  preventing  rate  dis- 
parities for  services  to  rural  areas  compared  to  urban  areas — must 
be  insured  through  provisions  of  law. 

In  summary,  and  I  will  give  this  matter  further  consideration,  I 
would  suggest  that  some  alteration,  but  not  replacement,  of  our 
present  separations  and  settlement  eurangements  would  be  in 
order  and  that  the  FCC  should  monitor  the  process. 

Let  me  add,  however,  that  placement  of  all  interexchange  service 
under  the  jurisdiction  of  the  FCC,  for  the  purpose  of  coordinating  a 
fair  and  equitable  intrastate/ interstate  rate  structure,  appears  to 
be  needed,  bs  long  as  this  does  not  require  smeill  companies  to 
constantly  be  in  Washington,  D.C.  Stotes  should  continue  to  play  a 
meaningful  role  in  the  process  as  agents  of  delegated  Federal  juris- 
diction to  minimize  regulatory  costs  to  small  companies. 

All  private  lines  must  carry  an  access  charge  that  not  only  is 
compensatory  for  facilities  used,  but  includes  an  element  of  contri- 
bution to  the  basic  exchange  network. 

If  the  contribution  element  must  be  reduced,  gradual  deloading 
of  terminal  apparatus  should  be  the  first,  and  perhaps  only,  ap- 
proach considered.  I  am  reluctant  to  endorse  the  basic  exchange 
maintenance  program  as  described  in  S.  611,  since  I  believe  the 
above  recommendations  would  have  a  far  less  disruptive  effect, 
while  providing  a  framework  within  which  farther  refinements 
could  evolve. 

Finetlly,  merely  as  a  matter  of  information  to  the  subcommittee, 
our  company  has  examined  our  toll  revenue  requirements  for 
1973-77,  and  then  applied  the  BEMP  proposal,  as  we  understand  it, 
for  the  same  period.  In  1977  revenue  under  the  basic  exchange 
maintenance  program  would  have  fallen  14  percent  short  of  our 
actual  separation  and  settlements  revenues  for  that  year. 

Again,  thank  you  for  the  opportunity  to  appear  before  this  sub- 
committee and  for  hearing  my  remarks. 

Senator  Holungs.  Thank  you,  Mr.  Stewart. 

Mr.  Case? 

Mr.  Case.  Mr.  Chairman  and  members  of  the  committee: 

I  am  Weldon  W.  Case,  and  I  am  here  today  representing  the  U.S. 
Independent  Telephone  Association  sis  the  chairman  of  its  Settle- 
ments and  Separations  Committee. 

1  am  also  the  president  of  Mid-Continent  Telephone  Corp.,  a 
telephone  holding  company,  headquartered  in  Hudson,  Ohio,  miich 
through  22  operating  subsidiaries  serves  about  900,000  telephones 
in  12  of  our  Stotes. 

The  following  figures  concerning  the  independent  telephone  in- 
dustry's toll  revenue  are  of  particular  significance  in  light  of  what 
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a  fixed  basis  and  let  the  others  slide.  It's  going  to  be  like  the  three- 
legged  milking  stool  with  one  short  leg,  that  eventually  will  tip  and 
allow  the  thing  to  fall  over. 

USITA  recognizes  that  the  present  separations  and  settlements 
procedures  were  developed  in  a  monopoly  environment  and  prob- 
ably do  deserve  some  modification. 

It's  USITA's  position  that  all  intercity  carriers  certainly  should 
pay  a  universal  service  contribution  and  surcharge  established  by  a 
Federal/State  joint  board  to  cover  whatever  revenue  shortfalls  are 
involved. 

1  think,  in  concluding,  I  should  have  to  say  that  we  of  USITA  are 
opposed  to  the  elimination  of  the  settlements  and  separations  pro- 
cedures, as  we  now  know  them.  We  are  opposed  to — certainly,  we 
caution  against — allowing  the  joint  board  to  administer  any  funds 
that  might  come  along. 

I  thank  you  very  much  for  the  opportunity  to  appear  today. 

[The  statement  follows:] 


Mr.  Chairman  and  members  of  the  Subcommittee.  I  am  Weldon  W.  Case  and  1 
appear  before  you  today  representing  the  United  States  Independent  Telephone 
AwociatJon.  I  am  a  member  of  the  USITA  Board  of  Directors,  an  oflicer — its 
Treasurer,  and  Chairman  of  the  USITA  Settlements  and  Separations  Committee. 

I  am  also  President  of  the  Mid-Continent  Telephone  Corporation,  a  telephone 
holding  company,  headquartered  in  Hudson,  Ohio  which,  through  24  subsidiary 
Operating  telephone  companies,  serves  about  900,000  telephones  in  12  states. 

USITA  is  the  national  trade  association  which  represents  over  1,500  Independent 
(non-Bell)  telephone  companies  providing  local  and  long  distance  telephone  service 
in  over  half  of  the  served  geographical  area  of  the  lower  48  states  and  in  all  of 
Hawaii  and  Alaska,  USITA's  telephone  company  members  range  from  small  "mom 
and  pop"  owned  and  operated  companies  to  our  largest  member,  GTE,  which  serves 
^>proxiinate!y  14.3  million  telephones  in  this  country.  That  many  of  our  members 
Krve  the  rural  areas  of  America  is  illustrated  by  the  fact  that  670  companies  are 
REA  borrowers  and  113  companies  are  cooperatives.  Our  member  operating  tele- 
|A)one  companies  represent  95  percent  of  the  Independent  telephone  industry  in 
terms  of  stations,  97  percent  in  terms  of  gross  revenues  and  96  percent  in  terms  of 
plant  investment.  The  Independent  telephone  industry's  share  of  the  telephone 
industry  in  this  country,  whether  measured  in  terms  of  stations,  revenues,  invest- 
pient,  employees,  et  cetera  ranges  generally  between  one-fifth  and  one.sixth  of  the 
total. 

the  following  figures 

„    .  , ^ _   ,  _   ._   _..  jes  are  of  particular 

lificance  in  light  of  whal  !  perceive  as  major  adverse  impacts  that  S.  bll  and  S. 
622  as  proposed  would  have  on  Independents  in  the  area  of  separations  and  settle- 
jnents.  In  1978  the  Independent  telephone  industrv's  toll  revenues  amounted  to  over 
4Wi  billion  dollars.  This  amount  represents  the  Independent  industry's  share  of  state 
and  interstate  toll  revenues  resulting  from  the  joint  Independent-Bel)  provision  of 
toll  services.  This  amount  also  represents  over  50  percent  of  the  Independent 
Industry's  total  revenues. 

The  remainder  of  this  statement  wil!  deal  with  (1)  an  overall  assessment  of  the 
proposed  Senate  bills  in  the  settlements  and  separations  area,  (2)  comments  on  some 
of  the  specifics  concerning  the  proposed  access  charges  and  the  Basic  Exchange 
Maintenance  Program  IBEMPi  and  (3|  USITA's  views  on  what  the  thrust  of  the 
legislation  should  be  in  the  area  of  separations  and  settlements. 

In  assessing  the  overall  impact  of  the  proposed  legislation  relative  to  separations 
and  settlements  there  are  two  major  concerns.  First,  there  is  the  indication  in  S.  611 
that  the  proposed  access  charge  and  contribution  mechanism  is  intended  to  be  an 
appropriate  and  complete  substitute  for  the  existing  separations  and  settlements 
mocess.  This  proposal  would  leave  the  industry  and  its  regulators  without  a  process 
ror  identifying  for  ratemaking  and  settlements  purposes  a  significant  amount  of 
iioets  incurred  by  operating  telephone  companies  in  the  provision  of  toll  servinw 
Secondly,  we  believe  the  proposed  contribution  mechanisms  will  cause  basic 
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USITA  has  a  great  concern  about  the  basic  exchange  mainte-  I 
nance  prc^am  in  S.  611.  This  concern  relates  primarily  to  the 
fixity  of  the  fund.  Any  fixing  of  the  level  that  ia  used  to  support 
basic  exchange  service  rates  means  that  over  time  the  support  will 
decrease  in  a  relative  sense,  and  basic  exchange  rates  will  have  to 
be  incretised. 

There  seems  to  be  a  presumption  in  the  bill  that  a  phasing  down 
of  the  contribution  level  in  a  relative  sense  will  provide  time  for 
local  telephone  companies  to  find  other  sources  oi^ revenue  to  siu>- 
port  local  service  rates.  While  this  may  be  theoretically  poasime, 
from  a  practical  point  of  view,  the  capping  of  the  contribution  level 
wilt  no  doubt  force  local  telephone  companies  to  increase  basic 
exchange  service  rates.  This  appears  entirely  contrary  to  IJae  stated 
purpose  of  the  proposed  act,  of  making  available,  so  ffir  as  possible, 
to  all  the  people  in  the  United  States,  rapid,  efScient,  nationwide, 
and  worldwide  telecommunications  services  with  adequate  facilities 
at  reasonable  charges. 

I  have  described  and  defined  what  I  believe  to  be  the  functions  of 
the  separations  and  settlements  process.  The  concern  of  the  inde- 
pendent industry  and  of  myself  with  S.  611  is  that  that  does  not 
address  at  least  one-half  of  the  total  cost  and  the  total  revenues 
that  currently  are  a  part  of  the  independent  industry's  revenue 
picture.  I  have  identified  those  items  as:  Ticketing  func^ons,  opera- 
tor ofHce  functions,  emd  the  like. 

And  so  with  only  half  of  the  revenues  even  considered,  our  local 
service  revenues  are  going  to  have  to  be  increased  at  a  rate  of 
about  25  percent  in  order  to  immediately  offset  this  shortfall.  I  call 
attention  to  the  fact  that  the  annual  revenues  per  main  station 
telephone  in  our  own  company  last  year  were  $343.42.  You  can 
easily  compute  what  25  percent  of  that  amount  might  be  in  a  local 
service  rate  increeise  to  immediately  make  up  for  that  shortfall.  To 
my  learned  colleague  on  my  left  representing  the  commission  in 
Minnesota  that  may  pose  some  problems. 

The  other  part  that  has  perhaps  not  been  addressed  properly  is 
the  freezing  of  the  so-called  BEMP  contribution.  As  an  example,  in 
the  last  3V^  years  the  total  contribution  from  toll  cost  per  main 
station  has  risen  from  $3.85  per  month  to  $6.20.  In  the  mere  period 
of  5  years  from  the  freeze  date,  we  would  find  there  would  be 
something  in  the  neighborhood  of  a  40-percent  contribution  short- 
fall. 

And  I  call  your  attention  to  the  fact  that  once  again  we  would 
require  rate  cases  filed  with  the  local  commissions  in  order  to  raise 
local  service  rates  to  make  up  for  that  shortfall. 

The  idea  of  establishing  a  dollar  amount  in  this  rather  volatile 
economy  is  rather  strange  to  me.  If  we  established  the  price  of 
butter  at  $1.02  a  pound — and  I  have  no  idea  whether  that's  the 
right  price — and  we  say,  "From  now  on  that  is  going  to  be  the  price 
of  it,'  we  absolutely  lose  sight  of  the  fact  that  the  cows  may  not 
produce  more  milk  to  get  more  butter,  or  we  may  have  a  technolog- 
ical breakthrough,  or  that  people  may  not  eat  as  much  butter  and 
the  price  may  go  down.  On  the  other  hand,  inflationary  forces  may 
force  it  to  rise. 

So,  I  just  am  not  able  to,  in  any  way,  shape,  or  manner,  justify  in 
my  own  mind  how  we  can  price  one  piece  of  our  revenue  picture  on 
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a  iixed  basis  and  let  the  others  slide.  It's  going  to  be  like  the  three- 
i^ged  milking  stool  with  one  short  leg,  that  eventually  will  tip  and 
allow  the  thing  to  fall  over. 

USITA  recc^nizes  that  the  present  separations  and  settlements 
procedures  were  developed  in  a  monof>oly  environment  and  prob- 
ably do  deserve  some  modification. 

It's  USITA's  position  that  all  intercity  carriers  certainly  should 
ray  a  universal  service  contribution  and  surcharge  established  by  a 
Federal/State  joint  board  to  cover  whatever  revenue  shortfalls  are 
involved. 

I  think,  in  concluding,  I  should  have  to  say  that  we  of  USITA  are 
opPMied  to  the  elimination  of  the  settlements  and  separations  pro- 
cedures, as  we  now  know  them.  We  are  opposed  to — certainly,  we 
caution  against — allowing  the  joint  board  to  administer  any  funds 
that  might  come  along. 

1  thank  you  very  much  for  the  opportunity  to  appear  today. 

[The  statement  follows:] 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Wetdon  W.  Case  and  I 
appear  before  you  today  repreeenting  the  United  States  Independent  Telephone 
Araociation.  I  am  a  member  of  the  USITA  Board  of  Directors,  an  officer — its 
Treasurer,  and  Chairman  of  the  USITA  Settlements  and  Separations  Committee. 

1  am  also  President  of  the  Mid-Continent  Telephone  Corporation,  a  telephone 
holding  company,  headquartered  in  Hudson,  Ohio  which,  tnrouEh  24  subsidiary 
operating  telephone  companies,  serves  about  900,000  telephones  in  12  states. 

USITA  is  the  national  trade  association  which  represents  over  1,500  Independent 
(Don-Bell)  telephone  companies  providing  local  and  long  distance  telephone  service 
in  over  half  of  the  served  ge<wraphical  area  of  the  lower  48  states  and  in  all  of 
Hawaii  and  Alaska.  USITA's  telephone  company  members  range  from  small  "mom 
and  pop"  owned  and  operated  companies  to  our  largest  member,  GTE,  which  serves 
approximately  14.3  million  telephones  in  this  country.  That  many  of  our  members 
aerve  the  rural  areas  of  America  is  illustrated  by  the  fact  that  b70  companies  are 
REA  borrowers  and  113  companies  are  cooperatives.  Our  member  operating  tele- 
phone companies  represent  95  percent  of  tlie  Independent  telephone  industry  in 
terms  of  stations,  9?  percent  in  terms  of  gross  revenues  and  96  percent  in  terms  of 
plant  invesbnent.  The  Independent  telephone  industry's  share  of  the  telephone 
industry  in  this  country,  whether  measured  in  terms  of  stations,  revenues,  invest- 
ment, employees,  et  cetera  ranges  generally  between  one-fifth  and  one-sixth  of  the 
total. 

As  mesnineful  as  the  statistics  I  have  just  mentioned  are,  the  following  fibres 
concerning  the  Independent  telephone  industry's  toll  revenues  are  of  particular 
aupiificance  in  light  of  what  I  perceive  as  m^or  adverse  impacts  that  S.  611  and  S, 
6&  as  proposed  would  have  on  Independents  in  the  area  ot  separations  and  settle- 
ments. In  1978  the  Independent  telephone  industry's  toll  revenues  amounted  to  over 
4  V*  billion  dollars.  This  amount  represents  the  Independent  industry's  share  of  state 
and  interstate  toll  revenues  resulting  from  the  joint  Independent.Bell  provision  of 
toll  services.  This  amount  also  represents  over  50  percent  of  the  Independent 
industry's  total  revenues. 

The  remainder  of  this  statement  will  deal  with  (1)  an  overall  assessment  of  the 
propoeed  Senate  bills  in  the  settlements  and  separations  area,  (2)  comments  on  some 
of  the  specifics  concerning  the  proposed  access  charges  and  the  Basic  E!xchange 
Maintenance  Program  (BEMP)  and  (3)  USITA's  views  on  what  the  thrust  of  the 
leKislation  should  be  in  the  area  of  separations  and  settlements. 

In  assessing  the  overall  impact  of  the  propoeed  l^nslation  relative  to  separations 
and  settlements  there  are  two  major  concerns.  F^rst,  there  is  the  indication  in  S.  611 
that  the  proposed  access  charge  and  contribution  mechanism  is  intended  to  be  an 
appropriate  and  complete  substitute  for  the  existing  separations  and  settlements 
process.  This  proposal  would  leave  the  industry  and  its  r^ulators  without  a  process 


Secondly,  we  believ 
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change  telephone  rates  to  have  to  be  increased  to  the  point  where  the  universal 
service  goal  may  be  threatened. 

Section  222(a)  of  S.  611  calls  for  the  termination  of  existing  juriBdictional  a 
"  he  enactment  of  the  bill  and  for  the  replacem 
a  access  charge  and  a  Basic  Exchange  Maintenance 
..  ..  „  „j  appears  to  indicate  a  failure  to  recognize  that  all 
operating  telephone  companies.  Independent  and  Bell,  incur  costs  associated  with 
the  Joint  provision  of  interexchange  services  which  are  over  and  above  those  related 
U)  access  lines  and  the  contribution  element.  These  other  costs,  to  name  a  few, 
include  manual  and  automatic  toll  switching  costs,  manual  and  automatic  fadl 
message  recording  costs,  interexchange  trunk  plant  costs  and  Commercial  and  Reve- 
nue Accounting  costs  associated  with  toll  service  billing.  The  structure  of  tbe 
network  is  not  one  of  islands  of  local  distribution  facilities  provided  by  operating 
telephone  companies  interconnected  by  interexchange  facilities  owned  and  operated 
solely  by  A.T.  &  T.'s  Long  Line  Department.  To  illustrate  this  point,  for  the 
Independent  telephone  industry,  on  the  average,  only  about  one-half  of  toll  settle- 
ment revenues  relate  to  costs  associated  with  non-traific  sensitive  local  distribution 
facilities  and  the  contribution  element.  To  put  it  simply,  the  basic  function  of 
separations  for  settlements  purposes  is  to  equitably  divide  revenues  from  interex- 
change services  among  the  joint-providers  of  such  services.  Regardleee  of  how  accsM 
chaises  and  contribution  is  handled,  the  need  for  separations  to  divide  these  rev- 
enues does  not  change — the  process  has  to  exist. 

There  is  another  reason  why  the  separations  process  will  be  required  in  the 
foreseeable  future.  The  basic  need  for  separations,  of  course,  is  the  fact  that  most 
telephone  plant  is  jointly  used  in  providing  more  than  one  service  e.g.  local  ex- 
change service,  Bt«te  toll  service  and  interstate  toll  service.  With  the  requirement  of 
the  legislation  to  allocate  all  costs  including  joint  and  common  costs  between  aoa- 
competitive  services  and  competitive  services  or  products,  separations  will  continue 
to  be   a   needed   key   mechanism   for   the   telephone   industry   and   its  regulators. 

While  it  is  understood  that  the  intent  of  S.  622  is  that  jurisdictional  separations 
would  continue  in  much  the  same  manner  as  it  does  today,  except  for  changes 
necessary  because  of  the  proposed  movement  of  the  Federal/State  jurisdictional 
boundary,  this  intent  is  not  clear  from  the  language  of  the  bill  and  should  be 
clarified. 

The  following  are  comments  regarding  the  proposed  access  charges  and  contribu- 
tion mechanisms. 

USITA  is  in  accord  with  the  intent  of  both  Senate  bills  that  carriers  that  inter- 
connect with  local  distribution  facilities  of  the  local  telephone  company  shouM 
make  equitable  payments  for  the  use  of  such  facilities.  Our  interpretetion  of  the 
language  of  both  S.  611  and  S.  622  is  that  such  access  charges  would  include  non- 
tranice  sensitive  costs  at  the  SLU  level  plus  traffic  sensitive  costs  for  local  switclUng 
and  local  trunking.  While  the  language  of  S.  611  indicates  that  there  would  be 
continuing  access  changes  at  levels  set  by  the  FCC,  the  language  in  S.  622  indicates 
that  access  charges  would  end  in  six  years  or  sooner  if  it  was  determined  sud) 
chaises  were  not  needed  to  maintain  reaeonable  voice  grade-telephone  service  and 
promote  improved  service  through  use  of  new  technology.  If  such  termination  ot 
access  charges  is  not  intended,  the  language  in  S.  622  should  be  clarified. 

USITA  has  great  concern  about  the  Basic  Exchange  Maintenance  Program  in  S. 
611,  This  concern  relates  primarily  to  the  capping  of  the  BEMP  fund.  Any  fixing  of 
the  level  of  the  contribution  that  is  used  to  support  basic  exchange  service  rates 
means  that  over  time  this  support  will  decrease  in  a  relative  sense  and  basic 
exchange  rates  will  have  to  be  increased.  There  seems  to  be  a  presumption  in  the 
bill  that  a  phasing  down  of  the  contribution  level  in  a  relative  sense  will  provide 
time  for  local  telephone  companies  to  find  other  revenue  sources  to  support  local 
service  rates.  While  this  may  be  theoretically  possible,  from  a  practical  point  of  view 
the  capping  of  the  contribution  level  will  no  doubt  force  local  telephone  mmpnnki 
to  increase  basic  exchange  service  rates.  This  anpeare  entirely  contrary  to  Uie  stated 
purpose  of  the  proposed  act  "of  making  available,  so  far  as  possible,  to  all  the  pecqile 
of  the  United  States,  rapid,  efficient,  nationwide  and  worldwide  teleconununicationa 
services  with  adequate  facilities  and  reasonable  charaes." 

USITA  understands  that  the  amount  of  the  BEMP  fund,  expressed  in  settlements 
terms,  would  reflect,  for  the  year  preceeding  the  passage  of  t^e  proposed  act,  the 
SPF  settlement  level  minus  the  SLU  settlement  level  times  110  percent.  It  is 
assumed  in  this  calculation  that  intrastate  toll  settlement  amounts  would  be  includ- 
ed  as  well  as  interstete  tell  settlement  amounts.  Based  upon  1978  data,  USITA 
estimates  that  the  Independent  industry  portion  of  the  BEMP  fund  would  amount 
to  approximately  1.4  billion  dollars. 
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Another  aspect  of  the  Basic  Exchange  Maintenance  Program  which  is  of  concern 
to  USITA  is  the  proposal  that  a  special  permanent  Joint  Board  should  have  com- 
plete reaponsiblily  for  adminiatering  the  Program  including  the  collection  and  dia- 
Sraetnent  of  the  fund.  It  appears  that  the  authority  proposed  to  be  given  to  the 
int  Board  in  this  regard  may  be  in  responae  to  criticism  by  entities  outside  the 
telephone  industry  that  the  contribution  element  of  the  separations  and  settlements 
process  should  not  be  administered  by  the  telephone  industry  because  of  the  appar- 
ent fear  that  the  industrj'  would  somehow  miBuse  or  otherwise  abuse  the  process. 
USITA  disagrees  with  this  position  entirely.  The  contribution  element  of  the  exist- 
ing Ozark  separations  procedure  and  of  separation  procedures  that  preceded  Ozark 
have  been  developed  by  joint  participation  of  Federal  and  State  r^ulators  and  the 
telephone  industry  and  has  been  in  the  past  and  is  today  subject  to  constant 
oversight  by  both  Federal  and  State  regulators  through  ratemaking  proceedings.  It 
ia  USITA 's  position  that  access  charges  and  any  contribution  that  is  necessary  to 
support  basic  telephone  rates  should  be  determined  by  a  Federal/State  Joint  Board 
but  administered  oy  the  industry^  with  Joint  Board  oversight. 

Addressing  now  the  contribution  component  of  the  access  charge  proposed  in  S. 
622,  USITA  oelieves  there  is  no  question  it  is  needed  and  no  question  the  need  will 
continue  beyond  six  years.  Let  me  illustrate  this  point.  Several  ^eara  ^o.  a  USITA 
separationH  research  task  force  determined  that  the  use  of  existmg  SPF  separations 
procedures,  as  compared  to  the  use  of  SLU  procedures,  contributed  on  the  average 
■bout  13.85  per  month  per  main  station  from  toll  services  to  help  maintain  reason- 
able basic  exchange  service  rates.  This  amount,  applicable  to  the  Independent 
telephone  industry,  was  based  upon  a  1974/1975  level  of  biuiness.  The  same  calcula- 
tion, based  upon  a  1978  level  of  business,  shows  that  the  contribution  amounted  on 
ihe  average  to  about  $6.20  per  month  per  main  station.  This  support  explains  to  a 
Im^e  d^ree  why  telephone  companies  have  been  able  to  keep  requests  for  increases 
b  basic  exchange  service  rales  modest  Withoul  this  support,  this  revenue  will  have 
to  come  from  local  ratepayers  through  higher  basic  exchange  service  rates. 

USITA  recognizes  that  the  present  separations  and  settlements  procedures,  which 
were  developed  in  a  monopoly  environment,  need  certain  modifications  to  function 
iroperly  in  a  competitive  environment.  However,  these  modifications  need  not  be 
jnd  should  not  be  as  drastic  as  those  envisioned  by  Ihe  Senate  bills.  What  we  see  as 
deeded  is  a  modification  of  the  present  separations  process  whereby  access  line  costs 
and  r^ulated  basic  local  service  and  basic  intercity  service  costs  can  be  separately 
identified.  Access  line  charges  applicable  equitably  to  all  intercity  carriers  connect- 
ing to  the  local  telephone  company  distribution  facilities  should  be  determined  by  a 
Federal/State  Joint  Board.  If  revenues  from  access  charges  and  reasonable,  afforda- 
Ue  basic  local  and  basic  intercity  services  are  not  sufficient  to  cover  revenue 
tequirements  of  these  services,  it  is  USITA's  position  that  all  intercity  carriers 
«faould  [»8y  a  universal  service  (contribution!  surcharge  established  by  a  Federal/ 
%ate  Joint  Board  to  cover  the  revenue  shortfall.  Intercompany  settlement  arrange- 
nents,  including  revenues  associated  with  access  charges  and  any  universal  service 
lurcharge  should  be  administered  by  the  industry  with  regulatory  oversight  through 
B  Federal/State  Joint  Board. 

Thank  you  for  the  opportunity  to  express  USITA's  views  on  this  very  important 
Inatter.  I'm  sure  we  share  the  belief  that  separations  and  settlements  is  one  of  the 
key  policy  areas  to  be  addressed  in  any  new  communications  legislation. 

Senator  Holungs,  Thank  you,  Mr.  Case. 

Ms.  Sasseville. 

Ms.  Sasseville.  Mr.  Chairman,  thank  you  for  inviting  me  to  this 
very  important  meeting.  You  are  dealing  with  issues  that  strike 
close  to  the  heart  of  some  of  our  most  profoundly  held  values.  The 
i^ue  of  competition  is  the  issue  of  individual  rights  and  liberties; 
The  right  to  own  property  and  freely  choose  how  to  use  it.  And  the 
issue  of  universal  service  is  the  issue  of  the  right  of  every  Ameri- 
can to  have  equal  access  to  an  essential  service  that  can  mean  the 
difference  between  life  and  death. 

When  we  deal  with  such  issues,  it  is  often  difficult  to  separate 
the  issues  from  the  nonissues,  and  I  would  like  to  separate  out  the 
chafT  from  the  wheat.  Although  everyone  now  agrees  competition  is 
here  to  stay,  State  legislators  remain  concerned  that  proposed  leg- 

Iislation.  the  deregulation  of  interstate  traffic  on  lower  density 
iroutes  could  take  place  before  full  and  fair  competition  was  a 


realistic  prospect.  We  need  to  guard  against  de  jure  competition  in 
the  absence  of  de  facto  competition. 

In  rural  areas,  especially,  basic  exchai^e  service  could  be  dam- 
aged by  such  an  eventuality.  The  key  to  resolving  this  problem 
appears  to  lie  in  the  timefreune  which  Congress  provides  for  transit 
tion  from  regulated  mono[K>ly  to  free  and  fair  competition.  The 
timeframe  and  the  flexibility  of  conditions  under  which  we  protect 
the  emergency  of  incipient  competition  are  crucial.  I  believe  that 
the  timeframes  in  S.  611  need  to  be  lengthened  and  additional 
flexibility  established. 

A  nonissue  which  has  sidetrEtcked  us  in  the  debate  is  whether 
rural  telephony  shall  survive.  Of  course,  it  is  in  the  national  inter- 
est to  provide  efHcient,  reliable  telecommunications  services  for 
rural  America,  emd  at  just  and  reasonable  rates.  And  if  that  re- 
quires subsidy,  we  should  expressly  subsidize.  And  in  this  respect, 
S.  611  recognizes  that  this  nonissue  which  has  so  distracted  us 
must  at  last  be  set  aside. 

However,  I  am  not  convinced  that  the  bill  adequately  deetls  with 
the  real  issue,  which  is,  of  course,  how  do  we  protect  the  ability  of 
the  companies  in  question  to  meet  our  communications  goeils,  given 
the  reality  of  competition.  Let  us  pray  that  the  fate  of  the  rural 
branch  rail  line  is  not  the  fate  of  the  nominedly  competitive  toll 
line  from  Wadena  to  Bemidji- 

While  section  222  goes  in  the  r^ht  direction,  I  think  it  fails  to 
adequately  recognize  that  there  is  a  link  between  cost-based  settle- 
ments and  the  need  for  subsidies  in  certain  rural  areas,  and  that 
only  the  State  commissions  have  the  proximity  to  understand  aad 
resolve. 

In  any  chaise  to  the  present  separations  and  settlements  system, 
I  would  propose  that  settlements,  or  cost-allocated  local  exchange 
payments,  as  I  would  prefer  to  call  them,  should  be  handled  by  and 
through  the  State  regulatory  commissions  so  that  the  special  needs 
of  rural,  low-density,  difficult  terrain  or  other  special  exchanges 
CEin  be  considered.  But  again,  I  suggest  that  flexibility  and  an 
adequate  timeframe  will  be  necessary  to  work  out  these  problems 
in  the  public  interest. 

Third,  let  me  pose  another  nonissue  and  its  concomitant  real 
issue — and  now  I  think  we  are  getting  to  the  heart  of  the  matter. 
Whether  competitive  services  should  be  priced  at  cost  is  a  nonissue. 
How  we  price  at  cost  is  the  issue. 

The  competitors  in  the  market  will  price  at  cost.  They  will  price 
at  marginal  costs.  And  if  they  wish  to  ei^age  in  emticompetitive 
activity  they  will  price  below  marginal  costs  on  certain  items  and 
make  it  up  on  others. 

So  I  say  the  real  issue  is  how  we  define  costs.  How  we  allocate 
costs  and  how  we  price  services  so  as  to  maintain  economic  efficien- 
cies and  equity  between  basic  and  vertical  services,  between  local 
and  interexchange  services,  between  competitive  and  monopoly 
markets  and  between  customer  classes.  And  here  S.  611  has  made  a 
significant  contribution  to  the  protection  of  the  local  exchange 
integrity  by  mandating  a  new  system  of  accounts. 

One  of  the  most  frustrating  aspects  of  being  a  State  regulator  is 
the  feeling  that  under  the  present  system  we  cannot  discover  with 
any  kind  of  certainty  where  there  are  subsidies  existing,  because 
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the  concepts  of  cost  accounting,  functional  accounting,  and  ex- 
chai^e  accounting  are  alien  to  the  industry.  Yet,  without  them, 
r^ulators  cannot  claim  to  truly  understand  the  effects  of  our 
actions. 

But  however  important  it  is  that  this  task  be  undertaken,  it  is 
more  important  that  it  not  be  undertaken  in  a  hurried  manner 
with  inadequate  input  from  all  the  interested  parties. 

Revising  the  uniform  system  of  accounts  is  a  complex  and  enor- 
mous endeavor,  and  it  is  so  central  to  all  the  other  issues  that  I 
believe  it  should  be  completed  prior  to  moving  on  to  any  other 
aspect  of  deregulation.  No  other  issue  contemplated  in  this  legisla- 
tive proposal  can  be  undertaken  with  confidence  in  the  absence  of 
appropriate  and  acceptable  accounting  practices. 

Related  to  cost  accounting  is  another  real  issue  and  its  shadow 
nonissue.  We  have  debated  fruitlessly  the  nonissue  of  whether  local 
exchanges  should  be  deprived  of  separations  and  settlements  and 
forced  to  double  rates  for  local  service.  I  claim  that  is  a  nonissue 
because  it  contains  two  erroneous  assumptions:  First,  that  settle- 
ments actually  recover  the  costs  of  providing  interexchange  access; 
and  second,  that  they  represent  the  only  means  to  do  so.  Neither 
assumption  is  valid. 

Now,  this  is  a  highly  flammable  issue  in  State  regulatory  circles, 
and  I  am  going  to  incur  the  wrath  of  all  my  peers  if  I  fail  to 
carefully  define  what  I  think  the  real  issue  is  here.  I  refuse  to  refer 
to  settlements  or  to  toll  revenues  as  subsidies,  because  the  fact  is 
they  are  intended  to  recover  from  toll  users  their  share  of  operat- 
ing a  system  which  allows  us  to  initiate  and  complete  their  toll 
calling.  The  toll  network  would  be  useless  if  the  local  exchanges 
were  not  required  to  provide  an  interconnection,  and  toll  use  at  the 
local  exchange  does,  in  fact,  impose  costs  and  burdens  on  the  local 
system  and  its  users.  And  it  is  fair  and  reasonable  to  expect  these 
costs  to  be  paid  and  those  burdens  compensated  even  though  sepa- 
rations and  settlements  are  not  based  on  precise  cost  determina- 
tions. 

But  I  have  not  answered  the  question  I  posed:  What  is  the  real 
issue  here?  It  is  simply  that  the  present  system  of  separations  and 
settlements  will  not  work  in  a  world  of  expanding  competition 
where  new  entrants  will  price  at  marginal  costs. 

Thus,  we  need  to  find  a  system  that  will  accomplish  several 
goals:  It  must  appropriately  define  the  costs  of  facilities  and  oper- 
ations, jointly  and  commonly  used  to  provide  both  intra-  and  inter- 
exchange services.  It  must  find  a  way  to  recover  these  costs  fairly 
from  all  users,  whether  or  not  they  use  the  interexchange  network 
to  complete  their  calls.  And  it  must  find  a  means  to  distribute 
these  revenues  to  the  local  exchanges  in  a  manner  that  is  not  only 
costoriented  but  that  is  fair  emd  equitable  and  which  will  not 
introduce  incentives  either  to  overinvest  or  to  underinvest. 

In  other  words,  we  must  find  a  system  that  is  consistent  with  the 
goals  of  the  Communications  Act  and  of  this  committee  and  of  the 
State  regulators  of  exchange  service. 

And  let  me  say  here  that  I  think  section  222  makes  another  fine 
contribution  because  it  does  identify  this  real  issue.  Again,  howev- 
er, I  feel  that  the  issue  is  far  more  complex  than  the  legislation 
appears  to  assume.  We  cannot  quickly  emd  etisily  slide  from  one 
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system  to  another  just  because  we  want  to.  A  lot  more  study  is 
needed  to  determine  the  best  means  to  identify  and  define  coats 
and  to  find  a  procedure  that  bidances  the  meuiy  conflicting  inter 
ests  and  goals  in  a  manner  that  is  both  efficient  and  just.  Flexibil- 
ity is  the  key. 

My  personal  view  of  the  proper  allocation  of  costs  between  inter- 
and  intraexchai^e  services  is  that  complicated  formulae  fire  unnec- 
essary.  They  confuse  and  create  economic  dietocations  when  they 
change. 

Let  me  suggest  a  system  that  would,  I  think,  be  simple  and 
equiteble.  We  should  recognize  that,  except  for  interconnection, 
both  the  local  exchange  system  and  the  interexchange  system 
would  have  to  separately  incur  the  total  costs  of  replicating  the 
local  exchemge.  And  so  would  each  and  every  competitive  provider 
of  interexchange  service.  It  is  precisely  to  avoid  these  exorbitant 
costs  of  duplication  that  local  monopolies  were  established  and 
protected  by  Stete  and  Federal  law  in  the  first  instance.  On  oppor- 
tunity-cost principles,  therefore,  it  seems  economically  correct  and 
fair  that  intra-  and  interexchange  users  should  share  equally  ^e 
costs  of  providing  joint  emd  commonly  used  facilities  and  oper^ 
ations.  A  50-50  cost  allocation  would  provide  a  simple,  equitable, 
aad  permanent  solution  to  this  particular  problem. 

Finally,  let  me  discuss  the  question  of  the  role  of  the  States.  The 
State  regulators  with  whom  I  have  spoken  are  concerned  that 
Congress  will  not  allow  a  sufficiently  long-timeframe  or  sufficient 
procedural  flexibility  to  accomplish  our  mutual  aims  in  an  appro- 
priate manner.  We  are  concerned  that  a  too-rigid  and  too-early 
attempt  to  shift  from  an  obsolete  monopolized  market  to  a  de  jure 
competitive  market  in  the  absence  of  de  facto  free  and  fair  compe- 
tition may  bring  about  adverse  and  unemticipated  consequences. 

However,  I  feel  that  the  bill's  provision  for  a  permanent  joint 
board  offers  the  answers  to  the  proolem  I  have  suggested.  A  perma- 
nent joint  board  if— but  only  if^it  were  adequately  funded  and 
staffed  could  take  step  one.  It  could  set  about  immediately  to  assist 
the  FCC  in  a  task  they  have  begun,  to  revise  the  uniform  system  of 
accounts.  Once  accomplished,  we  would  have  the  means  to  discrimi- 
nate between  improper  interclass,  interservice,  and  intermarket 
subsidies,  and  then  we  could  begin  to  take  some  of  the  other  steps 
this  bill  proposes. 

I  strongly  encourage  the  immediate  creation  of  a  permanent 
joint  board  with  its  own  independent  staff.  If  such  a  board  is 
created  and  begins  work  immediately,  we  will  be  well  on  our  way 
to  resolve  the  problems  we  have  discussed  for  years. 

Thank  you. 

[The  statement  follows:] 


Mr.  Chairman,  members  of  the  committee,  ladies  and  gentlemen,  thank  you  for 
inviting  me  to  this  very  important  hearing,  and  for  the  opportunity  to  put  on  the 
record  my  views  about  the  great  telecommunications  issues  with  which  you  are 
contending. 

You  are  dealing  with  issues  that  strike  close  to  the  heart  of  some  of  our  moat 
profoundly  held  values.  The  issue  of  competition  is  the  issue  of  individual  rishta  and 
liberties— the  right  to  own  property  and  freely  choose  how  to  use  it.  And  the  issue 
of  universal  service  is  the  issue  of  the  right  of  every  American  to  have  equal  access 
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to  an  essential  service  that  can  mean  the  difference  between  life  and  death.  In 
modem  life  the  ability  of  the  state— the  township  or  the  city— to  protect  the  health 
and  safety  of  its  citizens— is  contingent  upon  their  access  to  reliable  telephone 
service.  These  are  gut  issues  and  it  is  no  wonder  that  the  prospect  of  change  in  the 
telecommunications  industry  is  such  a  threatening  prospect  to  so  many.  But  the 
tensions  that  competition  has  introduced  are  real.  The  world  is  changing,  and  you 
are  courageously  recognizing  your  responsibility  to  face  and  resolve  these  issues  in 
the  interests  of  all  Americans. 

But  when  we  deal  with  such  fundamental  issues  it  is  often  diflicult  to  separate 
out  the  non-issues  from  the  real  issues,  and  1  think  that  the  debate  in  recent  years 
has  too  often  begged  down  on  extraneous  questions  and  obsecured  the  real  issues. 

So  I'd  like  to  try  to  separate  out  the  chaff  from  the  wheat. 

First  of  all,  the  question  is  not  whether  we  want  competition.  Competition  is  here 
to  stay.  There  is  a  competitive  imperative  that  says.  If  you  can  figure  out  a  way  to 
make  a  buck  by  doing  a  job  for  me  and  saving  me  money  at  the  same  time,  we're 
going  to  get  together,  and  articifial  constraints  may  stow  us  down,  but  they  aren't 
going  to  stop  ua.  And  that's  what  the  new  technologies  have  meant.  And  thank 


heaven,  all  the  actors  finally  seem  to  have  recognized  that  competition  c 
k^t  out  of  communications  be  governmental  fiat.  And  should  not  be.  However,  tne 
effort  to  protect  monopoly  from  the  incursions  of  competition  has  left  a  debris  in 
which  the  real  issue  is,  almost  buried.  And  that  issue  is  which  are  the  markets 
where  competition  will  flourish  in  the  absence  of  governmental  constraints,  and 
which  are  the  markets  where  the  potential  for  competition  will  not  be  realized 
simply  by  deregulation? 

AJid  that  is  a  very  important  question,  because  if  a  law  is  framed  which  fails  ti 
'arfsi-     '*-    -   -' '-' •--•-  -^' 


distinguish  between  those  kinds  of  situations,  the  provisions  which  allow  fair  compe- 
tition in  the  one.  will  only  serve  to  spur  monopoly  toward  unfair  and  exploitive 
tactics  in  the  other.  And  allow  is  to  engage  in  anti-competitive  activity  which  will 
ensure  its  dominance  of  Its  markets  in  perpetuity. 

State  regulators  remain  concerned  that  under  the  proposed  legislation  the  deregu- 
lation of  inter-city  traffic  on  lower  density  routes  could  take  place  before  full  and 
fair  competition  was  a  realistic  pro.  We  need  to  guard  against  de  jure  competition  in 
the  absence  of  de  facto  competition. 

The  key  to  resolving  this  problem  appears  to  lie  in  the  time  frame  which  Congress 
provides  for  transition  from  regulated  monopoly  to  free  and  fair  competition.  The 
time  frame  and  the  conditions  under  which  we  protect  the  emei^nce  of  incipient 
competition  are  crucial.  The  time  frames  in  611  need  to  be  lengthened  and  addition- 
al flexibility  established. 

Another  nonissue  which  has  sidetracked  us  whether  rural  telephony  shall  sur- 
vive. Of  CDUise,  it  is  in  the  national  interest  to  provide  efficient,  reliable  telecommu- 
nications services  for  rural  America,  and  at  just  and  reasonable  rates.  And  if  that 
requires  subsidy,  we  should  expressly  subsidize.  And  in  this  respect  S.  611  recognizes 
that  this  non-issue  which  has  distracted  us  must  be  set  aside.  However,  I  am  not 
convinced  that  S.  611  adequately  deals  with  the  real  issue  which  is.  of  course,  how 
do  we  protect  the  ability  of  the  companies  in  question  to  meet  these  goals,  given  the 
reality  of  competition? 

While  Section  222  goes  in  the  right  direction,  1  think  it  fails  to  recognize  that 
there  is  a  link  between  coet-based  settlements  and  the  need  for  subsidies  in  certain 
rural  areas,  and  that  only  the  State  Commissions  have  the  proximity  to  understand 
and  resolve  the  problem  of  that  link.  In  any  change  to  the  present  separations  and 
settlemente  system  I  would  propose  that  settlements— or  cost-allocated  local  ex- 
change payments"  as  I  would  prefer  to  call  them,  should  be  handled  by  and  through 
the  state  r^culatory  commissions,  so  that  the  special  needs  of  rural,  low  density, 
difficult  terrain  or  other  special  exchanges  can  be  considered.  But  again.  I  suggest 
that  flexibility  and  an  adequate  time  frame  will  be  necessary  to  work  out  these 
problems  in  the  public  interest- 
Third,  let  me  pose  another  non-issue  and  it  concomitant  real  issue.  (And  now,  I 
think  we  are  getting  to  the  heart  of  the  matter.)  Whether  competitive  services 
should  be  priced  at  cost  is  a  non-issue.  How  we  price  at  cost  is  the  issue.  The 
competitors  in  the  market  will  price  at  cost.  They  will  price  at  marginal  costs.  And 
if  they  wish  to  engage  in  anti-competitive  activity  they  will  price  below  marginal 
coets,  on  certain  items  and  make  it  up  on  others.  3o,  1  say  the  real  issue  is  how  we 
define  costs,  how  we  allocate  costs  and  how  we  price  services  so  as  to  maintain 
economic  efficiencies  and  equity  between  basic  and  vertical  services,  between  local 
and  inter-exchange  services  and  between  competitive  and  monopoly  markets.  And 
between  customer  classes.  And  here  S,  611  has  made  a  significant  contribution  by 
mandating  a  new  system  of  accounte. 
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One  of  the  moat  frustrating  aspects  of  being  a  state  regulator  is  the  feeling  that 
under  the  present  system  we  cannot  discover  with  any  kind  of  certain  where  there 
are  subsidies  existing.  Because  the  concepts  of  cost-accounting,  functional  account- 
ing and  exchange  accounting  are  alien  to  the  industry.  Yet  wiuiout  them,  r^pilaton 
cannot  truly  claim  to  understand  the  effects  of  their  actions. 

But  however  important  it  is  that  this  tasti  be  undertaken.  It  is  more  important 
that  it  not  be  undertalcen  in  a  hurried  manner  with  inadequate  input  from  all  the 
interested  parties.  Revising  the  uniform  system  of  accounts  is  a  complex,  an  enor- 
mouB  endeavor.  And  it  is  so  central  to  all  other  issues  that  1  believe  it  should  be 
completed  prior  to  moving  on  to  any  other  aspect  of  deregulation.  No  other  issue 
contemplated  in  this  t^pstative  proposal  can  be  undertaken  with  confidence  in  the 
absence  of  appropriate  and  acceptable  accounting  practices. 

Related  to  the  issue  of  cost  accounting  is  another  real  issue  and  its  shadow  non- 
issue.  We  have  debated  fruitlessly  the  non-issue  of  whether  local  exchangee  should 
be  deprived  of  separation  and  settlements  and  forced  to  double  rates  for  local  serv- 
ices. I  claim  that  is  a  non-issue  because  it  contains  two  erroneous  assumptions: 
First,  that  settlements  recover  the  costs  of  providing  inter-exchange  access,  and 
second,  that  they  represent  the  only  means  to  do  so.  Neither  assumption  ia  valid. 

Now  this  is  a  highly  flammable  issue  in  State  regulaton'  circles,  and  I  am  going 
to  incur  the  wrath  of  all  my  peers  if  I  fail  to  carefully  define  what  1  think  the  real 
issue  is  here.  I  refuse  to  refer  to  settlements,  or  to  toll  revenues,  as  subsidies. 
Because,  the  fact  is  that  they  are  intended  to  recover  from  toll  users  their  "Fair 
Share"  of  operating  the  system  which  allows  them  to  initiate  and  complete  their  toll 
calling,  the  toll  network  would  be  useless  if  the  local  exchangee  were  not  required  to 
provide  an  interconnection,  and  toll  use  of  the  local  exchange  does  in  fact  impoM 
costs  and  burdens  on  the  local  system  and  its  users,  and  it  is  fair  and  reasonable  to 
expect  those  costs  to  be  paid  and  those  burdens  compensated,  even  though  separa- 
tion and  settlements  are  not  based  on  precise  cost  determinations. 

But  I  have  not  fully  answered  the  question  I  posed:  What  is  the  real  issue  here?  It 
is  simply  that  the  present  system  of  separation  and  settlements  will  not  work  in  a 
world  of  expanding  competition  where  new  entrants  will  price  at  mai^inal  costs. 
Thus,  we  n^  to  find  a  ^stem  that  will  accomplish  several  goals:  It  must  appropri- 
ately define  the  costs  of  facilities  and  operations  jointly  and  commonly  used  to 
provide  both  intra  and  inter  exchange  services.  It  must  find  a  way  to  recover  theae 
costs,  fairly,  from  all  users,  whether  or  not  they  use  the  inter-exchange  network  to 
complete  their  calls;  and  it  must  find  a  means  to  distribute  these  revenues  to  the 
local,  exchanges  in  a  manner  that  is  not  only  cost-oriented,  but  that  is  fair  and 
equitable,  and  which  will  not  introduce  incentives  to  over-invest  or  to  under-inveat. 
In  other  words,  a  system  that  is  consistent  with  the  goals  both  of  the  Communica- 
tions Act,  and  of  this  committee,  and  of  the  State  regulators  of  exchange  service. 

And  let  me  say  here  that  1  think  section  222  is  another  fine  contribution  because 
if  identifies  the  real  issue.  Again,  however,  I  feel  that  the  issue  is  far  more  complex 
than  the  legislation  appears  to  assume.  We  cannot  quickly  and  easily  slide  from  one 
Bvstem  to  another  just  because  we  want  to,  A  lot  more  study  is  needed  to  determine 
tne  best  means  to  identify  and  define  costs  and  to  find  a  procedure  that  balances  the 
man^  conflicting  interests  and  goals  in  a  manner  that  is  both  efficient  and  juaL 
Flexibility  is  the  key. 

My  personal  view  of  the  proper  allocation  of  costs  between  inter  and  intro- 
exchange  services  is  that  complicated  formulae  are  unnecessary.  They  confuse  and 
create  economic  dislocations  when  they  change.  Let  me  suggest  a  system  that  would, 
I  think  be  both  simple  and  equitable.  We  should  rect^nize  that  except  for  intercon- 
nection. Both  the  local  exchange  system  and  the  inter  exchange  system  would  have 
to  separately  incur  the  total  costs  of  replicating  the  local  exchange.  And  so  would 
each  and  every  competitive  provider  of  inter-exchange  service.  It  is  precisely  to 
avoid  these  exorbitant  costs  of  duplication  that  local  monopolies  are  established  and 
protected  by  State  and  Federal  law  in  the  first  instance.  On  opportunity  cost 
principles,  therefore  it  seems  economically  correct,  and  fair,  that  intra  and  inter- 
exchange  users  should  share  equally  the  costs  of  providing  joint  and  commonly  used 
facilities  and  operations.  A  ftfty-ftfty  coat  allocation  would  provide  a  simpte.  equita- 
ble and  permanent  solution  to  this  particular  problem. 

Finally,  let  me  dicuss  the  question  of  the  rote  of  the  States.  We  are  gratified  that 
S.611  recognizes  the  essential  role  of  the  States  in  regulating  local  excnaiwe  service 
and  in  defining  such  service.  State  r^ulators  are  willing  to  work  with  Federal 
officials  in  further  delineating  and  defining  the  many  specific  problems  that  will 
need  to  be  addressed  before  these  complicated  issues  can  be  finuly  resolved  in  the 
public  interest.  The  goals  of  the  Communications  Act  reafTirmed  here  are  also  the 
goals  of  the  State  Communications  Act,  It  is  our  mutual  goal  now  to  devise  proce- 
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Aires  which  will  continue  to  advance  those  goals  while  at  the  same  time  ofTering 
protection  to  a  developing  competitive  communications  market. 

The  state  regulatora  with  whom  I've  spoken  are  concerned  that  Congress  will  not 
allow  a  BufTiciently  long  lime  frame  or  sufficient  procedural  flexibility  to  accomplish 


mutual  aims  in  a  appropriate  manner.  We  are  concerned  that  a  too  rigid  and 

early  attempt  to  shift  from  an  obsolete  monopolized  market  to  a  "De  Jure" 

competitive  market  in  the  absence  of  de  facto  free  and  fair  competition  may  bring 


■bout  adverse  and  unanticipated  consequences.  We  are  afraid  such  a  move  might 
limit   our  ability   to  deal   with   these  changing   market  structures   in   the  public 

However.  I  feel  that  the  bill's  provision  for  a  permanent  joint  board  offers  the 

lawer  to  the  problem  I  have  suggested.  A  permanent  joint  board,  if  Ibut  only  if)  it 
were  adqualely  funded  and  staffed  could  take  slep  one.  It  could  set  about  immedi- 
ately to  assist  the  FCC  in  the  task  thev  have  begun  to  revise  the  uniform  system  of 
accounts.  Once  accomplished  we  would  have  the  means  to  discriminate  between 
improper  inter-clase,  inter-service  and  inter-market  subsidies,  and  then  we  could 
begin  to  take  some  of  the  other  steps  this  bill  proposes. 

Incidentally,  let  me  point  out  here  that  I  distinguish  between  proper  and  improp- 
er subsidies.  A  proper  subsidy  is  one  that  is  explicitly  identified  in  a  public  decision. 
It  recogniTes  the  costs  of  providing  a  given  service  but  it  also  recognizes  that  it  may 
be  apropriate  for  other  services  to  share  in  those  costs. 

I  strongly  encourage  the  immediate  creation  of  a  permanent  joint  board  with  its 

vn  independent  staff,  If  such  a  Board  is  created  and  begins  work  immediately  we 

will  be  well  on  our  way  to  resolving  the  problems  we  have  discussed  for  years.  Once 

have  fair  functional  cost  accounting  standards  we  can  get  on  with  the  task  of 

lOving  regulatory  barriers  where  they  inhibit  innovation  and  efficiency.  And  we 

can  then  decide  where  we  need  to  preserve  regulatory  constraints  where  they  are 
necessary  to  protect  the  public  interest  in  markets  which  are  de  facto  monopoly 
markets. 

I  applaud  this  bill  as  an  important  step  in  the  right  direction  and  I  offer  you 
whatever  assistance  1  can  provide  in  the  resolution  of  our  problems  of  mutual 
interest.  Other  state  regulators  are  equally  willing  to  olTer  their  assistance  and  I 
hope  you  will  fully  available  yourself  of  the  opportunities  they  offer. 

I  think  it  has  become  clear  to  most  of  the  industry  and  the  regulators  that  once 
HMnpetition  enters  a  formerly  monopolized  market.  'The  basic  issue  becomes  one  of 
pricmg.  Fair  cost  allocation  will  allow  equitable  pricing  practices  in  both  competi- 
tive and  monopoly  markets.  And  where  there  is  a  need  to  provide  subsidies  to 
eertain  sectors  of  the  market  those  decisions  should  be  public  ones  and  they  should 
be  made  by  the  state  commissions  which  are  familiar  with  the  circumstances 
luiring  subsidies, 

Jtate  regulators  will  be  able  to  do  their  Job  in  this  regard  if  Congress  allows  them 
■uflicienl  rlexibitity  and  sufficient  time.  But  the  call  for  time  should  not  mean  a 
^lay  in  starting.  I  hope  that  this  session  Congress  will  enact  enough  provisions  of 
this  bill  to  get  tne  permanent  joint  board  in  operation  on  the  accounting  questions, 
and  1  hope  that  the  remaining  provisions  of  the  bill  will  serve  as  policy  guidelines  to 
the  Board  in  a  charge  to  develop  for  Congress  a  better  defmed  and  more  detailed 
■cenario  for  the  move  toward  eventual  free  enterprise  in  communications.  1  would 
hope  that  such  a  joint  board  would  provide  regular  reports  to  Congress  on  its 
ivogreaa  in  meeting  these  goals  and  to  its  success  in  working  out  ejTective  tech- 
-!"■■—-  to  implement  the  intent  of  this  bill  over  a  reasonable  period  of  time. 

Chairman,  members  of  the  committee,  thank  you   for  the  opportunity  to 
appear  here  today. 

The  Chairman.  Thank  you,  Ms.  Sasseville. 

Jack. 

Senator  Schmitt.  Thank  you,  Mr.  Chairman. 

Thank  you,  panel,  for  your  very  interesting  testimony. 

Ms.  Sasseville,  I  particularly  thought  your  paragraph  on  page  5 
was  an  important  statement  of  philosophy.  How  we  turn  that 
philosophy  into  numbers  is  part  of  the  reason  for  the  hearings. 

I  would  first  like  to  ask  a  few  clarifying  questions. 

Mr.  Stewart,  you  used  the  expression  'deloading  of  the  terminal 
apparatus."  Would  you  elaborate  on  what  that  means. 

Mr.  Stewart.  A  good  portion  of  the  investments  that  we  have 
are  in  telephones  and  apparatus,  principally  the  mechanisms  that 
are  on  the  house  side  or  the  business  side  of  the  protection  unit. 
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That  is  where  the  lines  comes  to  the  house  and  then  from  that 
point  on  in  is  what  I  mean  by  terminal  apparatus. 

By  deloading  it,  I  am  proposing  that,  if  it's  necessary — and  I 
don  t  advocate  that,  but  if  it's  necessary — to  deload,  that  that  por- 
tion be  taken  out  of  the  process  by  which  we  determine  separation 
and  settlements.  In  other  words,  there  would  be  no  settlements 
afforded  for  terminal  apparatus. 

Senator  Schmitt.  So  you're  really  talking  about  impacting  the 
separations  and  settlements  process. 

Mr.  Stewart.  Reducing  the  revenue  requirements. 

Senator  Schmitt.  Taking  terminal  equipment  out  of  that  process. 

Mr.  Stewart.  Yes,  sir. 

Senator  Schmitt.  You  also  advocated  that  all  users,  whether 
they  were  using  the  local  exchange  facilities  or  not,  should  pay  a 
surcharge. 

Mr.  SkTEWART.  Yes. 

Senator  Schmitt.  And  you  use  the  analogy  of  the  transportation 
industry.  But  buses  and  airplanes  don't  pay  any  access  charge  to 
support  of  the  rail  system. 

Mr.  Stewart.  Senator,  I  left  out  a  portion  because  I  thought  I 
was  going  to  run  out  of  time,  that  did  address  that. 

I  would  be  glad  to  review  it  if  you  have  the  time  for  it  at  this 
time. 

Senator  Schmitt.  Can  you  summarize  why  you  think  there  are 
differences? 

Mr.  Stewart.  Yes;  in  transportation  you've  got  certain  elements 
of  the  society  who  need  transportation  but  who  simply  can't  afford 
to  pay  the  going  rates,  so  they're  subsidized.  This  is  done  through 
Amtrak. 

That  was  picked  as  the  service  and  the  facility,  or  it  became  that 
by  default — I  am  not  sure  exactly  how  Amtrak  came  into  the 
picture — by  which  passenger  rail  service  would  be  available  to 
everybody.  And  apparently,  in  the  telephone  industry  we  have  a 
very  simileir  analogy  since  we,  by  default,  have  the  servicing  facili- 
ties by  which  everybody  should  have  an  opportunity  to  get  tele- 
phone service  or  communications  service  at  affordable  rates. 

Now,  there  are  many  alternative  ways  of  transmitting  informa- 
tion from  point  A  to  point  B  other  than  telephone  service,  just  as 
there  are  many  different  ways  such  as  airplanes  and  cars  to  trans- 
port people  from  A  to  B. 

The  point  I  was  making  in  the  analogy  I  was  trying  to  draw  was 
that  still  there  is  an  element  of  society  that  has  to  be  taken  care  of 
both  in  the  matter  of  transportation  and  in  the  manner  of  commu- 
nications. 

Does  that  answer  the  question? 

Senator  Schmitt.  I  believe  the  analogy  tends  to  break  down 
when  dealing  with  what  we  would  consider  a  universal  basic  serv- 
ice. We  are  not  trying  to  provide  universal  basic  rail  transportation 
service  to  all  citizens  of  the  country;  wheresis  as  a  statement  of 
policy  in  these  bills,  we  are  saying  that  basic  voice  telephone 
service  is  a  universal  right. 

Mr.  Stewart.  I  understand  what  you  are  saying,  and  I  went  to 
great  pains  to  avoid  using  the  term  "universal  rail  service"  by 
calling  it  "passenger  rail  service." 


Dig,, z.d  by  Google 


1027 

Senator  Schmiit.  In  those  cases  the  Government  is  providing 
subsidies  for  Amtrak  directly,  £ind  to  the  buses  indirectly  through 
the  highway  system. 

Mr.  Stewart.  You  make  my  point. 

Senator  Schmitt.  Where  we  re  dealing  with  a  communications 
system,  however,  we  are  dealing  with  a  system  that  interconnects 
all  people.  The  only  way  all  people  more  or  less  are  interconnected 
in  a  transportation  system  is  through  the  automobile.  The  closest 
analogy  to  the  telephone  system  probably  is  the  highway  system. 

But  on  the  other  hand,  the  highway  system  has  traditionally 
been  provided  by  governments;  whereas  private  industry  developed 
the  phone  system. 

1  have  used  the  highway  analc^y  myself  many  times,  but 
through  the  education  process  I  have  tended  to  move  away  from  it 
because  of  these  kinds  of  differences. 

For  the  panel:  It  was  the  intent  of  S.  622  to  accommodate  the 
existing  separations  and  settlements  procedures  while  establishing 
an  access  charge  to  be  paid  by  interconnecting  interexchange  carri- 
ers. The  access  charge  would  include  the  elements  of  the  actual 
cost  plus  a  contribution  to  mftintain  reasonable  rates  for  basic 
service,  similar  to  what  was  negotiated  in  the  ENFIA  tariff  pro- 
ceedings. 

Are  these  two  concepts — that  is,  an  access  charge  and  the  exists 
ing  separations  and  settlements  procedures — necessarily  incompati- 
ble? Would  em.y  of  you  like  to  comment  on  that? 

Mr.  DuJACK.  Yes,  they  are  incompatible.  The  way  it  works  now, 
basically — and  there  is  only  one  interstate  entity  basically,  the 
Long  Lines  Department  of  A.T.  &  T.  Long  Lines  plus  the  or^nat- 
ing  carriers  pool  their  revenues,  and  they  extract  money  out  of  this 
revenue  pool  in  accordance  with  the  separations  and  settlements 
procedures.  Comes  competition,  and  you  hav  five,  six,  seven,  or 
eight  interexchange  carriers  competing  for  the  same  ball  between 
point  A  and  point  B.  And  they  presumably  will  be  going  in  with 
different  rates,  because  we  will  have  competition  in  terms  of  rates 
and  other  different  bells  and  whistles.  It  doesn't  make  sense  to  pool 
revenues  fuiymore.  When  you  pool  revenues,  that  means  all  you 
get  out  is  your  costs.  Under  completely  free  competition  you're 
getting  revenues  regardless  of  the  costs  you  are  incurring,  which 
are  nobody  else's  business,  theoretically. 

And  so  interexchange  competition  and  the  use  of  the  existing 
separational  procedures,  separations  and  settlements  procedures,  in 
conjunction  with  the  pooling  arrangements  we  have  now  are  basi- 
cally incompatible.  However,  we  will  still  have  to  maintain  existing 
separations  procedures.  The  methodology  will  be  required  in  order 
to  compute  access  costs.  So,  to  that  extent 

Senator  Schmitt.  Do  you  also  have  to  provide  a  mechanism  to 
oversee  the  local  exchange  contribution? 

Mr.  DujACK.  Yes,  sir.  And  by  the  way 

Senator  Schmitt.  You  basically  said  they're  not  incompatible, 
but  they're  different.  The  situation  is  different,  but  with  the  access 
charge 

Mr.  DuJACK.  Then  competition  is  compatible. 

Senator  Schmitt.  The  access  charge  becomes  an  overhead  charge 
that  basically  eveiTbody  utilizing  the  same  facilities  will  pay. 


Dig,, z.d  by  Google 


1028 

Mr.  DuJACK.  It  would  work  very  similarly  to  international  record 
communications  now.  If  you  want  to  make  an  overseas  telex  call 
with  an  internationeil  record  carrier,  you  have  your  choice  of  RCA, 
I.T.  &  T.,  WorldCom,  or  anybody  else.  You  would  call  whatever 
carrier  you  chose.  They  all  charge  essentially  the  same  rates,  of 
course,  but  you  pay  that  carrier  directly  for  that  charge,  and  then 
he  in  turn  would  reimburse  Western  Union,  which  connects  you  to 
the  international  carrier. 

Senator  Schmitt.  But  there  is  no  equivalent  access  charge  in  the 
international  area. 

Mr.  DujACK.  No;  you  pay  for  it.  The  equivalent  is  what  you  pay 
the  local  carrier.  Western  Union. 

Ms.  Sasseville.  1  wonder  if  I  could  address  that  question,  too. 

Senator  Schmitt.  Yes,  please. 

Ms.  Sasseville.  If  an  access  charge  covers,  as  I  believe  it  should, 
the  actufU  cost  of  providing  interexchange  access,  then  there  is  no 
further  necessity  for  the  local  exchange  to  recover  additional  settle- 
ments, because  they  have  recovered  the  costs  and  they  don't  need 
the  further  settlements. 

The  separation  is  a  different  question,  and  the  separation  is 
simply  the  allocational  procedure.  And  under  the  surcharge  proce- 
dure that  is  proposed  in  S.  611,  I  think  the  separations  procedure 
would  be  required,  too. 

Under  the  proposal  that  I  suggested,  I  am  not  sure  whether  it 
would,  because,  rather  than  have  formulae  that  go  to  SLU  factors 
and  SPF  factors,  you  would  simply  start  out  with  the  recognition 
that  the  costs  of  providing  interexchange  access  are  equal  to  one- 
half  of  the  costs  of  providing  joint  and  common  facilities  for  the  use 
of  either  system. 

And  if  the  States  were  participants  in  this  system  with  the  FCC, 
the  State  commissions,  which  now  have  to  determine  the  costs  of 
providing  local  service,  could  determine  the  entire  aggregate 
statewide  costs  of  providing  the  joint  and  common  facilities.  They 
could  certify  those  total  costs  to  the  FCC.  And  I  am  not  sure  that 
further  separations  and  procedures  will  be  necessary,  certainly  not 
in  the  detailed  degree  to  which  they  exist  today. 

Senator  Schmitt.  We'll  certainly  examine  your  proposal.  I  think 
we  probably  would  get  debate  over  whether  it  should  be  50-50,  60- 
40,  or  40-60.  But  it's  an  interesting  idea. 

Mr.  Case? 

Mr.  Case.  1  might  suggest,  in  addressing  myself  to  your  question, 
both  method  or  each  methodology  has  to  do  with  a  determination 
of  costs,  and  some  awarding  of  compensation  as  a  result  thereof. 
One  is  a  separations  and  settlements  procedure,  which  is  a  pretty 
detailed  and  somewhat  complicated  method,  which,  as  you  know, 
has  worked  for  years.  The  other  is  one  which  came  about  during 
the  ENFIA  negotiation  meetings  before  the  FCC  staff.  And  as  you 
know,  those  meetings  were  concluded  in  a  negotiated  settlement 
wherein  the  other  common  carriers  were  to  be  allowed  to  connect 
to  the  network  initially,  as  I  recall,  for  35  percent  of  the  jointly 
used  subscriber  plant  costs  involved  in  connecting  them,  llie 
second  step  was  45  percent  and  the  third  step  55  percent,  recogniz- 
ing the  cost  concept. 
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The  obvious  question  is  why  weren't  the  telephone  companies 
allowed  to  recover  all  of  their  costs?  The  other  common  carriers 
simply  stated  they  couldn't  afford  to  do  that  in  the  initial  stages, 
and  therefore  negotiations  on  a  percentage  of  cost  did  take  place. 

So  I  see  no  reason  why  these  are  not  compatible,  even  thoi^h 
they  are  different  methods  of  establishing  costs. 

Mr.  Stewart.  I  see  compatibility,  also.  The  present  method  is  a 
complicated  process,  but  there's  a  very  close  analogy  to  exactly  the 
type  of  cost  distribution  methods  that  one  would  find  in  a  meuiufac- 
turing  firm,  for  particular  product  lines.  In  our  case  we're  talking 
about  particular  service  lines.  The  process  looks  at  recovery  of 
direct  costs,  then  looks  at  the  recovery  of  joint  and  common  costs, 
and  then  looks  to  recover  contributions  to  overhead. 

Now,  with  every  product  and  service  line  there's  different  contri- 
butions to  overhead.  The  more  profitable  ones,  of  course,  get  more 
attention  insofar  as  allocation  of  resources  are  concerned  in  a 
competitive  operation.  The  least  profitable  ones,  if  the  resources 
are  finite,  are  to  be  dropped.  So  there's  a  very  close  analogy  there. 

Now,  as  we  look  at  the  access  charge,  if  the  direct  costs  and  the 
jcnnt  and  common  costs  are  recovered  through  the  access  charge, 
that  takes  care  of  that.  Then  we  come  back  in  and  we  say,  OK  how 
are  we  going  to  treat  contributions.  And  now  we  talk  about  all 
different  methods.  One  of  them  is  the  proposal  that  S.  611  has, 
where  we  limit  surcharges.  Another  is  the  ENFIA  proposal  where 
they  look  at  the  contribution  element  and  propose  to  collect  be- 
tween 35  and  55  percent  over  a  period  of  time. 

My  question  on  ENFIA  is  the  same  as  Mr.  Case's:  Why  don't  we 
collect  100  percent?  But  there's  a  great  deal  of  compatibility  there 
with  the  access  charge  proposal. 

Senator  Schmitt.  Do  you  have  an  opinion  on  what  is  the  best 
way  to  administer  the  access  charge?  A  joint  Federal-State  board 
with  FCC  participating,  is  that  a  reasonable  one? 

Mr.  Stewart.  I  think  the  industry  has  done  a  magnificent  job  in 
handling  the  funds  themselves.  I  do  think  the  FCC  needs  to  have 
direct  oversight  over  the  process. 

Senator  Schmitt.  Then  having  a  Federeil-State-industry  board 
might  be  the  better  mechanism,  is  that  correct? 

Mr.  DuJACK.  Excuse  me,  Senator  Schmitt.  I  may  say,  I  think  it's 
a  very  good  idea  that  we  have  some  oversight  of  the  process. 
Basically,  now,  industry  is  doing  a  fine  job  in  handling  it. 

However,  all  of  the  independent  telephone  companies  have  to 
settle  with  a  contiguous  Bell  company  to  receive  their  toll  service 
revenues,  and  we  do  not  take  part  in  that  process. 

The  existii^  act  and  mechanism  under  section  201  do  not  allow 
us  to  get  into  that  easily. 

Senator  ScHMnx.  I  believe  we  would  retain  that  section. 

Mr.  DujACK.  I  shouldn't  say  the  act  doesn't  allow  us  to  get  in  to 
it.  We  can  have  a  hearing  under  section  201  to  offer  r^ress  to 
some  connecting  carrier  who  thinks  he's  being  too  heavily  put  upon 
by  his  contiguous  Bell  carrier.  But  to  my  knowledge,  since  I've 
been  in  the  FCC,  nobody  has  ever  tried  to  do  that.  And  we  could 
get  involved,  of  course,  with  litigation  with  1,500  carriers.  Of 
course,  you  Imow  better  than  I  do. 
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Mr.  Case.  I  think  the  very  fact  that  there  has  been  no  action 
brought  before  the  FCX^  in  this  matter  speaks  for  itself.  It's  work- 
ing  

Ms.  Sasseville.  There  is  something  that  is  not  exactly  perfect 
about  the  system,  though.  There  is  a  great  incentive  built  in  for 
cost-settling  companies  to  invest  in  facilities  which  will  be  compen- 
sated for  under  the  separations  formula.  And  if  they  have  a  choice 
between  an  investment  which  is  only  going  to  improve  service  to  a 
rural  subscriber  and  one  which  will  bring  in  additional  dollars  in 
settlements,  naturally  they  will  choose  the  lattar. 

The  cost-settling  companies  in  our  state  do  considerably  better 
than  the  average  settling  companies,  and  in  fact  some  of  them,  I 
think,  could  be  described  as  living  in  hog  heaven. 

Senator  Schmitt.  Well,  in  Minnesota,  I  guess  you  understand 
that.  I  have  some  very  strong  family  ties  in  Minnesota.  So  it's  good 
to  see  you  here  today  with  that  particular  input. 

I  wish  phone  service  was  better  in  the  rural  areas,  but  we  are 
working  on  that.  That's  a  major  area  we  are  going  to  have  to  work 
on. 

I  am  going  to  recess  the  hearing  briefly.  Senator  Rollings  will  be 
back  and  1  will  be  back  in  a  few  momenta. 

[Recess.] 

Senator  Holungs.  Mr.  Dujack,  you're  head  of  the  Common  Car- 
rier Bureau  of  the  FCC.  With  your  experience,  suppose  they  made 
you  president  of  the  A,T.  &  T.  staff.  How  long  would  it  take  you  to 
get  an  accounting  system  so  that  you  would  know  what  was  going 
on? 

Mr.  Dujack.  Well,  I  was  involved  with  some  of  the  initial  chum- 
ings  to  get  the  USOA  system  going.  I  don't  know  what  our  Bureau 
schedule  is,  but  I  would  say  at  least  a  good  2  years,  starting  today. 
In  other  words 

Senator  Holungs.  Without— excuse  me — the  FCC.  I'm  just  talk- 
ing about  running  the  company.  If  you  ran  any  company,  it  strikes 
me  that  you  would  have  to  know  where  the  costs  were.  I  know 
we're  not  too  good  at  this  in  our  personal  lives  and  we're  always 
coming  up  short.  But  I  think  we  have  a  responsibility,  in  a  tremen- 
dous corporation  of  that  kind,  with  stockholders  and  stockholders 
meetings.  I  would  have  to  get  an  armored  car  to  take  me  to  the 
first  meeting,  so  I  could  protect  myself,  for  one  thing  to  really 
know  the  costs,  where  the  profits  were,  where  I  was  losing,  and 
where  I  was  making  profits. 

I  don't  see  how  anybody  intelligently  administers  as  the  chair- 
man of  the  board  unless  they've  got  a  pretty  good  cost  system.  If  I 
were  running  General  Motors,  I  would  know  what  the  costs  would 
be  on  a  Pontiac  and  the  steering  wheel  would  be  on  a  Chevrolet.  I 
think  I'd  know  it  pretty  well  sifter  20-8ome,  30-some  years.  Most  all 
of  them  come  to  power  after  quite  lengthy  experience. 

I  just  can't  understand  that  they  really  don't  know  what  are  the 
costs. 

Mr.  Dujack.  You  would.  Senator,  know  your  costs  in  the  aggre- 
gate. They  have  a  very  good  accounting  system  there.  They  need  to 
know  exactly  so  that  when  they  go  to  the  money  market,  they 
know  how  much  to  ask  for. 
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However,  when  you  disaggr^ate  costs— because  you  have  to 
know  how  much  money  you  are  making  on  service  A,  service  B, 
service  C  and  service  D — which  is  one  of  the  things  USOA  would 
have  to  do — if  we  were  to  have,  say,  Bell  offering  several  competi- 
tive services  without  separate  sut»idiaries — then  you  would  have 
problems. 

You  get  now  into  the  area  of  philosophy,  mythology 

Senator  Holungs.  You  have  men  of  goodwill  etnd  intent,  and 
ladies,  who  would  differ  eis  to  how  it  could  be  allocated.  I  could 
understand  that.  But  I'm  talking  about  with  a  wholly  owned  sub- 
sidiary how  they  break  down  these  costs. 

Mr.  DujACK.  Then  you've  got  a  fighting  chance. 

Senator  Holungs.  You  could  identify  it  immediately,  couldn't 
you? 

Mr.  DujACK.  Yes. 

Senator  Holungs.  And  that  wouldn't  be  unusual  or  burdensome, 
to  have  fully,  wholly  owned  subsidiary  in  order  to  compete. 

Mr.  DujACK.  It  shouldn't  be.  I  worked  with  ITT. 

Senator  Houjngs.  They  did  that,  and  they  didn't  have  any  trou- 
ble. 

Mr.  DujACK.  No.  On  the  other  hand,  those  proponents  of  a  uni- 
form system  of  accounts  rather  than  separate  subsidiaries  do  have 
a  point,  because  there  can  be  certain,  let  us  say,  collusory  concat- 
enations— I  don't  mean  to  use  such  big  words.  You  know — you  can 
collude. 

Senator  Houjngs.  If  I  am  a  chairman,  I'm  really  getting  paid 
from  the  subsidiary  and  from  the  parent  company.  At  least  you  can 
put  those  costs  in  a  particular  category  and  begin  to  analyze  those 
as  to  whether  they  were  being  used,  as  you  call  them,  delusory? 

Mr.  DujACK.  I  said  collusory. 

Senator  Houjngs.  Well,  they're  delusory  to  me.  But  whether 
they  were  being  used  unfairly,  in  order  to  avoid  competition — Ms. 
Sasseville,  you  came  up  with  categorical  50-50  figures.  I  was  really 
impressed  oy  that.  And  then  you  said,  but  let's  study.  How  do  I 
reconcile  that? 

Ms.  Sasseviu^.  I  didn't  think  you  needed  to  study  the  50-50, 
Senator  Hollings.  It  was  the  eillocation  and  the  determination  of 
what  the  total  costs  would  be  of  which  the  50  percent  would  be 
half,  etnd  the  changing  of  the  procedures  by  which  the  companies 
would  recover  their  costs,  that  I  think  will  take  time. 

For  example,  if  the  State  commissions  were  to  determine  the 
aggregate  of  the  total  costs — we  presently  hold,  oh,  I  don't  know,  a 
dozen  cases  a  year  in  which  we  determine  telephone  company 
coats.  And  I'm  sure  we  could  speed  that  up  some.  But  no  matter 
how  fast  we  went,  there  would  be  a  limit  as  to  how  fast  or  how 
accurately  we  could  determine  what  the  total  costs  were  in  order  to 
say  what  50  percent  amounted  to  for  interexchange  access. 

Senator  Houjngs.  I  apreciate  you  helping  us,  and  your  testimo- 
ny has  already  been  very  helpful.  But  I  mean,  even  further,  we 
withheld  for  a  year  with  Mr.  Van  Deerlin's  bill,  watching  it  and 
listening  to  witnesses  and  presentations  made  there.  We  had  quite 
a  discussion,  of  course,  along  this  line,  when  the  Bell  bill  weis 
presented  3  years  ago.  And  we  have  studied  and  studied,  find  you 
can  see  where  our  witnesses  come.  And  they  say,  the  FCC  is  really 
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not  regulating  A.T.  &  T.  and  competition  is  there,  so  let's  be 
reeilistic  and  1^  fair  and  try  to  lead  the  way,  rather  than  just  react 
in  a  negative  way. 

So  some  of  these  could  well  have  been  ftsked  by  my  colleague. 
Senator  Schmitt.  But  Mr.  Stewart,  I  can't  understand  why  the 
combination  of  the  basic  exchange  maintenetnce  program  and 
access  charges  could  fail  to  provide  as  much  revenue  and  probably 
more  than  you  got  from  your  separations.  In  1977,  you  said  you 
applied  for  14  percent  less,  I  believe. 

Did  you  calculate  the  effect  of  the  BEMP  on  your  comprany  in 
taking  into  account  the  access  charge  which  you  will  be  able  to 
place  on  all  connecting  interexchange  services  which  would  be  set 
to  cover  all   costs  of  connecting  with   these — with   the  services? 

Mr.  Stewart.  Yes;  I  appreciate  your  question,  Senator.  I'll  tell 
you  what  I  did  and  you  can  see  that  the  answer  to  that  is  no.  I  look 
at  1972  through  1977  and  I  told  the  accountant,  and  this  was  all 
that  he  was  able  to  do,  is  to  look  at  what  our  corevenues  were  from 
separations  and  settlements  for  those  years,  and  then  recalculate  it 
to  determine  what  the  settlements  would  have  been  had  we  gone 
according  to  your  bill  on  using  the  Bell  proposal. 

What  it  did  not,  of  course,  assume  is  that  settlements  or  addition- 
a\  revenues  that  would  be  received  from  carriers  who  are  not  now 

Bying.  And  it  also  did  not  look  at  what  we  would  get  because  they 
d  less  than  30  customers  per  mile.  So  that  information,  I  sup- 
pose, is  relatively  useless  when  you  look  at  it  from  that  standpoint. 

Senator  Rollings.  Well  now,  with  respect  to  the  joint  board,  if 
you  didn't  want  those  funds  to  be  handled  by  a  joint  board,  as  some 
of  the  other  witnesses  have  testified,  would  you  elaborate  on  what 
you  would  like  to  see  implemented. 

Mr.  Stewart.  Yea,  air.  I  think  the  present  system  has  worked 
remarkably  well  insofar  as  the  handling  of  funds  is  concerned,  and 
I  don't  think  that's  presently  a  problem  within  the  industry.  I  do 
think,  though,  that  there  should  be  oversight  by  the  FCC. 

Senator  Rollings.  That  would  probably  be  oversight  in  both 
cases.  But  once  you  get  into  the  competitive  nature,  you  get  the 
basic  exchange  maintenance  cost  that  goes  to  all  of  them.  They 
have  access  whether  they're  competing  or  not. 

So  the  school  system  analogy  that  you  used — whether  you  use 
the  public  schools  or  not — it  strikes  me  that — well,  I  don  t  know 
whether  you  had  a  small  one.  But  I  can  see  one  of  those  witnesses 
having  the  telephone  company  handle  his  separations.  We  would 
have  assault  and  battery  cases,  instead  of  regular  antitrust  suits. 

Senator  Holungs.  Mr.  Case,  why  do  you  believe  services  pro- 
vided by  an  exchange  carrier  to  an  interexchange  carrier  that 
would  not  be  included  in  access  charge. 

Mr.  Case.  Senator,  I  don't  believe  there's  any  provision  for  that, 
as  we  understand. 

Senator  Holungs.  They're  actual  costs,  aren't  they? 

Mr.  Case.  They  are.  But  here  you  have  toll  ticketing,  one  plus 
traffic,  for  example,  investment  that's  involved  in  interchange  serv- 
ice. It's  traffic-sensitive.  If  you  can  find  a  way  to  get  all  the  costs 
in,  you're  right  back  into  the  separations  process.  I  guess  we  have 
no  <^jection  to  that,  but  in  our  calculations,  we  believe  those  costs 
I  mentioned  in  my  testimony  are  not  in  the  access  charge. 
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Mr.  DujACK.  I  think  it  would  be  reasonable  to  put  that  is  the 
access  charges. 

Ms.  Sasseville.  And  I  assumed  they  were. 

Senator  Holungs.  Ab  you  just  stated,  it's  our  intention  that  all 
these  costs  are  included  in  the  access  charge.  We  agree  there's  a' 
piece  of  equipment,  Mr.  Case,  whether  a  piece  of  equipment  is 
owned  by  local  companies,  performs  both  toll  and  local  operations, 
some  form  of  separation  costs  between  the  two  activities  and  juris- 
diction is  necessary. 

Our  bill  envisions— this  takes  place  at  a  rate  hearing  before  the 
FCC  and  the  State  public  utilities  commissions.  But  you  seem  to 
think  S.  611  abolishes  the  function  of  separatii^  costs.  Am  I  under- 
standing you  correctly? 

Mr.  Case.  Yes.  As  I  understand  the  bill,  sir,  a  separate  corpora- 
tion or  separate  entity  would  be  formed  to  perform  the  toll  portion 
of  that  service.  Some  formula  would  have  to  be  devised  to  allocate 
the  investment  to  local  service,  as  opposed  to  that  allocated  to  the 
operation  of  toll. 

And  we  find  it  even  difficult  in  our  present  scheme  of  things, 
especially  with  the  new  technology,  digital  switching,  electronic 
switches,  and  the  like,  to  really  identify  what  should  be  the  sepa- 
rated costs. 

As  a  matter  of  fact,  we  have  committees  which  are  constantly 
working  on  that  subject.  We  think  it  would  be  very  difficult  to 
isolate  those  costs  at  this  time  and  to  offer  toll  service  especially 
through  a  separate  subsidiary. 

Mr.  DuJACK.  I  might  say  that  that's  not  my  understanding  of  the 
bill,  the  separate  subsidiary  was  meant  only  for  those  people  who 
would  provide  interexchange  transmission  services, 

The  switoh,  which  is  part  of  your  local  exchange  facility  insofar 
as  it  was  used  to  support  access  by  interexchetnge  carrier  to  your 
exchai^e  facility,  would  after  separation  of  function— assign  so 
much  cost  to  the  toll  service  which  would  go  into  the  access  fee, 
which  would  be  paid  by  the  interconnecting  carrier,  that  is  my 
reading  of  section  222. 

Mr.  Case.  Apparently,  we  have  two  different  interpretations  al- 
ready. 

S«aator  Holungs.  Mr.  Dujack,  you  say  that  you  would  suggest 
language  be  added  to  the  bill  which  would  stete  congressioneil 
policy  with  respect  to  the  possibility  of  upward  rate  pressures  upon 
local  exchange  services  and  possibility  of  remedial  action. 

Would  you  elaborate  on  that,  please? 

Mr.  Dujack.  As  I  said,  in  my  testimony,  Senator,  until  we  get 
hands-on  experience,  it  is  difficult  to  predict  the  extent  to  which 
the  operative  philosophy  of  S.  611,  namely,  that  we  price  exchange 
services  on  costs  and  put  some  impetus  upon  the  providers  of  local 
exchange  service  to  improve  their  operations  with  the  addition  of 
technology —  may  not  produce  sufficient  new  revenue  to  compen- 
sate for  the  decline  in  the  EMF  payout. 

And  I  think  if  one  is  making  this  kind  of  policy,  one  might  have 
to  worry  about  those  people.  1  can  see  the  possibility  that  individu- 
al companies— I'm  not  talking  about  industry— would  be  seriously 
hurt. 
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And  it  would  be  useful  in  those  cases,  I  would  imagine,  for  the 
Commission  to  be  given  some  discretion  to  depart  from  the  formula 
of  administering  EMF,  the  way  it  is  now,  to  provide  remedies  to 
those  people. 

I  think  the  language  should  be  there  if  that  is  what  you  would 
v/ant  us  to  do. 

Senator  Hollings.  To  give  statutory  perspective  to  the  joint 
board,  should  the  general  counsel  look  at  that  su^estion  in  light  of 
the  litigation  involving  that  independent  office's  appropriation  act 
fees? 

Mr.  DujACK.  I  haven't  seen  his  testimony. 

Senator  Holungs.  The  court  held  there  that  the  act  del^ated 
discretion.  The  amounts  to  be  collected  and  the  purpose  against  it 
was  an  involved  delegation  of  taxing  authority. 

I  was  just  wondering  whether  you  see  any  parllel  in  that? 

Mr.  DuJACK.  I  can't  answer  that.  I'm  not  an  attorney. 

Ms.  Sasseville.  Senator  Hollings? 

Senator  Holungs.  I  thought  Senator  Schmitt  would  momentar- 
ily be  back.  I  think  we  will  recess  the  hearing  now.  If  any  of  you 
wish  to  add  anything  further,  we'd  appreciate  it. 

Ms.  Sasseville.  I  just  wanted  to  respond  to  your  last  question.  I 
believe  the  National  Association  of  Regulatory  Utility  Commissions 
has  filed  a  brief  on  the  question  of  constitutionality  of  the  del^a- 
tion  of  powers  in  the  joint  board  proposal. 

Senator  Holungs.  I  see.  Well,  we  11  get  a  copy  of  that  filing,  too. 

Yes,  sir,  Mr.  Case. 

Mr.  Case.  Senator,  I  only  had  one  point  that  I  failed  to  make  in 
my  testimony.  And  it  just  seems  to  me  we  have  what  the  industry 
believes,  and  I  think  the  public  believes,  to  be  an  equitable  method 
of  distributing  the  toll  revenues  of  this  Nation. 

What  we  are  attempting  to  seek  here  is  a  way  to  adequately 
allow  the  new  entrants  into  the  field,  as  I  see  the  purpose.  It  does 
seem  to  me  that  while  the  ENFIA  concept,  is  certainly  a  start  in 
that  direction  I  would  hesitate  to  support  anything  that  would 
allow  us  to  go  out  into  new  ground  without  having  a  pretty  firm 
hold  on  that  which  is  here,  in  order  to  have  the  least  amount  of 
disruption  in  the  industry  as  possible. 

I  do  think  it  is  possible  under  the  existing  arrangements  to 
provide  access  charges  with  the  ENFIA  concept;  I  would  strongly 
suggest  that  you  take  a  good  look— that  the  committee  take  a  good 
look  at  that  concept. 

Senator  Hollings.  Ms.  Sasseville,  do  you  agree? 

Ms.  Sasseville.  No;  I  don't.  I  think  it  depends  on  the  timefrfime 
we're  talking  about.  Today  it  may  well  be  true,  but  tomorrow  it's 
not  going  to  be  true.  And  I  understand  the  purpose  of  this  commit- 
tee is  to  plan  for  the  future  in  such  a  way  that  even  under  condi- 
tions of  competition,  we  will  be  able  to  protect  the  availability  of 
universal  service. 

Senator  Holungs.  Mr.  Schmitt,  do  you  have  any  more  ques- 
tions? 

Senator  Schmitt.  Yes,  Mr.  Chairman,  just  one  or  two  more, 
particularly  on  the  problem  of  noninterconnecting  interexchange 
carriers  and  why  they  should  pay  a  surcharge. 
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Would  this  tend  to  discourage  new  technologies  by  inflating  the 
costs  for  those  noninterconnecting  carriers? 

Mr.  Stewart.  Would  you  like  for  me  to  respond? 

Senator  Schmitt,  Whoever  wants  to  raise  their  hand. 

Ms.  Sasseville.  I'd  like  to  respond.  It  is  only  inflating  if  you  fail 
to  recognize  that  the  £ilternative  for  those  new  technologies  is  for 
them  to  build  their  own  distribution  system  so  that  they  can  ofTer 
a  complete  service  from  business  to  business  or  home  to  home. 

They  don't  want  to  do  that.  All  they  want  to  do  is  offer  the 
portion  in  effect  from  board  to  board.  And  that  system  is  piggy- 
backing on  the  existing  system  and  it's  fair  that  it  contribute  to  the 
cost  of  building  that  sj^tem. 

We  have  an  example.  I  think  ordinarily  it's  difficult  for  us  to  see 
that  there  resilly  are  costs  involved  when  an  additional  unit  comes 
on  the  system. 

We  have  an  example  in  the  small  town  outside  of  Minneapolis. 
That  convinced  me  that  there  are  costs— a  community  of  about 
2,000  people  with  a  switchboard  about,  I  think,  8  years  old,  cross 
bar  emd  quite  adequate.  And  then  a  very  large  national  concern 
moved  into  that  town,  which  did  its  business  via  the  telephone  and 
with  hundreds  of  lines,  more  than  hundreds  of  lines. 

And  within  3  years,  that  switchboard  has  been  literally  pounded 
to  pieces.  And  every  ratepayer  in  that  local  exchange  has  paid  the 
price  with  poor  service,  service  that  doesn't  work,  switching  that 
doesn't  work  properly,  so  that  they  don't  get  connected  to  the  call 
they  want  or  calls  come  in  and  they  don't  get  connected  to  them. 

Now  that  additional  cost 

Senator  Schmitt.  If  I  may  interrupt,  that  is  a  service  utilizing 
network  facilities,  right? 

Ms.  Sasseville.  No;  it  only  uses  the  local  exchange — I'm  sorry,  it 
does  use  the 

Senator  Schmitt.  It's  connecting.  What  I'm  eisking  about  are 
services  such  as  the  new  Xerox  proposal,  which  really  will  be 
another  type  of  interexchange  service  but  will  not  necessarily  use 
local  exchange  facilities.  If  they  were  not  providing  basic  voice 
telephone  service,  should  they  pay  a  surcharge? 

Ma.  Sasseville.  If  it  doesn't  use  local  exchange  facilities  at  all? 

Senator  ScHMnr.  It's  an  interexchange  service,  but  it's  not  inter- 
connecting with  the  local  exchanges. 

Ms.  Sasseville.  I  think  by  definition,  an  access  charge  has  to 
mean  that  the  call  goes  through  the  local  exchange  office. 

Senator  Schmitt.  Mr.  Stewart? 

Mr.  Stewart.  I  have  a  problem  and  that  is  this.  The  telephone 
system  in  America  today  provides  redundancy  for  the  most  impor- 
tant sections,  including  all  of  the  toll  sections  of  the  network. 

That  mecms  in  case  part  of  the  system  fails,  another  part  takes 
over  and  does  the  job. 

In  addition  to  that,  the  most  expensive  element  that  we  have  to 
handle  in  our  business,  just  like  in  the  power  companies,  is  peak 
load.  We  have  to  be  able  to  handle  that  peak  load  even  if  it  only 
comes  1  hour  one  time  a  year.  And  that's  expensive. 

Now  a  carrier  that  comes  in  and  dpesn't  have  to  interconnect  to 
us,  but  competes  against  us  for  a  piece  of  the  same  type  of  business 
that  we  are  offering,  can  then  say  to  the  customer  that  the  tele- 
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phone  company  becomes  a  redundant  network  and  in  case  his  less 
expensive  system  fails,  then  the  customer  can  go  to  the  telephone 
company  and  use  our  lines  until  such  time  as  his  lines  come  back 
up. 

That  saves  our  competitors  an  enormous  eunount  of  money. 

Furthermore,  from  a  peak  load  standpoint,  they  can  also  use  the 
telephone  system  to  heuidle  the  overflow. 

Senator  Schmitt.  What  if  they  don't  compete?  What  if  they  are 
providing  a  new  service  that  cannot  use  the  local  exchange? 

Mr.  Stewart.  I  would  have  a  very  difficult  time  arguing  the 
point  if  they  did  not  in  some  manner  use  the  telecommunications 
network  as  a  redundant  system  or  as  an  overflow  eurangment. 

Senator  Schmitt.  But  presumably,  there  are  some  gray  areas. 

Mr.  Stewart.  I  think  there's  a  lot  of  gray  area. 

Senator  Schmitt.  Does  anybody  else  have  any  comments  on  that 
question? 

Mr.  DujACK.  The  Xerox  question?  My  comment  was  going  to  be 
just  what  you  said.  It  would  seem  sort  of  absurd  for  any  organiza- 
tion like  Xerox,  which,  in  their  business  plans,  say  "We're  in  the 
high  speed  document  transfer  business,  period."  There  may  be 
some  voice  which  is  a  bonus,  but  that  is  not  within  their  primarily 
intended  operations,  I  believe. 

Now  if  someone,  however,  with  new  technology  were  competing 
directly  with  the  telephone  business  without  using  exchange  facili- 
ties, I  would  say  it  doesn't  make  good  economic  sense  to  have  them 
pay.  But,  from  a  social  policy  point  of  view,  I  could  see  where  the 
local  exchange  operator  may  have  a  reasonable  [>osition. 

However,  I  don't  see  the  eventuality,  with  today's  technology, 
that  people  would  be  going  immediately  and  extensively  into  the 
voice  business,  bypassing  local  loops, 

Mr.  Case.  Senator  Schmitt,  I  would  like  to  reinforce  the  opinions 
of  my  colleEigue  on  the  left.  I  think  the  word  "access"  does — is  the 
primary  thing  here.  I  would  like  to,  however,  point  out  in  this  age 
of  computers,  the  services  we  render  over  the  switch  network, 
these  days  we  find  great  massive  uses  of  our  extended  area  service 
trunks  find  the  like,  which  is  disproportionate  to  the  other  uses. 

So,  we  think  those  people  who  do  connect  to  the  network,  howev- 
er, regardless  of  whether  it's  voice,  data,  high  speed  link,  or  £iny- 
thing  else,  can  certainly  have  an  obligation  to  support  the  network. 

Senator  Schmitt.  Finally,  I  would  be  interested  in  some  specific 
examples,  if  you  have  them  now,  or  for  the  record,  of  the  impact 
that  the  two  bills  would  have  on  local  rates.  It  has  been  argued 
that  the  result  would  be  higher  rates. 

Are  there  studies  to  indicate  that  this  would  be  so? 

Mr.  DujACK.  I  can't  cite  any  quantitative  studies.  We  haven't 
had  time  to  do  them.  We'd  have  to  use  a  crystal  ball. 

Senator  ScHMrrr.  It's  a  judgment  call. 

Mr.  DujACK.  Yes;  in  those  areas — we  all  know  the  EMF  payout  is 
going  to  go  down.  It's  simply  a  matter  of  predicting  whether  or  not, 
with  stimulation  of  traffic  because  of  tower  interchange  rates,  the 
people,  would  or  would  not  experience  a  revenue  shortfall. 

It's  hard  to  make  that  kind  of  a  study. 
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Senator  Schmitt.  Could  it  be  made  by  utilizing  a  transition 
period  as  an  experimental  period  which  would  clarify  the  emswer 
to  that  question  and  remedial  action  could  be  taken  if  necessary? 

Mr.  DuJACK.  It's  hard  to  answer.  I've  never  reetlly  addressed 
myself  to  that  point. 

You  know,  a  transitional  arrsingement  would  be  interesting. 

Senator  Schmiit.  Well,  S.  622,  of  course,  envisions  transition. 

Mr.  DujACK.  That's  why  I  made  the  point.  Senator,  with  regard 
to  S.  611,  Basically,  in  my  testimony,  I'm  saying  the  same  thing. 
Let's  have  a  transition. 

If  the  commission  has  some  discretion 

Senator  ScHMrrr.  Should  it  be  a  fixed  time  period?  We've  had  a 
debate  on  that  question  during  some  of  our  panels.  Six  years,  10 
years? 

Mr.  DuJACK.  I  don't  think  that  it  should  go  on  forever.  I  think  in 
4  or  5  years  we'd  have  some  idea.  Then  if  we  are  going  to  have 
discretion  in  S.  611,  we  could  set  up  a  permanent  policy  such  that, 
occasionally,  when  an  outlier,  so  to  speak,  appears  to  be  really 
adversely  affected,  we  can  do  something  about  it. 

Senator  Schmitt.  More  or  less  like  we  did  in  airline  deregula- 
tion, where  we  gave  the  CAB,  some  fairly  specific  discretion,  to 
awist  a  peirticular  community  that  was  being  damaged  by  the 
deregulation  process. 

Mr.  Case.  Senator,  in  specific  answer  to  your  question,  the  stud- 
ies that  our  industry  has  made  have  assumed  that  the  element  of 
separations  and  settlements,  the  so-called  contribution,  as  it's  been 
referred  to  here,  would,  in  fact,  have  been  reduced  or  eliminated. 

Those  studies  have  been  made. 

I  don't  believe  that  the  studies  have  taken  into  consideration  the 
competitive  effort,  additional  usage  emd  the  like,  over  the  years  to 
Bee  what  would  happen.  I  don't  believe  we  have  that  as  an  input 
here. 

But  the  industry  does  have  a  substantial  data  base  with  which 
studies  not  only  can  be,  but  are  being  conducted  at  all  times,  and  I 
think  there  is  a  way  to  do  this. 

For  example,  I  think  it  was  3  years  ago  we  conducted  a  study  of 
6  months  duration  to  try  to  find  an  alternative  to  the  present 
separations  procedure.  We  looked  at  19  different  alternatives.  We 
did  it  at  a  facility  located  at  Dulles  Airport.  There  were  seven 
people,  I  believe,  involved  in  that  total  6-month  study.  We  made 
computer  runs. 

Quite  fremkl^,  we  could  not  find  a  procedure  or  an  arrangement 
that  would  satisfy  what  we  thought  were  the  desired  results  of  not 
only  the  companies,  but  our  customers,  that  would  do  the  job.  And 
80  as  a  result,  we  have  said  that  we  must  stay  with  the  present  one 
until  a  better  one  is  found.  A  great  deal  of  effort  was  put  into  that 
study. 

I  guess  we  are  open  to  all  suggestions,  too,  but  we  think  that 
there  are  some  serious  mi^vings  at  present — in  the  present  pro- 
posal here  in  S.  611. 

Senator  Schmitt.  Ms.  Sasseville? 

Ms.  Sassevile.  Senator  Schmitt,  on  two  points  with  respect  to  a 
timeframe,  I  think  rather  than  trying  to  anticipate  the  future  and 
set  a  timeframe,  we  should  start  ttie  Ball  rolling  with  a  joint  board 
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and  ask  for  regular  reports  and  follow  it  along,  and  when  you  get 
to  a  point  where  you  can  see  a  timeframe  that's  not  pure  spectUa- 
tion,  then  you  can  set  it. 

On  the  question  of  whether  rates  are  likely  to  go  up  or  down,  I'm 
very  bullish  on  the  communications  industry.  I  also  regulate  elec- 
tric and  gaa  utilities.  And  in  comparison  to  the  truly  horrendous 
prospect  of  rising  costs  there,  looking  at  telephone  problems  for  me 
is  a  pleasure  because  I  see  the  technological  innovation,  together 
with  the  fact  that  communications  is  a  human  service  that  re- 
sponds both  to  a  vital  necessity  of  people,  literally  life  and  death 
situations,  and  also  is  open  to  luxurious  use. 

So  that  I  see  the  demand  for  communications  services  growing 
and  growing  and  the  cost  of  providing  them  being  reduced.  And  I 
don't  believe  that  rates  are  going  to  go  out  of  line. 

You  know,  20  years  ago  I  never  would  have  believed  that  Ameri- 
cans would  spend  the  portion  that  they  do  if  their  irjome  to  eat  in 
restaurants.  And  in  way,  food  is  like  communications,  we  need  to 
provide  a  certain  vital  basic  part,  but  we  also  have  an  apparently 
limitless  propensity  to  use  it  in  luxurious  and  satisfying  ways. 

Senator  Schmitt.  I  had  never  thought  about  it  before,  but  there 
is  a  correlation  between  the  fast  food  industry  and  communications 
industry  in  the  dispersal  of  services.  These  services  are  available  to 
a  wider  and  wider  number  of  people. 

It  happened  first  with  communications  and  the  automobile  and 
now  it's  fast  food  phenomenon.  I'm  one  of  those  who  believe  that 
that  much  of  our  energy  efforts  should  be  directed  toward  dis- 
persed energy  availability. 

And  when  I  say  dispersed,  I  mean  that  the  location  of  the  energy 
production  is  dispersed,  either  in  the  local  community  or  in  the 
home.  There  are  a  number  of  technological  concepts  that  are  ad- 
vanced in  many  respects  with  communication. 

One  example  is  the  terminal  industry.  That  has  not  yet  been 
applied  in  a  dispersed  way.  I  believe  we  will  see  the  prices  go  down 
when  we  disperse  the  services.  That  won't  be  true  for  everything, 
but  particularly  in  rural  areas  dispersed  energy  service  is  going  to 
be  much  less  costly. 

Ms.  Sasseville.  Then  when  we  substitute  communications  for 
transportation,  we  will  be  able  to  save  even  more  energy. 

Senator  Schmitt.  That's  going  to  be  tougher.  Human  beings, 
what  they  are,  they  like  to  touch.  That  means  they're  going  to 
drive. 

Mr.  Case.  I  would  not  be  supporting  my  industry  if  I  didn't  point 
out  the  fact  that  there  is  a  well  known  chart  which  compares  the 
disposable  income  of  the  country  in  one  graph,  the  consumer  price 
index  in  another,  and  local  telephone  rates,  which,  of  course,  have 
been  relatively  flat  since  1960. 

And  I  think  that  bears  out  a  little  bit  what  you  say.  The  only 
thing  I  would  ask  is  that  my  coUeeigue  change  her  thinking  so  that 
we  would  like  to  have  the  communications  industry  bullish  rather 
than  bearish. 

Ms.  Sasseville.  Sorry.  Did  I  say  bearish? 

Mr.  DujACK.  Yes;  you  were  asking  about  studies.  We  did  one 
worst  case  study  to  see  what  would  happen  if  S.  611  went  into 
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effect  in  the  year  1977,  and  if  in  that  year,  nobody  paid  out  the 
exchange  maintenance  fund — which  worked  out  to  be  $2Vi  billion. 

We  divided  that  by  the  number  of  subscribers  there  are.  And  we 
found  a  subsidy  of  |2.60  a  month  per  person. 

So  a  completely  diminished  fund  may  not  be  catastrophic  on 
average.  But,  however,  again,  numbers  and  aggregates  can  be  mis- 
leading. Individued  companies  could  be  harmed. 

Senator  Schmitt.  Is  that  study  available  for  our  record? 

Mr.  DuJACK.  It's  about  six  lines  of  assumptions. 

Senator  Schmitt.  You've  just  given  us  your  study.  Is  that  it? 

Let  me  ask  the  panel  one  truly  last  question:  Should  Federal 
policy  encourage  the  States  to  require  telephone  companies  to 
adopt  measured  use  pricing  and  the  unbundling  of  rates? 

Mr.  Case.  Senator,  I  have  that  as  an  Eissignment  for  the  SERUC 
meeting  in  the  NARUC  next  month  to  really  figure  out  what  I'm 
going  to  say. 

Senator  Schmitt.  Will  you  send  it  to  the  committee  when  you 
decide? 

Mr.  Case.  I  would  be  happy  to.  But  usage-sensitive  pricing  cer- 
tainly has  to  be  the  order  of  the  day.  I  mentioned  just  a  moment 
ago  about  the  massive  use  of  time  on  our  circuitry  by  computer 
operatora  and  customers.  And  some  element  of  time  spent  on  the 
calls,  some  element  of  attempt,  and  perhaps  some  element  of  time 
of  day  has  to  go  into  the  pricing  of  our  service. 

Now  we  have  long  enjoyed  universal  service,  especially  in  the 
residential  market,  where  you  can  talk  eis  long  as  you  want.  And 
we  really  lived  on  the  averages. 

But  it  creates  some  discrepencies.  If  we  are  to  nail  our  prices  to 
cost,  and  that  seems  to  be  the  trend,  then  I  think  we  have  to 
recognize  that  usage-sensitive  pricing  certainly  is  in  the  offing  and 
probably  not  too  far  away. 

Senator  Schmitt.  And  by  that  you  mean  the  more  you  use,  the 
less  you  pay? 

Mr.  Case.  No;  the  more  you  use  it  the  more  you  pay.  You  pay  on 
an  attempt  basis,  maybe  on  a  minute  basis.  The  unit  charge  may 
go  down.  But,  for  example,  extended  area  service  between  two 
given  exchanges,  which  is  a  very  expensive  thing  to  provide,  prob- 
ably will  diminish  in  its  offering  and  have  substituted  for  it  some 
message  unit  service  which  is  useige-sensitive. 

Senator  Schmitt.  I  was  being  facetious.  That's  the  way  we  got 
into  our  conservation  or  nonconservation  problem  in  energy.  There 
the  more  you  used,  the  less  you  paid.  That  tends  to  discourage 
conservation. 

Conservation  isn't  necessarily  the  problem  we  face  in  communi- 
cations. But  I  think  we  do  face  a  possibility  of  rising  rates.  Using  a 
message  unit  basis  is  certainly  something  that  we  should  be  consid- 
ering. 

Mr.  Case.  I  think  you  will  find  that  option  should  be  the  order  of 
the  day. 

Mr.  Stewart.  I  think  we  need  to  be  very  careful  about  what  we 
call  usage  sensitive  pricing.  Usage  sensitive  pricing  makes  very 
good  sense  for  that  portion  of  the  plant  which  is  traffic  sensitive.  It 
does  not  make  any  sense  that  I  can  see  for  that  portion  of  our 
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plant  which  is  not  traffic  sensitive.  And  there  is  quite  a  bit  of  aoa- 
trafFic-sensitive  plant. 

Senator  Schmitt.  I  understand.  My  question  was  oriented  toward 
the  traffic  usage  sensitive  area. 

Ms.  Sasseville.  I  would  like  to  eigree  with  that  point,  fuid  also  to 
suggest  electricity  pricing  as  an  analogous  thing  to  consider.  And 
there  are  many  forms  of  usage-sensitive  or  time-sensitive  pricing  in 
electricity. 

I  think  in  telephony,  really,  we  have  not  explored  the  full  range 
of  possibilities  that  there  might  be.  I  would  hate  for  it  to  be 
mandated  that  States  had  to  adopt  a  particular  form  of  usage- 
sensitive  pricing  which  would  have  the  effect  of  preventing  low 
income  and  elderly  people  from  using  the  phone  to  satisfy  their 
needs. 

We've  had  a  study  done  in  the  twin  city  metropolitan  area  of 
Minnesota,  which  indicates  that  usage-sensitive  pricing  could  cut 
down  on  the  economic  viability  of  the  integrated  cities,  that  teleph- 
ony and  communications  help  maintain  both  economic  and  social 
viability  of  the  large  metropolitan  complex. 

I  do  think  that  it  should  be  an  option,  and  I  think  there's  one 
place  that  it  definitely  should  be  applied. 

We  have  talked  about  how  access  charges  would  apply  to  the 
telephone  company.  We  have  not  talked  about  how  they  would  be 
applied  to  the  interconnecting  carrier. 

I  believe  that  the  charges  to  the  carriers  should  definitely  be 
usage-sensitive.  They  should  pay  on  the  basis  of  capacity  costs 
which  they  impose  on  the  telephone  company  and  on  the  basis  of 
the  volume  of  their  use. 

They  should  not  be  treated  the  way  a  single  line  residential  user 
is  treated.  In  the  residential  market,  I  think,  in  Minnesota,  the 
telephone  is  used  only  about  2  percent  of  the  time.  Does  that  sound 
right? 

Mr.  Case.  Yes. 

Ms.  Sasseville.  Obviously,  that  kind  of  usage  can't  be  compared 
with  a  user  who  has  100  lines  going  24  hours  a  day.  Those  factors 
have  to  be  taken  into  consideration  in  charging  a  carrier  under  an 
access  charge. 

Senator  ScHMrrr.  I  believe  25  years  from  now  that  low  usage  rate 
will  have  changed  a  great  deal.  There's  going  to  be  a  lot  more 
information  flowing  into  the  home  than  there  is  today  by  voice. 

Did  you  have  a  comment?  Anybody  else? 

Mr.  Stewart.  I  just  had  one  concluding  comment;  that  is  that 
the  subject  of  maintaining  average  toll  rates  has  not  been  ad- 
dressed very  much,  if  at  all,  and  it  is  one  that  I  would  like  to  have 
the  subcommittee  think  long  and  hard  about  because  in  Cornelia, 
Ga.,  that  means  a  lot  to  us,  a  great  deal. 

Senator  Schmitt.  The  area  where  that  may  have  the  greatest 
potential  is  the  lower  density  population  areas. 

Mr.  Stewart.  Absolutely. 

Senator  Schmitt.  I  understand  a  small  Wisconsin  telephone  com- 
pany is  using  both  rate  systems,  hoping  to  prove  to  the  State 
commission  that  they  can  provide  a  lower  rate  to  the  consumer 
with  the  newer  type  of  multiple  unit  pricing. 

So  panel,  thank  you  very  much. 
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Thank  you,  Mr.  Chairman. 

Senator  Hollings.  Thank  you  very  much.  Let  me  just  add  one 
question.  I'm  interested  in  the  expertise,  obviously,  Mr,  Case,  head 
of  the  Separations  Committee;  you  can  understand,  Mr.  Di^jack 
head  of  Common  Carrier;  Ms.  Sassevile,  you  sound  like  you  could 
be  a  good  member  of  our  Federal  Communications  Commission. 

I'll  finally  get  to  Mr.  Stewart:  How  did  you  get  lost  down  in 
Cornelia? 

You  seem  to  know  a  lot  more  about  this  telephone  business  than 
somebody  in  Cornelia,  Ga.,  would  know. 

Mr.  Stow  ART.  Thank  you. 

Senator  Houjngs.  What's  the  population  of  Cornelia? 

Mr.  Stewart.  We're  right  at  3,000. 

Senator  Hollings.  Boy,  you  sure  know  a  lot  about  this  business. 
Thank  you  all  end  each  very,  very  much. 

Senator  Sckmitt.  Mr.  Chairman,  I  agree  with  you  on  that.  When 
I  talk  with  the  managers  of  telephone  operations  in  small  commu- 
nities, they  very  often  are  entirely  comparable  to  what  we  have 
seen  here  today.  It's  a  resource  we  need  to  tap  more  often  in  New 
Mexico  and  elsewhere.  It's  amazing  how  close  these  people  watch 
the  industry  and  are  able  to  provide  us  with  the  guidance. 

Senator  Hollings.  Very  good.  The  committee  will  be  in  recess 
until  tomorrow  at  2  p.m.  with  the  same  group. 

[Whereupon,  at  4  p.m.,  the  hearing  was  adjourned.] 
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AMENDMENTS  TO  THE  COMMUNICATIONS  ACT 
OF  1934 


TUESDAY.  MAY  1,  1979 

U.S.  Senate, 
Committee  on  Commerce,  Science,  and  Transportation, 

Subcommittee  on  Communications, 

Washington,  D.C. 

The  subcommittee  met  at  2  p.m.  in  room  6226  of  the  Dirksen 
Senate  Office  Building,  Hon.  Emest  F.  Holiings  (chairman  of  the 
subcommittee)  presiding. 

Senator  Hollings.  Good  afternoon. 

The  committee  will  please  come  to  order. 

We  are  pleased  to  have  this  afternoon  a  radio  common  Cftrrier 
panel,  with  Mr.  Louis  M.  Weinberg  from  A.T.  &  T.,  Mr.  Carlos 
Roberts  from  the  FCC,  Mr.  Geoi^e  Perrin  from  Telocator  Network 
of  America,  and  Mr.  Travis  Marshall  from  Motorola. 

We  welcome  you. 

I  think,  Mr.  Roberts,  we  will  start  with  you  if  that's  all  right. 

STATEMENT  OF  CARLOS  V.  ROBERTS,  CHIEF,  PRIVATE  RADIO 
BUREAU.  FEDERAL  COMMUNICATIONS  COMMISSION 

Mr.  Roberts.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is 
CartoB  V.  Roberts,  and  I  am  chief  of  the  Private  Radio  Bureau  of 
the  FCC. 

I  am  pleased  to  have  the  opportunity  to  comment  on  this  very 
important  legislation.  I  want  to  emphasize  at  the  outset  that  the 
views  I  express  are  my  own  and  do  not  necessarily  represent  the 
views  of  the  Commission. 

There  are  two  broad  categories  of  radio  services  that  use  the 
radio  spectrum  to  provide  users  with  two-way  mobile  communica- 
tions. 

These  categories  are  the  wireline  and  radio  common  carriers,  or 
RCC's,  and  the  private  land  mobile  radio  services.  The  wireline 
carriers  and  RCC's  provide  radiotelephone  and  paging  services  to 
the  general  public  and  are  regulated  by  the  Commission  as 
common  carriers. 

The  private  land  mobile  radio  services  are  made  up  of  entities 
which  use  radio  primarily  as  a  tool  for  accomplishing  some  other 
objective. 

Regulation  of  the  private  services  traditionally  has  relied  on 
competition  to  bring  the  public  a  wide  variety  of  telecommunica- 
tions services  at  a  low  cost.  S.  611  and  S.  622  foster  this  traditional 
reliance  on  competition.  My  experience  convinces  me  that  competi- 
(1043) 
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tion  is  the  best  means  of  insuring  that  the  diverse  needs  of  the 
public  are  met  and  I  strongly  support  this  reliance  on  competition. 

Both  of  these  bills  would  give  the  Commission  the  authority  to 
substitute  competition  for  regulation  in  a  number  of  areas,  and  I 
welcome  this  initiative. 

While  the  proposed  legislation  will  have  signiiicant  effects  on 
both  service  cat^ories,  I  understand  that  the  subcommittee  will 
have  a  hearing  directed  to  the  private  services  in  the  near  future, 
and  I  will  restrict  my  comments  at  this  time  to  the  wireline  and 
radio  common  carrier  services. 

As  requested  by  the  subcommittee  staff,  I  have  reviewed  S.  611 
with  particular  attention  to  its  effects  on  the  radio  common  carrier 
industry.  Presently  there  are  more  than  40  States  that  assert  some 
form  of  jurisdiction  over  rates  and  entry. 

Commission  administration  of  the  mobile  services  heis  been  based 
on  a  sheu'ed  responsibility  with  the  States,  as  congressionally  man- 
dated by  section  221(b)  of  the  1934  act. 

As  I  stated  earlier,  the  radio  common  carrier  industry  is  engaged 
primarily  in  the  provision  of  paging  and  radiotelephone  services  to 
the  general  public.  The  wireline  carriers  are  also  authorized  to 
provide  these  services,  and  the  frequencies  available  for  this  use 
are  divided  about  equally  between  the  two  groups. 

There  are  over  2,500  systems  in  operation  providing  paging  and 
radiotelephone  services,  and  they  are  operated  by  a  mixture  of 
nearly  1,000  radio  common  carriers  and  wireline  telephone  compa- 
nies. 

With  that  brief  description  of  the  industry  in  mind,  I  would  like 
to  discuss  the  regulatory  environment  that  is  most  appropriate  for 
providing  radiotelephone  and  paging  services.  I  believe  the  procom- 
petitive  philosophy  espoused  in  both  S.  611  and  S.  622  is  valid  and 
desirable  for  these  services. 

With  the  exception  of  cellular  systems,  which  I  will  discuss  later, 
these  services  possess  no  innate  characteristics  that  would  necessi- 
tate governmental  regulation.  This  being  the  case,  I  see  no  reason 
why  free  and  open  competition  should  not  be  the  norm  in  the 
offering  of  these  mobile  services. 

In  this  r^ard,  some  parts  of  the  country  presently  have  enough 
carriers  offering  services  that  a  fully  competitive  marketplace 
would  probably  result  if  the  heavy  hand  of  regulation  were  to  be 
removed. 

For  example,  New  York  and  Los  Angeles  both  have  upward  of  a 
dozen  RCC's,  in  addition  to  similar  services  being  provided  by  the 
local  wireline  carriers.  There  are  also  many  smaller  cities  where  a 
lesser,  but  still  sizable,  number  of  RCC's  now  operate  in  what  could 
be  a  competitive  mode. 

I  know  of  no  reason  why  paging  and  radiotelephone  services 
could  not  be  deregulated  immediately  in  these  areas. 

In  addition  to  those  parts  of  the  country  where  deregulation 
would  be  feasible  because  there  already  are  established  a  number 
of  would-be  competitors,  there  are  other  cities  with  only  one  or  two 
entities  providing  services  of  the  type  we  have  been  discussing. 

Deregulation  could  also  be  effected  in  these  areas  if  two  con<n- 
tions  were  to  exist:  There  must  not  be  any  regulatory  barriers  to 
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the  entry  of  new  fiims  into  the  industry,  and  there  must  be  fre- 
quencies available  for  new  entrants  to  utilize. 

If  these  conditions  prevail,  existing  carriers  who  attempt  to 
abuse  their  market  power  by  engaging  in  monopolistic  practices 
will  be  restrained  by  new  entrants,  find  thus  Government  regula- 
tion may  be  dispensed  with. 

In  addition  to  the  two  competitive  environments  I  have  discussed 
above,  there  is  a  third  type  of  situation  which  must  be  taken  into 
account.  I  am  referring  to  those  cities  where  a  very  small  number 
of  firms  serve  the  total  market  and  where  there  is  no  potential  for 
new  entrants  due  to  the  lack  of  available  frequencies. 

Because  of  the  immense  market  power  wielded  by  the  existing 
carriers,  and  since  there  is  no  threat  of  new  entry  to  restrain  the 
exercise  of  that  power,  it  is  clear  that  in  this  instance  regulation  is 
appropriate. 

If  the  above  scenario  represents  the  optimum  near-term  imple- 
mentation of  the  ideal  of  full  competition  in  these  services — and  I 
believe  it  does — what  are  the  marketplace  conditions  needed  to 
bring  this  situation  about? 

First,  for  the  reasons  I  discussed  earlier,  there  should  be  no 
barriers  to  the  entry  of  new  firms.  As  long  as  there  are  unused 
frequencies  available,  regulators  should  be  prohibited  from  restrict- 
ing entry  of  new  carriers.  I  believe  this  policy  is  effectively  imple- 
mented by  S.  611. 

Second,  an  appropriate  regulatory  body  must  be  authorized  to 
regulate  rates  in  those  cases  where  conditions  are  insufficient  to 
assure  effective  competition.  I  believe  the  best  regulatory  forum  for 
such  action  lies  with  the  States,  not  with  the  FXX!. 

My  principal  reason  for  advocating  regulation  at  the  State  level 
centers  on  the  fact  that  paging  and  radiotelephone  services  are 
primarily  local  in  nature,  and  I  believe  that  if  regulation  is  re- 
quired, it  is  best  accomplished  at  the  local  level. 

Additionally,  as  I  mentioned  earlier,  there  are  several  thousand 
systems  now  in  operation  providing  these  types  of  services;  and 
while  it  is  unclear  how  many  systems  would  require  regulation,  it 
may  be  a  significant  number. 

I  don't  believe  the  FCX!^  could  effectively  and  efficiently  pass 
judgment  on  the  large  number  of  different  rates  and  tariffs  that 
would  be  forthcoming. 

However,  the  Stat^  have  been  filling  this  function  for  a  number 
of  years,  and  they  are  best  equipped  to  carry  on  in  this  area. 

Reliance  on  State  regulation  does  give  rise  to  one  area  of  con- 
cern, namely  whether  or  not  the  States  will  refrain  from  regula- 
tion in  those  instances  where  the  market  conditions  are  adequate 
to  insure  that  effective  competition  will  reign. 

In  order  to  best  implement  the  competitive  mandate  of  both 
S.  611  and  S.  622,  and  since  the  determination  of  when  regulation 
is  needed  may  be  a  complex  issue,  I  suggest  the  FCC  be  given 
authority  to  issue  regulations  which  would  specify  conditions  under 
which  a  competitive  market  is  presumed  to  exist,  in  which  case 
State  regulation  would  be  foreclosed. 

Should  the  subcommittee  wish  to  adopt  the  regulatoiy  structure 
I  have  outlined,  few  changes  would  be  required  in  S.  611.  If  section 
102(a)  of  the  bill  is  intended  to  effect  total  preemption  of  State 
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regulation  of  RCC's — and  I  believe  this  is  the  case — then  new  word- 
ing would  be  required  to  allow  such  regulation  under  circum- 
stances to  be  determined  by  the  FCC. 

Section  204(e)  should  also  be  amended  to  clariiy  that  the  Com- 
mission can  classify  a  carrier  as  category  I,  even  though  its  market 
share  may  exceed  one-third,  if  conditions  similar  to  those  I  have 
described  warrant  so  doing. 

These  changes  would  result  in  the  provision  of  radiotelephone 
and  paging  services  under  the  most  competitive  environment  poesi' 
hie,  while  still  providing  the  public  effective  rate  regulation  in 
those  instances  where  competition  is  not  presently  feasible. 

Another  major  area  of  concern  is  the  potential  effect  of  S.  611  on 
the  cellular  radiotelephone  systems  that  were  established  by  the 
Commission's  docket  18262.  Iliese  systems  depend  on  an  intensive 
reuse  of  frequencies  to  achieve  an  exceptionally  h^h  spectrum 
efficiency. 

The  frequency  reuse  is  achieved  by  developing  a  number  of  cells, 
composed  of  low  power  transmitters,  that  are  tied  tf^ether  by  a 
central  processing  unit.  A  fully  operational  cell  system  will  provide 
enough  capacity  in  40  MHz  of  spectrum  to  serve  the  potential 
demand  for  radiotelephone  in  the  largest  market  through  the 
1990's. 

The  Commission's  finding  in  docket  18262  was  that  the  provision 
of  cellular  service  was  a  natural  monopoly,  based  on  the  economies 
of  scale  that  could  be  achieved  by  a  single  carrier. 

It  is  estimated  that  the  capital  investment  for  a  cellular  system 
is  in  the  tens  of  millions  of  dollars.  Figures  submitted  during  the 
course  of  docket  18262  indicated  that  the  cost  of  service  to  the  user 
would  be  significantly  increased  if  the  amount  of  spectrum  avetila- 
ble  to  a  carrier  wiis  reduced. 

This  data  also  showed  that  the  degree  of  efficient  use  of  the 
spectrum  is  substantially  improved  as  the  amount  of  spectrum 
available  is  increased.  These  figures  were  part  of  the  Commission's 
rationale  for  determining  that  cellular  radiotelephone  should  be  a 
monopoly  service,  such  that  only  one  carrier  will  be  authorized  in 
each  market. 

Given  the  fact  that  cellular  radio  systems  will  exist  only  as 
monopolies,  and  also  realizing  that  cellular  systems  will  prolmbly 
he  the  principal  source  of  new  radiotelephone  service  for  the  rest  of 
this  century,  rate  regulation  by  a  Government  entity  appears  to  be 
warranted. 

As  in  the  previous  discussion  of  Federal  versus  State  regulation, 
I  believe  that  regulation  at  the  State  level  is  to  be  preferred  for 
this  type  of  service,  which  is  essentially  loceil  in  nature. 

Adoption  of  this  policy  would  also  be  consonant  with  S.  Cll's 
philosophy  of  continuing  State  jurisdiction  over  exchange  services. 

Mr.  Chairman,  this  concludes  my  statement.  Thank  you  for  the 
opportunity  of  appearing  and  offering  my  views. 

[The  following  information  was  subsequently  received  for  the 
record:] 
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quebtionb  of  the  committee  and  the  answers  thereto 

Federal  Communications  Commission, 

Washington,  DC.  July  11.  1979. 
Hon.  HowAHD  W.  Cannon, 

Chairman,  Committee  on  Commerce,  Science,  and  Transportation, 
U.S.  SenaU,  Washington.  D.C. 

Dbab  Senator  Cannon:  The  following  are  my  responses  to  the  questions  you 
asked  in  your  letter  of  June  20,  1979. 

Question  No.  I.  You  testiried  that  Section  310  of  the  existing  ComnaunicationB  Act 
needs  to  be  changed  if  economic  tools  are  to  be  implemented  in  spectrum  manage- 
ment. Is  Section  310  all  that  needs  to  be  changed  for  this  to  happen? 

Answer.  Section  309(a)  presently  requires  a  public  interest  determination  by  the 
Commission  prior  to  a  grant  of  an  application  filed  under  Section  308  for  a  new, 
modifled,  or  renewed  license.  However,  a  change  in  the  current  language  in  Section 
310(b)  would  permit  the  free  transfer  of  licenses  in  the  private  radio  services,  if  the 
change  specifically  aothoized  the  commission  to  grant  an  application  for  assignment 
without  malung  a  prior  public  interest  determination,  and  without  disposing  of  the 
application  as  if  it  were  filed  under  Section  308. 

In  order  to  enable  the  Commission  to  award  original  licenses  and  modify  and 
renew  existing  licenses  without  making  individual  public  interest  determinations, 
Section  307  and  309  would  also  have  to  be  changed.  These  sections  would  have  to  be 
re-drafted  to  allow  for  grants  by  lottery  or  auction. 

Question  No.  3.  You  note  that,  even  with  an  amendment  to  Section  310.  "'  *  * 
m^or  changes  in  present  FCC  rules  would  be  required."  Are  you  confident  that 
thoae  rule  changes  would  take  place  in  the  absence  of  congreasional  policy  directives 
to  stimulate  these  changes?  If  not,  what  would  you  propose  to  include  in  the 
legislation  to  insure  that  these  changes  do  take  place? 

Answer.  I  feel  fairly  confident  that  these  rule  changes  would  be  enacted  by  the 
Commission  without  specific  congressional  policy  directives,  although  I  would  wel- 
come such  guidance.  However,  it  may  be  aesirable  to  have  some  language  in  the 
committee  report  that  discusses  congressional  expectations  for  the  Commission's  use 
of  economic  techniques  in  spectrum  management. 

Quesfion  No.  3.  Mr.  Friedland  took  exception  to  Section  336  of  S.  622.  He  suggests 
that,  instead  of  having  a  license  granted  automatically  after  60  da^  the  Commis- 
sion should  grant  special  temporary  authorizations,  b  there  anything  stopping  the 
Commission  from  <K>ing  this  now?  Do  we  need  something  in  law  to  allow  this  to 

Answer.  The  Commission  presently  has  the  power  to  issue  special  temporary 
authorizations,  and  we  do  so  frequently.  However,  the  issuance  of  special  temporary 
authorizations  on  a  routine  basis  for  all  applicants  would  fail  to  solve  the  problem 
engendered  by  licensing  backlc^.  Such  an  action  would  simply  increase  the  back- 
log, as  each  licensee  would  have  to  first  receive  special  temporary  authority,  and 
then  later  a  r^ular  license.  This  process  would  double  the  amount  of  paperwork 
required  to  be  processed  per  applicant,  and  it  would  worsen  the  backlog  problem, 
rauier  than  improving  it. 

Question  No.  i.  In  your  testimony  recently  before  the  House  Subcommittee  on 
Communications,  you  said:  "I  personal^  don't  believe  that  fees  for  land  mobile 
would  be  very  high,  even  wihout  the  tie-in  to  television  fees,  but  any  such  fears 
could  be  allayed  Uirough  the  provision  in  the  bill  of  an  arbitrary  dollar  ceiling  on 
the  maximum  amount.  '  Now,  you  have  had  a  lot  of  experience  in  this  area.  Why, 
based  on  your  expelence.  do  you  think  that  the  fees  for  land  mobile  wouldn't  be 
very  high? 

Answer.  There  are  at  least  three  general  reasons  why  I  believe  the  fees  for  land 
mobile  users  would  not  be  very  high.  First,  there  is  an  ample  supply  of  land  mobile 
spectrum  available  at  the  rresent  time,  due  to  the  SOO  MHz  reallocation  action 
taken  by  the  Commission.  The  type  of  user  fees  that  I  would  advocate  would  be 
scarcity  based  fees,  and  as  there  presently  exists  little  scarcity  of  land  mobile 
channels  in  most  parts  of  the  U.S.,  the  fees  would  be  fairly  low.  Second,  I  believe 
that  new  technologies  (such  as  cellular  radio,  trunked  radio  systems,  and  perhaps 
single  sideband)  will  enable  us  to  make  much  more  efficient  use  of  the  presently 
available  spectrum  than  we  are  now  doing,  and  thus  will  extend  the  availability  and 
capacity  of  presently  allocated  spectrum.  Again,  if  fees  are  based  on  scarcity,  new 
technolon'  will  minimize  the  amount  of  scarcity  that  will  be  encountered.  The  third 
reason  ^iy  I  feel  that  fees  will  probably  not  be  very  high  is  because  the  implemen- 
tation of  user  fees  based  on  scarcity  could  provide  a  fairly  clear  signal  to  the 
Commission  of  when  the  appropriate  time  to  reallocate  additional  spectrum  is 
reached.  Thus.  I  believe  the  Commission  would  be  more  likely  to  reallocate  Spec- 
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tnim  to  land  mobile  than  it  haa  been  in  the  past,  when  there  have  been  some 
questions  raised  as  to  need  for  additional  frequencies.  If  spectrum  can  be  reallocated 
for  land  mobile  use  in  an  easier  manner  than  has  heretofore  been  possible,  thii 
would  also  contribute  to  keeping  the  scarcity  value  of  a  land  mobile  channel  low, 
and  thus  the  coireaponding  fees  would  not  be  very  high. 

Question  No.  5.  You  mentioned  "an  arbitrary  dollar  ceiling".  What  should  that 
be?  Could  you  give  us  some  su^estions? 

Answer.  As  I  stated  in  my  testimony,  1  don't  believe  that  fees  for  land  mobile 
users  would  be  very  high,  and  thus  I  do  not  believe  there  is  a  requirement  for  a  cap 
on  the  land  mobile  fee  value.  If  such  a  ceiling  amount  were  to  be  legialativriy 
mandated,  the  amount  would  be  fairly  arbitrary,  A  poesible  figure  might  be  $1,000, 
with  a  provision  for  periodic  upward  adjustment  for  inflation. 
Sincerely, 

Carlos  V.  Robeb-is, 
Chief,  Private  Radio  Bureau. 

Senator  Hollings.  Theink  you  very  much,  Mr.  Roberts. 
Mr.  Weinberg. 

STATEMENT  OP  LOUIS  M.  WEINBERG,  DIRECTOR  OF  BUSINESS 
EXCHANGE  AND  MOBILE  COMMUNICATIONS  SERVICES, 
AMERICAN  TELEPHONE  &  TELEGRAPH  CO. 

Mr.  Weinberg.  Mr.  Chairman,  members  of  the  subcx>minitee,  my 
name  is  Louis  Weinberg,  and  I  am  employed  at  A.T.  &  T.  as 
director  of  business  exchange  and  mobile  communications  services. 
In  that  capacity,  I  am  responsible  for  all  land,  mobile  radio  tele- 
phone services  provided  by  the  Bell  System. 

I  would  like  to  themk  the  members  of  the  subcommittee  for  this 
opportunity  to  be  here  today. 

And  in  the  short  time  allotted  to  me,  I  would  like  to  briefly 
summarize  the  testimony  that  I  filed  with  the  subcommittee. 

The  very  fact  that  this  panel  has  been  formed  demonstrates  the 
subcommittee's  strong  interest  in  land  mobile  services,  and  we 
enthusiastically  support  that  interest.  Mobile  communications 
offers  an  important  potential  for  a  dynamic  society  such  as  ours, 
but  that  potential  can't  be  realized  without  solving  some  of  the 
tough  problems  that  the  land  mobile  industry  has  facing  it. 

For  example,  in  most  major  metropolitan  areaa  today,  common 
carriers  have  long  waiting  lists  of  customers  whose  mobile  service 
needs  can't  be  satisfied  due  to  frequency  shortages  and  also  the 
limited  capacity  of  conventional  mobile  systems.  The  FCC  has  rec- 
ognized this;  and,  in  fact,  in  1968,  they  instituted  an  inquiry  into 
the  problem.  In  response  to  that  inquiry,  Bell  Laboratories  suggests 
ed  the  cellular  approach  that  Mr.  Robert  has  referred  to. 

We  suggested  a  system  that  was  approximately  20  times  more 
spectral-efficient  than  the  system  in  use.  There  is  insufficient  time 
to  go  into  a  detailed  description  of  the  new  cellular  technology 
except  to  say  that  it  is,  indeed,  spectrally  efficient;  it  has  now  been 
technically  proven;  and  it  is  economically  feasible. 

The  most  important  thing  about  it  is  that  it  allows  superefficient 
use  of  the  radiospectrum.  We  are  very  excited  about  cellular,  and 
we  think  we  have  reason  to  be. 

In  fact,  we  have  a  developmental  trial  of  the  system  underway 
presently  in  Chicago.  We  call  it  Advanced  Mobile  Phone  Service,  or 
AMPS. 

Although  it  is  still  early  in  the  trial,  we  are  extremely  pleased 
with  both  the  technical  operations,  as  well  as  customer  acceptance. 
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As  cellular  service  grows  and  develops,  mobile  telephone  service, 
or,  more  accurately,  portable  telephone  service — a  phone  in  your 
pocket,  for  example,  one  that  you  can  carry  around  with  you — 
could  become  so  practical  in  terms  of  price  and  service  quality  that 
in  some  areas  it  could  be  offered  on  equal  terms  with  the  home  or 
business  telephone,  all  of  which  would  someday  provide  increased 
diversity  and  choice  to  the  everyday  telephone  user,  in  local  ex- 
change communications.  To  allow  the  public  increased  diversity 
and  choice  through  competition  seems  to  me  to  be  one  of  the  prime 
objectives  of  both  Senate  bills. 

In  the  mobile  field,  of  course,  competition  has  been  a  fact  of  life 
since  Uie  very  beginning.  The  membership  on  this  panel  today 
attests  that  there  has  been  vigorous  competition. 

The  FCC  has  followed  a  policy  of  licensing  both  radio  common 
carriers,  or  RCC's,  as  well  as  wireline  companies  or  telephone 
companies,  to  render  mobile  phone  service. 

In  1949,  when  it  made  its  first  permanent  allocation  of  land 
mobile  radio  frequencies,  the  FCC  expressly  stated  that  it  was 
assigning  separate  radio  frequencies  to  RCC's  and  telephone  com- 
panies in  order  to  encourage  the  development  of  competing  sys- 
tems, techniques,  and  equipment. 

The  FCC  has  continued  to  follow  this  policy  through  the  years. 
We  support  that  policy.  We  favor  freedom  for  all  competitors  in 
this  market,  including  the  Bell  System,  to  promote  existing  serv- 
ices, develop  new  technology,  and  provide  the  best  possible  mobile 
telecommunications  to  the  public. 

Let  me  just  briefly  address  a  few  specific  items  relating  to  the 
proposed  bill,  items  that  are  more  thoroi^hly  covered  in  my  filed 
statement. 

We  endorse  the  provisions  in  S.  611  that  create  a  temporary 
national  commission  on  spectrum  management.  It  is  our  view  that 
such  a  commission  would  provide  the  best  means  for  a  needed 
overeJl  review  of  spectrum  matters. 

Further,  we  strongly  endorse  section  502,  which  provides  mem- 
bership on  that  commission  by  representatives  of  Government,  in- 
dustry, and  the  public.  Such  a  broad  range  of  membership  we  think 
will  ensure  that  all  interested  parties  have  a  meaningful  voice  in 
the  Commission's  recommendations. 

We  do  suggest,  however,  that  the  frequency  allocation  provisions 
of  S.  611  would  be  more  effective  if  they  borrowed  an  idea  from 
S.  622.  Section  336  (b)  and  (c)  of  S.  622  provide  for  the  automatic 
grant  of  private  or  nonprivate  carrier  applications  unless  the  FCC 
acts  on  the  application  within  60  days. 

We  suggest  that  the  provision  be  expanded  to  include  both  pri- 
vate and  common  carrier  land  mobile  frequency  eissignments, 
which  brings  me  to  the  subject  of  spectrum  fees. 

S.  611  would  authorize  the  FCC  to  impose  spectrum  utilization 
fees  based  upon  fsdr  market  value  of  the  benefit  conferred  for  the 
purpose  of  encoureiging  spectrum  efficiency.  We  do  oppose  such 
fees. 

First,  we  believe  that  fees  are  unnecessary  to  achieve  spectrum 
efficiencies.  Such  efficiencies  can  and  have  been  achieved  by  carri- 
ers who  have  independently  and  voluntarily  developed  technology 
to  compensate  for  the  natural  scarcity  of  spectrum  sources.  Exam- 
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pies  abound.  AMP's,  that  I've  just  discussed,  comes  to  mind  imme- 
diately. In  addition,  on  our  TD-2  and  TD-3,  point-to-point  micro- 
wave ridge,  we  increeised  them  from  a  capacity  of  480  channels 
back  in  1948  to  1800  channels  today. 

Further,  a  single  sideband  system  was  developed  in  the  6  mega- 
hertz, point-to-point  system  to  increase  their  capacity  from  1,800 
channels  to  6,000  channels. 

Further,  such  fees,  under  the  bill,  would  only  apply  to  commer- 
cial users,  users  of  only  about  30  percent  of  the  available  radio 
spectrum. 

In  addition,  fair  market  value  is  impractical  as  a  standard  in  the 
land  mobile  field,  and  I  believe  will  lead  only  to  continued  litiga- 
tion. It  is  somewhat  similar  to  the  value  to  the  recipient  standard, 
codified  in  the  FCC  current  authority  to  impose  fees. 

The  FCC's  attempt  to  implement  that  standard  has  resulted  only 
in  litigation,  culminating  in  the  1976  decision  in  which  the  court 
invalidated  the  FCC's  entire  fee  schedule. 

One  last  brief  point.  We  would  recommend  amending  the  defini- 
tion section  of  the  bills  as  they  relate  to  exchange  t«lecommunica* 
tions  area  and  local  telephone  exchfmge.  Mobile  radio  service  has 
its  own  get^aphic  area,  covering  a  community  of  interest,  notwith- 
standing local  telephone  exchange  boundaries.  The  definition  sec- 
tion should  be  clarified  to  reflect  this. 

This  concludes  my  remarks,  Mr.  Chairman. 

And,  once  again,  I  would  like  to  thank  the  subcommittee,  and  I 
will  be  happy  to  answer  any  questions. 

[The  statement  follows:] 

p  American  Telephons  & 

INTRODUCTION 

Mr.  Chairman,  Membere  of  the  Subcommittee,  my  name  is  Louis  M.  Weinberg.  1 
am  employed  by  the  American  Telephone  and  Telegraph  Company  (AT&T)  aa 
Director  of  Business  Exchange  and  Mobile  Communicationa  Services.  In  that  capac- 
ity I  am  reaponaible  for  the  land  mobile  radiotelephone  services  provided  by  the  Bell 
System  to  the  general  public,  including  the  Advanced  Mobile  Phone  Service  (AMPS) 
cellular  system  presently  in  developmental  operation  in  the  Chicago  metropolitan 

The  purpose  of  my  statement  is  to  provide  the  Subcommittee  with  the  Bell 
System's  comments  on  the  portions  of  Senate  BUls  611  and  622  which  concern 
spectrum  management  and  common  carrier  land  mobile  radiotelephone  service.  In 
addition,  I  want  to  address  Section  106  of  Senate  Bill  611  which,  unlike  Senate  Bill 
622,  would  authorize  the  Federal  Communications  Commission  (FCC)  to  impose 
spectrum  utilization  fees  on  land  mobile  common  carriers  and  certain  other  com- 
mercial radio  spectrum  licensees. 

Before  discussing  the  foregoing,  however,  I  want,  first,  to  thank  the  Subcommittee 
for  the  opportunity  to  appear  before  it  and,  second,  to  state  that  the  Bell  System 
Bup|>orta  the  interest  demonstrated  by  the  Subcommittee  in  connection  with  land 
mwile  services. 

THE  IMPORTANCE  OF  LAND  MOBILE  SERVICES 

Land  mobile  is  important  because  we  believe  that  such  services  will  play  a  vital 
role  in  fulfilling  this  nation's  present  and  future  telecommunications  requirements. 
There  is  a  proven  public  need  for  new  and  additional  common  carrier  land  mobile 
services.  Moreover,  we  are  confident  that,  in  the  future,  the  communicationa  re- 

r'rements  of  people  on  the  move  will  continue  to  increase.  Nonetheless,  because  of 
scarcity  of  spectrum  and  the  limitations  of  conventional  land  mobile  systems. 
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the  public  need  for  auch  Bervices  cannot  be  met  without  the  implementation  of  new 
tec)iTiolci(ff.' 

We  in  the  Bell  SyBt«m  believe  that  we  have  such  a  technology  in  the  form  of  our 
AMPS  cellular  system  which  promises  to  provide  a  spectral  efficient,  low  cost, 
nationwide  mobile  radiotelephone  system  of  equal  quality  to  the  service  presently 
available  on  the  landline  telephone  network.  In  the  AMPS  system  the  mobile 
service  area  is  divided  into  gec^aphical  units  called  cella.  Each  cell  is  served  by  its 
own  radio  and  control  equipment  and  is  allocated  a  set  of  frequencies,  with  neigh- 
boring cells  assigned  different  frequencies  to  avoid  interference.  Cells  sufficiently 
far  apart,  however,  can  simultaneously  use  the  same  frequencies,  allowing  reuse  of 
each  channel  for  different  conversations  many  times  in  a  given  service  area. 

The  cellular  approach  eliminates  the  need  for  high-powered  radio  transmission  by 
carrying  ijie  conversation  over  regular  telephone  lines  from,  or  to,  the  cell  site 
nearest  the  nubile  customer.  Using  low  power,  the  cell  site  completes  the  call  by 
radio  transmission  covering  only  the  small  area  where  the  vehicle  is  traveling.  As  a 
vehicle  moves  from  cell-to-cell,  sophisticated  electronic  equipment  will  transfer  the 
call  to  another  cell  site.  This  automatic  sequence  maintains  service  quality  through- 
out the  conversation  without  interruption. 

The  FCC  has  found  cellular  systems  such  as  AMPS  to  be  ".  .  .  the  only  proposal 
now  before  us  which  offers  the  service  compatibility  and  spectral  efficiency  needed 
to  achieve  our  objective  of  a  nationwide,  nigh-capacity  radiotelephone  service." ' 
Moreover,  the  Bell  System  developmental  AMPS  trial  in  Chicago  is  now  in  oper- 
ation and  it  has  proven  to  be  technicallv  feasible  and  responsive  to  a  significant 
public  demand  for  such  service.  Thus,  we  believe  that  the  system  is  the  harbinger  of 
a  future  potential  for  land  mobile  service.  Indeed,  cellular  systems  such  as  AMPS 
may  some  day  become  competitive  with  basic  exchange  service.  Certainly,  cellular 
service  would  free  the  consumer  from  his  dependency  on  a  stationary  telephone 
location  and  through  the  evolution  of  portability  would  enable  him  to  carry  his 
personal  telephone  wherever  he  goes. 

COMPETmON  IN  THE  LAND  MOBILE  ARBIA 

The  Bell  System  supports  the  stated  intent  of  both  Senate  Bills  to  foster  competi- 
tion in  the  telecommunications  market,  where  such  competition  is  in  the  public 
interest.  In  this  regard,  we  point  out  that  the  common  carrier  land  mobile  service 
market  has  always  involved  substantial,  vigorous  competition.  From  the  outset  the 
FCC  has  followed  a  policy  of  licensing  both  Radio  Common  Carriers  (RCCs)  and 
telephone  companies  to  render  mobile  radio  service.  In  1949,  when  it  made  its  first 
permanent  allocation  of  land  mobile  radio  frequencies,  the  FCC  expressly  stated 
that  it  was  assigning  separate  radio  frequencies  to  RCCs  and  telephone  companies 
in  order  to  encourage  the  development  of  competing  systems,  techniques,  and 
equipmento."  •  The  FCC  has  continued  to  follow  this  policy  in  subsequent  proceed- 
ings for  the  assignment  of  additional  frequencies  for  mobile  radio."  Moreover,  in 
General  Telephone  Co.  of  California,  the  FCC  reviewed  ito  policv  of  licensing  both 
RCCs  and  telephone  companies  and  concluded  that  its  policy  had  "proved  to  be 
salutary  .  .  ."  ' 

Again,  the  Bell  System  fully  supporte  this  policy.  We  favor  freedom  for  all 
competitors  in  this  market,  including  the  Bell  Svstem,  to  promote  existing  services, 
develop  new  technology  and  services,  and  provide  the  best  possible  mobile  telecom- 
munications to  the  public. 

SPECTRUM  MANAGEMENT 

For  the  reasons  set  forth  below,  the  Bell  System  believes  that  the  subject  Bills 
will  contribute  significantly  to  better  spectrum  management.  Moreover,  witli  certein 
modirications,  the  Bills  would  lessen  regulatory  delays  in  land  miAile  frequency 
aseignments  and,  meet  importantly,  encourage  rapid  implementation  of  new  and 
improved  land  mobile  technology. 

With  regard  to  spectrum  management,  we  support  the  provisions  of  Title  V  of 
Senate  Bill  611  which  would  create  a  temporary  National  Commission  on  Spectrum 

'  Indeed,  in  many  metropolitan  areas  we  have  substantial  numbers  of  requests  for  mobile 
service  which  cannot  be  met  becauee  of  the  limited  capacity  at  present  Sjratems.  See.  Statement 
of  Dr.  Morris  Tanenbaum  on  behalf  of  AT&T,  filed  on  September  20.  1^  with  the  Subcommit- 
tee on  Communications  of  the  House  Committee  on  Interatale  and  Foreign  Communication,  at 
pp.  6-11. 

■  In  Re  Illinoii  Bell  Telephone  Company,  63  FtX  2d  655,  657  (1977). 

■  In  Re  General  Mobile  Radio  Service,  13  FCC  1190.  1218  (1949). 

'  See.  e.E.,  Second  Report  and  Order  on  Channel  Splitting.  16  Pike  &  Fischer  R.R.Zd  1602.  1604 
(1958). 
•  21  Pike  &  Fischer  R.R.2d  957,  963  (1963). 
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Management  U>  recommend  improved  allocation,  assisnment  and  authoriiBtion  pro- 
cedures. Such  a  Commission  would,  in  our  view,  provide  the  beat  meana  for  a  neMed 
overall  review  of  Buch  matters.  Further,  we  strongly  endorse  Section  502  of  Title  V 
which  provides  for  membership  on  the  Commission  by  repreaentativee  of  govern- 
ment, industry  and  the  public.  Such  a  broad  range  of  membership  will,  to  the  extent 
poBsible,  insure  that  all  intereeted  parties  have  a  meaningful  voice  in  the  CominiB- 
sion's  recommendationH. 

In  connection  with  private,  i.e.,  non-common  carrier,  land  mobile  frequency  aa- 
Bignmeiits,  Section  336(b)  of  Senate  Bill  622  provides  for  the  automatic  grant  of  land 
mobile  frequency  assignment  applications  unless  the  FCC  acta  on  such  applications 
within  sixty  (60)  days  of  the  filing.  The  Bell  System  supports  this  provision,  but 
Huggesta  that  it  be  expanded  to  mclude  both  private  and  common  carrier  land 
mobile  frequency  assignments. 

Expansion  of  the  provision  in  the  manner  sugsested  above  would  be  desirable 
because  it  would  minimize  regulatory  delay  and  allow  for  rapid  implementation  of 
new  services  and  technologies.  Moreover,  it  would  in  no  way  inhibit  the  PCC  from 
fulfilling  its  fundamental  obligation  to  the  public  interest.  First,  as  stated  in  Section 
336(b),  the  applicant  would  be  required  to  attest  that  ita  propoeed  uae  of  the 
frequency  has  been  coordinated  with  other  licensees  in  the  geographic  area.  Second, 
the  licensee  must  demonstrate  that  it  is  eligible  to  use  the  freouency  and  that  the 
licensee's  use  will  be  in  compliance  with  applicable  P(X  regulations.  Finally,  the 
FCC  would  retain  the  power  to  deny  the  application,  or  if  necessary,  revoke  the 
license  even  after  expiration  of  the  sixty  day  statutory  period. 

TELBCOHHUNICATIONS  AREA 


We  want  to  call  the  Subcommittee's  attention  to  the  fact  that  in  definliu  the 
phrases  "exchange  telecommunications  area"  and  "local  telephone  exchange  nei- 
ther Senate  Bill  appears  to  recc^nize  that  a  land  mobile  service  exchange  is  not 
necessarily  coextensive  with  the  local  telephone  service  exchange  in  the  same 
ge<wraphic  area.  We  do  not  believe  that  the  Bills  are  intended  to  imply  that  such 
exchanges  are  to  be  coextensive.  Nonetheless,  to  remove  any  poaeible  ambiguity,  we 
suggest  that  the  definition  of  exchange  area  be  clarified  to  indicate  that  the  bound- 
aries of  land  mobile  exchanges  may  be  different  than  those  for  exchange  teleidune 

SPECTRUM  UTILIZATION  FEES 


ard  adopted  for  determining  the  proposed  fees  would  serve  only  to  continue  the 
seemingly  endless  litigation  that  nae  been  endemic  to  the  subject  of  FOC  feea. 

First,  the  fees  are  unnecessary  to  achieve  spectral  efficiencies.  Such  efficiencies 
can  and  have  been  achieved  by  carriers  who  have  independently  and  voluntarily 
developed  technology  to  compensate  for  the  natural  scarcity  of  spectrum  r«aourcM. 
Further,  the  FCC's  existing  rulemaking  powers  have  been  fret^uently  utilised  effec- 
tively to  impose  spectrum  efficiencies  through  rigorous  technical  and  engineering 
standards. 

Second,  the  proposed  fees  would  be  inflationary  because,  inasmuch  as  the  feea  will 
add  significant  cost  to  the  provision  of  commercial  service,  the  rates  paid  by  the 
public  will  necessarily  increase.  There  does  not  appear  to  us  to  be  any  juHtiHcation 
for  imposing  such  costs  on  commercial  licensees  who  utilize  only  approximately  30 
percent  of  the  available  spectrum  while  other  users  are  exempted  under  Section 
106(a). 

Third,  and  most  importantly,  the  standard  adopted  for  the  proposed  fee — i.e.,  "fair 
market  value"  of  the  'benefit  conferred"— will  lead  only  to  contmued  litigation.  "The 
standard  is  similar  to  the  "value  to  the  recipient"  standard  codified  in  the  FOC 
current  statutory  authority  to  impose  fees.*  'The  FCC'a  attempt  to  implement  this 
standard  has  resulted  only  in  litigation,  culminating  in  the  decision  m  Eleclranic 
Industries  Association  v.  F.C.C..  in  which  the  Ckiurt  invalidated  the  FCC's  entire  fee 
schedule.'  Under  such  circumstances,  it  is  be 
standard  for  F(X  fees,  as  suggested  by  Sent 
best,  lead  only  to  even  further  litigation. 

Instead  of  spectrum  utilization  fees  based  on  standards  such  as  "benefit"  or 
"value,"  the  Bell  System  suggests  consideration  of  the  approach  taken  in  Senate  BUI 

2,  31U.S.C,A,  14B3<al. 
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€22.  i.e.,  fees  payable  based  solely  on  the  r^ulatoi^  coete  incurrea  by  the  FCC  in 
the  licensing  process.  Such  fees  would  be  clearly  easier  to  determine  and  implement, 
lees  subject  to  controversy.  Moreover,  they  are  lesa  likely  to  result  in  adverse 
litigation  inasmuch  as  a  smiilar  FCC  fee  schedule,  i.e.,  the  cost  schedule  in  efTect 
mior  to  1970,  waa  considered  and  affirmed  in  Aeronautical  Radio,  Inc.  v.  Untied 
StaUa.' 

CONCLUaiON 

In  summary,  the  Bell  System  supports  and  encourages  the  interest  shown  by_  the 
Subcommittee  in  land  mobile  services.  We  believe  that  these  services,  especially 
AMPS,  have  a  vital  and  significant  role  in  the  nation's  telecommunications  future. 
They  clearly  deserve  Congress'  full  and  exhaustive  attention.  We  also  support  the 
provisions  of  Senate  Bills  oil  and  622  concerning  spectrum  management. 

We  do,  however,  suggest  that  in  order  to  promote  technolc^cal  development  and 
lessen  r^ulatory  delay,  the  provisions  of  Section  336(b)  of  Senate  Bill  622  be 
expanded  to  include  common  carrier  land  mobile  frequency  assignments.  Likewise, 
to  avoid  ambiguity,  we  suggest  that  the  definition  of  exchange  area  be  clarified  to 
indicate  that  ttie  boundaries  of  a  land  mobile  exchange  may  be  different  than  those 
for  local  exchange  telephone  service  in  the  same  geographic  area. 

In  addition,  we  support  the  FCC's  policy  to  encourage  competition  in  the  land 
mobile  area.  We  ask  onlv  that  all  earners,  including  the  Bell  System,  be  allowed  to 
participate  fairly  and  fully  in  this  competition.  Finally,  for  the  reasons  given  in  this 
Statement,  we  oppose  the  spectrum  utilization  fees  proposed  in  Senate  Bill  611.  We 
suggest,  instead,  consideration  of  license  fees  based  solely  on  the  regulatory  cost  of 
thelicensing  process. 

Senator  Holuncs.  Very  good,  sir. 
And  next,  Mr.  Perrin. 

STATEMENT  OF  GEORGE  M.  PERRIN,  PRESIDENT,  TELOCATOR 
NETWORK  OF  AMERICA 

Mr.  Perrin.  Mr.  Chairman,  my  name  is  George  M.  Perrin.  I  am 
.  the  president  of  General  Communications  Service,  a  radio  common 
carrier  providing  car  telephone  and  pocket  paging  service  to  more 
than  32,000  subscribers  in  the  States  of  Arizona,  California,  Flor- 
ida, Georgia,  Missouri,  and  Texas. 

I  am  mso  president  of  the  Telocator  Network  of  America,  the 
national  council  of  the  radio  common  carrier  industry,  on  whose 
behalf  I  am  appearing  today. 

Last  Thursday,  John  Palmer  discussed  the  core  issues  raised  by 
S.  611  £ind  S.  622,  as  we  see  them.  My  statement  is  intended  to 
supplement  his  earlier  testimony.  We  have  preflled  a  statement 
with  the  subcommittee,  which  I  ask  be  received  in  full  for  the 
record. 

This  afternoon,  I  would  like  to  highlight  our  position  on  various 
matters  addressed  by  the  bills  which  eiffect  the  radio  common 
cturier  industry. 

As  one  of  the  industries  directly  and  substantially  engaged  in 
"non-broadcast  commercial  uses"  of  the  radio  spectrum,  radio 
common  carriers  obviously  would  be  required  to  pay  the  public 
resource  or  other  type  of  spectrum  fee  authorized  in  any  new 
legislation. 

We  recognize  that  the  nature  and  scope  of  any  such  fee  is  one  of 
the  principal  differences  between  S.  611  and  S.  622,  and  that  fur- 
ther consideration  will  be  required  to  resolve  this  difference. 

However,  Telocator  was  greatly  encouraged  by  Senator  Hollin^' 
remarks  last  Thursday  to  the  effect  that  the  phrase  "fair  market 
value  to  the  benefit  conferred,"  which  is  the  legal  basis  in  S.  611 

•  335  F.  2d  3W  (7th  Cir.,  1964),  cert,  denied,  379  U.S.  966  <19«6). 
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for  determining  a  fee  schedule,  Is  basically  intended  only  to  cover 
the  operating  budgets  of  both  the  FCC  and  NTIA. 

As  we  understand  the  Senator's  position,  S.  611  is  not  intended 
to  authori2e  the  Commission  to  generate  revenues  in  excess  of  the 
buckets  of  the  FCC  and  NTIA. 

Nevertheless,  we  believe  that  S.  611  would  grant  too  much  dis- 
cretion to  the  Commission  in  establishing  a  fee  schedule.  Even  the 
clearest  legislative  intentions  have  a  way  of  being  abused  or  at 
least  distorted  over  time.  A  fee  schedule  grounded  legislatively  in 
the  language  of  S.  611  would  be  a  tempting  target  for  just  such  an 
occurrence. 

Accordingly,  if  the  Cot^ress  decides  to  impose  fees  designed  to 
recover  more  than  the  Commission's  direct  and  indirect  costs  of 
regulation,  we  believe  it  should  explicitly  tie  the  nonbroadcast  fees 
in  some  equitable  manner  to  the  fees  on  UHF  television  stations, 
in  somewhat  the  same  manner  as  S.  611  ties  the  UHF  fees  to  the 
fees  for  VHP  stations. 

As  we  understand  them,  both  S.  611  and  S.  622  clearly  recognize 
that  the  new  competitive  environment  in  telecommunications 
which  they  would  create  also  must  be  one  in  which  fair  competi- 
tion exists. 

However,  we  believe  that  attaining  such  a  goal  in  common  carri- 
er mobile  communication  requires  some  further  refinement  in  the 
bills. 

The  bills  are  appropriately  concerned  with  fostering  the  develop- 
ment of  competition  to  A.T.  &  T.  in  markets  where  A.T.  &  T.  has 
historically  been  the  monopoly  provider  of  service,  and  in  which 
A.T.  &  T.  still  is  the  overwhelmingly  dominant  entity  despite  com- 
petitive entry  in  recent  years. 

But  this  is  not  the  problem  in  common  carrier  mobile  communi- 
cations; not  even  the  largest  of  the  550  or  so  radio  common  carriers 
nationwide  serves  as  much  as  5  percent  of  the  total  industry  sub- 
scriber population. 

Instead,  the  threat  that  exists  in  our  case  is  that  the  FCC  might 
permit  the  substantial  and  effective  existing  competition  to  be 
destroyed  through  improvident  and  misdirected  decisions. 

The  FCC  has  been  preoccupied  in  recent  years  with  attempting 
to  promote  competition  in  telecommimications  markets  that 
A.T.  &  T.  dominates.  In  the  absence  of  an  explicit  memdate  to  the 
contrary,  the  FCC  could  easily  interpret  a  new,  procompetitive 
legislative  charter  to  permit  the  domination  of  the  presently  com- 
petitive radio  common  carrier  industry  by  one  or  a  few  large 
entities. 

This  danger  is  especially  acute  because  the  FCC  is  now  in  the 
process  of  opening  vast  new  bands  of  spectrum  to  the  land  mobile 
community  to  provide  for  its  future  growth  through  the  end  of  this 
century. 

Stated  another  way,  under  an  environment  of  relatively  unfet- 
tered entry  created  by  S.  611  and  S.  622,  we  are  very  concerned 
that  the  FCC  would  not  distinguish  between  its  historically  compete 
itive  thrusts,  which  look  toward  breaking  down  A.T.  &  "T.  s  monop- 
olies wherever  feasible,  and  massive  entry  into  our  industry,  which 
actually  could  have  severe  anticompetitive  consequences. 
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These  concerns  specifically  embrace  the  potential  for  vertical 
int^n'^t;ion  of  the  radio  equipment  manufacturers  into  the  carrier 
business,  as  welt  as  the  potential  for  domination  of  our  industry  by 
large  comanies  now  engaged  in  related  telecommunications  activi- 
ties. But  they  apply  with  special  force  in  the  case  of  A.T,  &  T. 

Much  attention  is  paid  in  the  bills  to  assuring  that  A.T.  &  T.  is 
allowed  to  compete  in  any  business  it  chooses.  We  have  been  com- 
peting directly  with  A.T.  &  T.  for  many  years,  and — with  due 
respect  to  my  friend  Lou  Weinberg — we  have  been  victims  of 
A.T.  &  T.'s  competitive  misconduct  for  an  equal  length  of  time. 

I  have  given  a  few  examples  in  my  prepareid  statement;  I  could 
give  many  more.  A.T.  &  T.'s  misconduct  toward  radio  common 
carriers  has  been  substantial  in  the  past;  it  continues  to  date;  and 
we  see  nothing  to  indicate  that  it  would  abate  in  the  future. 

Therefore,  we  must  ask,  at  what  cost  to  the  public  is  it  worth  the 
limited,  incremental  benefit,  if  any  at  all,  arising  from  A.T.  &  T.'s 
competitive  presence  in  mobile  communications? 

Is  the  incremental  benefit  worth  the  enormous  cost  of  maintain- 
ing an  elaborate  Government  apparatus  to  try  to  convert  A.T.  &  T. 
into  a  fair  competitor  in  mobile  communications? 

It  is  one  thing  to  msiintain  such  an  apparatus  to  foster  genuine 
competition  in  markets  which  A.T.  &  T.  has  historically  served  on 
a  monopoly  basis.  But  that  is  not  the  situation  in  mobile  communi- 
cations: genuine,  effective  competition  already  exists  in  mobile 
communications. 

Is  the  incremental  benefit  worth  the  cost  to  the  public  in  the 
form  of  cross-subsidization  of  A.T.  &  T.'s  competitive  service  activi- 
ties from  its  monopoly  ratepayers'  pockets? 

And  iB  the  benefit  worth  the  cost  of  the  substantial  litigation 
against  A.T.  &  T.  which  radio  common  carriers  must  necessarily 
incur  in  order  to  stay  in  business,  and  which  the  public  ultimately 
pays  for  in  the  form  of  higher  rates? 

Accounting  procedures  and  fully  separated  entity  concepts  are 
attractive  and  necessary  regulatory  tools — but  they  are  not  abso- 
lute cures.  Even  if  they  could  be  administered  perfectly,  which  they 
cannot,  they  can  be  largely  defeated  in  various  ways. 

In  any  event,  the  blunt  fact  is  that  because  of  its  vast  monopoly 
service  base,  A.T.  &  T.  heis  incredible  staying  power,  and  could 
tolerate  a  much  lower  return  in  a  competitive  service  for  a  much 
longer  period  of  time  than  could  any  normal  competitor. 

A.T.  &  T.  did  not  attain  its  overwhelming  dominance  in  telecom- 
munications, and  the  substantial  competitive  advantages  derived 
therefrom,  purely  through  its  own  efforts  to  serve  the  public. 

Rather,  the  collective  weight  of  the  Federal  and  State  govern- 
ments has  been  used  to  shield  it  from  competitive  intrusions  for 
many  years  while  it  accumulated  its  vast  economic  and  financial 
power. 

Since  this  Government  overtly  assisted  A.T.  &  T.  to  attain  its 
present  position,  we  do  not  think  it  at  all  unfair  or  unreasonable 
for  the  same  Government  to  impose  some  overt  restrictions  on 
A.T.  &  T.'s  conduct  at  the  time  the  competitive  shield  is  removed. 

The  radio  common  carrier  industry  is  particularly  vulnerable  to 
competitive  abuse  by  A.T.  &  T.  in  the  new  environment  contem- 
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plated  by  S.  611  and  S.  622— notwithstanding  that  substantial, 
effective  competition  already  exists  in  the  industry. 

Absent  this  continuous  anticompetitive  threat  which  A.T.  &  T.'b 
presence  would  create,  this  substantial,  effective  competition  would 
continue  and  be  enhanced  aa  a  matter  of  course  as  new  spectrum 
bands  are  opened. 

Under  these  circumstances,  we  respectfully  submit  that  the  lim- 
ited, incremental  benefit  to  the  public,  if  any  at  all,  from  allowing 
A.T.  &  T.  to  expand  its  presence  in  the  mobile  communication 
services  is  far  outweighed  by  the  various  direct  eind  indirect  costs 
to  the  public  arising  from  its  competitive  misconduct. 

Therefore,  until  such  time  as  A.T.  &  T.  restructures  itself  to  be 
able  to  compete  fairly  in  the  ordinary  course  of  events,  or  until  the 
market  has  grown  to  the  point  that  A.T.  &  T.'s  presence  does  not 
raise  substantial  anticompetitive  dangers,  the  Congress  should  ex- 
plicitly prohibit  A.T.  &  T.  from  licensing  any  new  mobile  radio 
systems  unless  the  FCC  determines  that  the  public  otherwise  would 
not  be  adequately  served. 

These  are  some  of  the  problems  we  have  identified.  Other  equal- 
ly important  matters,  such  aa  the  rural  telecommunications  devel- 
opment program  proposed  by  S.  611,  are  discussed  in  my  prepared 
statement.  We  will  propose  amendments  to  the  bills  which  specify 
our  concerns  and  su^estions. 

Thank  you  for  allowing  Telocator  Network  of  America  this  op- 
portunity to  express  its  views  on  S.  611  and  S.  622. 

[The  statement  follows:] 

p  Tewjcator  NffTwoRK  or 

Mr.  Chairman  and  members  of  the  aubcommittee.  my  name  is  Geoi^e  M.  Perrin.  I 
am  President  of  General  Communications  Services.  Inc.,  a  radio  common  carrier 
(RCC)  providing  car  telephone  and  pocket  paging  service  to  more  than  32,000  sub- 
scribers in  Phoenix,  Fla^taff  and  Tucson,  Arizona;  St.  Louis,  Missouri;  Atlanta. 
Georgia;  Jacksonville,  Florida;  MidlandOdessa,  Texas;  and  San  Diego,  California. 

I  an)  also  President  of  Telocator  ■  Network  of  America,  the  national  council  of  the 
RCC  industry,  on  whose  behalf  I  am  appearing  before  you  today.  We  appreciate  the 
opportunity  to  discuss  S.  611  and  S.  622  from  our  perspective  as  members  of  the 
land  mobile  radio  community. 

With  me  in  the  hearing  room  are  Mr.  Thomas  H.  Lamoureux,  Executive  Director 
of  Telocator,  and  Mr.  Kenneth  E.  Hardman,  whose  firm  is  general  counsel  to 
Telocator. 

GENERAL 

Last  Thursday,  John  Palmer  appeared  on  Telocalor's  behalf  to  discuss  its  princi- 
pal concerns  with  respect  to  S.  611  and  S.  622.  He  requested  that  RCCa  be  classified 
as  interexchange  carriers  for  regulatory  purposes,  if  the  jurisdictional  change  be- 
tween the  states  and  federal  government  is  enacted  as  proposed  by  the  bills.  Fur- 
ther, he  requested  that  explicit  safeguards  be  included  in  any  such  legislation, 
designed  to  maintain  competitive  Industry  structures  where  effective  competition 
presently  exists,  in  addition  to  those  safeguards  now  in  the  bills  primarily  designed 
to  foster  competition  in  those  markets  where  A.T.  &  T.  has  already  established  an 
overwhelmingly  dominant  presence. 

My  statement  today  is  disigned  to  supplement  our  earlier  testimony  by  discussiDg 
related  issues  pertaining  to  S.  611  and  S.  622  which  arise  from  the  RCC  industry's 
particular  perspective  both  as  a  member  of  the  land  mobile  radio  community  and  as 
domestic  common  carriers. 


'  Trademark  of  Telocator  Network  of  America. 
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SPECTRUM  use  FEES 

A  principal  difTerence  between  S.  611  and  S,  622  which  directly  affects  the  RCC 
industry  lies  in  the  nature  of  the  radio  licensing  fees  which  each  bill  would  author- 
ize the  CommisBion  to  establish  and  collect.  S,  623  would  substantially  BfTirm 
existing  law  by  limiting  the  CommissiDn  to  recovering  its  direct  and  indirect  costs  of 
regulating  the  entities  subject  to  its  jurisdiction.  On  the  other  hand,  S.  611  would 
es^blish  a  fee  schedule  based  upon  the  "fair  market  value  of  the  benefit  conferred" 
by  the  various  liceneses  it  issues. 

In  the  case  of  the  broadcast  services,  S.  611  eetablishee  explicit  standards  for 
computing  the  fee  level.  However,  in  the  case  of  all  other  radio  services,  the 
Commission  would  be  given  a  general  mandate  tfl  develop  an  appropriate  fee  sched- 
ule within  360  days  of  enactment  of  the  legislation,  and  to  use  methods  such  as 
auctions,  seated  bidding,  etc.,  to  determine  the  value  of  any  license  granted, 

Telocator  strongly  opposes  the  amorphous  nature  of  the  fee  schedule  provisions 
proposed  by  S.  611  for  non-broadcast  commercial  spectrum  users.  Obviously,  as  one 
of  the  industries  engaged  in  "non -broadcast  commercial  uses"  of  the  spectrum,  we 
are  not  going  to  be  enthusiastic  about  any  proposed  new  tax  which  would  raise  our 
coets  of  doing  business.  Further,  as  expressed  at  some  length  elsewhere.'  we  have 
substantial  doubts— as  do  the  authors  of  S.  622 — as  to  the  intellectual  and  philo- 
sophical propriety  of  fees  based  upon  some  perception  of  unjust  private  enrichment. 

We  are  keenly  aware  than  many  who  support  such  fees  Delieve  that  a  license  to 
use  a  pven  portion  of  the  spectrum  is  a  gratuitous  government  largesse.  However, 
we  believe  it  should  be  viewed  more  properly  in  our  case  as  an  unusual  requirement 
for  conducting  a  business  that  most  businesses  do  not  have  to  face.  In  reality,  with 
the  grant  of  a  license,  we  have  obtained  little  or  nothing  more  than  the  right  to 
compete  for  the  public's  business  along  with  the  telephone  company  and  any 
number  of  others.  Moreover,  we  have  not  been  persuaded  that  the  orderly  manage- 
ment of  the  spectrum,  which  is  the  purpose  of  the  licensing  process,  is  conceptually 
any  different  than  other  governmental  functions  which  are  performed  for  the  public 
at  cost— such  as  maintaining  armed  forces  for  our  common  defense. 

Nevertheless,  our  principal  objection  to  section  106  of  S.  611  is  the  substantially 
unfettered  discretion  it  would  grant  to  the  Commission  in  the  non-broadcast  serv- 
ices, and  the  corresponding  potential  for  abuse  and  anticompetitive  mischief  which 
it  would  create.  Absent  extremenly  careful  controls,  devices  such  as  auctions,  which 
are  nominally  designed  to  help  measure  the  "fair  value"  of  spectrum,  actually  could 
be  used  by  the  established  economic  and  financial  interests  to  monopolize  the 
spectrum  and  further  concentrate  economic  power  in  this  country. 

It  was  precisely  to  prevent  this  kind  of  anticompetitive  conduct  that  the  FCC 
orieinally  made  separate  allocations  of  spectrum  in  1949  tfl  the  telephone  industry 
and  the  vet^to-be-established  RCC  industry.  In  our  view,  section  106  of  S.  61 1  would 
turn  its  back  on  this  important  lesson  of  history,  not  only  with  respect  to  the  RCC 
industry,  but  also  with  respect  to  all  forma  of  commerce  in  the  United  States  which 
employ  radio  systems  in  the  private  radio  services.  We  do  not  believe  such  a 
provision  can  be  reconciled  with  the  otherwise  pro-competitive  thrusts  of  S,  611  and 
S.  622. 

Accordingly,  should  the  Congress  determine  that  some  form  of  public  resource  fee 
should  be  imposed  for  non-broadcast  commerical  uses  of  the  spectrum,  it  should 
also,  at  a  minimum,  establish  explicit  ceilings  for  such  fees  in  the  organic  legialation 
itself,  and  not  just  delegate  the  matter  to  the  informed  discretion  of  the  Commis- 
sion. To  accomplish  this,  we  believe  it  would  be  workable  to  tie  the  non-broadcast 
fee  in  some  equitable  manner  to  the  fees  for  UHF  television  broadcasting  stations, 
much  as  the  fees  for  those  stations  are  tied  to  the  fees  for  VHP  television  stations. 

APPUCATION  BACKLOG 

Section  301  of  S.  622  recognizes  and  specifically  treats  through  legislation,  by 
addition  of  a  section  336  to  the  Communications  Act  of  1934,  the  problem  in  the 
private  land  mobile  radio  services  of  a  growing  backlog  of  license  applications 
pending  action  at  the  Commission.  S.  611  does  not  propose  a  speciric  legislative 
solution  for  this  problem,  but  creates  a  Spectrum  Managment  Commission  to  study 
and  make  recommendations  concerning  ttiis  and  other  matters  related  to  spectrum 
utilization. 

The  RCC  industry  also  has  a  severe  problem  with  application  backli^  at  the 
Commission  which  we  believe  warrants  special  le^lative  attention.  The  licensing 
process  in  the  common  carrier  land  mobile  service  necessarily  is  more  complex  than 
in  the  private  services,  and,  therefore,  adoption  of  something  like  the  automatic- 
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grant  approach  proposed  by  S.  622  would  not  be  prudent  in  the  case  of  the  o 
carriers.  However,  our  study  of  common  carrier  licensing  ■  persuaded  us  that  the 
basic  problem  is  the  lack  of  Commission  incentive  to  adequately  adnunieter  the 
process— not  in  the  proceee  itaelf  Thus,  we  believe  that  a  simple  deadline  for 
Commission  action,  such  as  proposed  or  adopted  for  other  types  of  CotnmisBion 
decisions,  should  solve  the  problem. 

Accordingly,  we  request  than  any  legislation  enacted  contain  a  new  paragraph  (f) 
in  section  309  of  the  1934  Act  I  redesignating  existing  paragraphs  (fl  to  <h)  as  (g)  to 
(i>,  respectively)  reading  substantially  as  follows: 

"(f)  In  the  case  of  any  application  for  an  instrument  of  authorization  in  the 
common  carrier  services,  the  Commission  shall  grant  such  application  without  a 
hearing  or  designate  such  apphcation  for  hearing,  as  appropriate,  within  180  dajv  of 
the  date  such  application  is  filed." 

RURAL  TELECOMMUNICATIONS  DEVELOPMENT 

Sections  229  through  234  of  S.  611  would  provide  for  a  comprehensive  program  of 
planning  and  development  of  telecommunications  and  other  services  In  small  towns 
and  rural  areas  of  our  country.  The  program  is  designed  to  assure  that  all  of  our 
citizens  share  in  the  societal  benefits  which  advancing  technal<^  have  brought 
about  and  promise  for  the  future,  while  recognizing  that  the  economic  base  of  non- 
urban  areas  may  not  be  sufficient  to  bring  this  about  through  the  normal  course  of 
marketplace  interaction.  In  addition  to  providing  for  comprehensive  planning,  the 
program  proffers  the  assistance  of  the  federal  government,  through  the  REIA  loan 
program,  to  provide  direct  fmancial  resources  to  those  entities  engaged  in  extending 
the  benefits  of  technological  advances  t«  rural  America. 

In  Telocator's  view,  this  is  an  extremely  important  program  which  is  critical  to 
the  Butxess  of  any  restructuring  of  domestic  telecommunications  along  the  lines  of 
S.  611  and  S.  622.  We  cannot  emphasize  too  strongly  that  a  substantial  portion  of 
the  pr<»ress  which  has  been  achieved  in  the  last  few  years  is  likely  to  be  jeopard- 
ized unless  in  the  new  legislation  Congress  pays  special  attention  to  the  particular 
circumstances  in  our  small  towns  and  rural  areas. 

Mobile  communications  has  a  special  role  to  play  in  rural  America.  Because  of 
the  relatively  low  population  density  in  such  areas,  many  business  and  professional 
persons  spend  a  substantial  amount  of  their  time  in  an  automobile  (or  truck) 
traversing  a  wide  area  in  the  ordinary  course  of  their  activities.  For  such  persons, 
mobile  communications  technology  may  be  the  only  way  they  have  to  efllciently 
keep  in  touch  and  conduct  their  alTairs. 

Moreover,  in  some  areas  of  the  country,  radiotelephone  service  is  the  only  tele- 
phone service  available.  As  expensive  as  a  rediotelephone  unit  may  seem,  it  can  be 
more  economical  than  the  cost  of  covering  a  highly  dispersed  population  over  a  wide 
area  with  wireline  technolt^y.  For  these  reasons,  our  most  active  service  areas  per 
capita  often  are  located  in  small  towns  and  rural  areas. 

Ours  is  a  high  technology  industry:  we  are  very  much  aware  of  the  capital 
investments  required  to  bring  to  the  public  the  sophisticated  mobile  communication 
services  that  have  been  developed  by  our  suppliers.  Although  many  of  us  originally 
got  into  the  carrier  business  as  a  sideline  to  a  telephone  answering  service  or  two- 
way  radio  sales  and  service  business,  this  is  no  longer  sufficient.  Instead,  if  the 
public  is  to  have  available  to  it  the  sophisticated  mobile  communication  services 
which  are  technoli^cally  feasible,  and  to  which  the  public  is  entitled,  RCC  services 
must  be  developed  on  a  par  with  other  telecommunications  services. 

This  has  special  implications  for  small  l«wn  and  rural  America,  and  for  the 
development  program  contemplated  by  S.  611.  In  such  areas,  the  availability  of 
sufficient  spectrum  ordinarily  is  not  a  problem,  since  allocations  for  particular 
services  must  be  geared  to  also  serve  the  needs  of  large  urban  areas.  Rather,  the 
basic  problem  is  having  an  economic  base  sufficient  to  support  the  various  services 
desired. 

Many  or  our  members— particularly  the  smaller  carriers — serve  just  such  areas. 
Presently,  where  effective  state  regulation  exists,  they  have  been  encouraged  to 
invest  in  sophisticated  technology  in  order  to  provide  their  services,  knowing  that  if 
they  did  so  their  economic  base  would  not  be  fragmented  to  the  point  that  it  could 
not  support  these  investments.  One  of  the  problems  with  the  environment  that  S. 
611  and  S.  622  could  create  is  that  these  incentives  for  investment  could  be  elimi- 
nated without  being  replaced  by  a  reasonable  substitute. 

■  See  CommentB  of  the  National  Awociation  of  Radiotelephone  Systems,  In  the  Matter  of 
Regulatory  Policies  and  Procedures  for  the  Domestic  Public  L^nd  Mobile  Radio  Service,  FCC 
Docket  No.  20870  (5  Nov.  19761. 
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One  can  go  into  the  RCC  business  more  or  less  on  a  "shoestring"  and  provide 
service^altieit  less  than  adequate  service  by  contemporary  industry  standards.  The 
point,  however,  is  that  given  the  ready  availability  of  frequencies  in  small  towns 
and  rural  areas,  any  number  of  "part-time"  operators  could  eo  into  the  business 
with  a  modest  investment.  In  such  case,  the  economic  base  could  be  fragmented  to 
the  point  that  while  everyone  could  make  a  living,  there  would  be  no  significant 
accumulation  of  capital  in  the  business  and  on  real  incentive  on  anyone's  part  to 
invest  in  technologically  advanced  plant  facilities  for  the  operation  of  the  services. 

The  industry  certainly  would  not  like  to  see  such  a  perverse  result;  and  we  do  not 
believe  the  Congress  would  want  it  either.  For  this  reason,  we  strongly  support  the 
rural  telecommunications  development  program  contemplated  by  S.  611,  and  we 
would  expect  the  RCC  industiy  to  be  a  significant  part  of  it. 

One  final  point  on  this  subject  which  should  be  mentioned  briefly.  At  present, 
RCCs  are  excluded  from  the  REA  loan  program,  while  their  neighboring  (or  compet- 
itor) independent  telephone  company  has  full  access  to  it— both  for  wireline  facili- 
ties and  for  mobile  communcication  facilities.  That  is,  exactly  the  same  plant  which 
an  UCC  must  finance  through  conventional  commercial  sources  can  be  financed  by 
its  neighboring  or  competitor  independent  telephone  company  through  REA  at  a 
cost  far  below  that  available  to  an  RCC. 

By  opening  up  the  loan  program  to  all  entities  engaged  in  telecommunications 
services,  S.  611  would  remove  an  anachronistic  and  basically  indefensible  diacrimi- 
nation  against  RCCs  who  are  attempting  to  serve  the  same  type  of  public  independ- 
ent telephone  companies. 

TRANSITION  PERIOD  FOR  RCC'S 

The  rural  telecommunications  development  program,  if  included  in  any  reforms 
enacted,  should  go  a  long  way  in  resolving  our  members'  concerns  in  making  their 
adjustment  to  we  new  environment  which  would  be  created  by  the  bills.  John 
Palmer  addreased  this  matter  last  Thursday  in  his  presentation  to  the  Subcommit- 
tee, and  I  will  not  reiterate  his  testimony  here. 

However,  I  would  like  to  add  my  support  to  his  observations  and  note  that  we  will 
be  making  some  specific  suggestions  to  the  Subcommittee  after  our  staff  has  had  a 
chance  to  explore  in  more  detail  the  problems  involved. 
FAIR  COMPETITION 

Both  S.  611  and  S.  622  express  their  intentions  in  various  ways  that  the  new 
competitive  environment  which  they  would  create  necessarily  must  be  an  environ- 
ment in  which  fair  competition  exists.  Telocalor  wholeheartedly  agrees  that  at- 
tempting to  create  full  competition  without  an  equal  emphasis  on  the  structure  to 
attain  fair  competition  would  not  he  in  the  public  interest.  However,  in  this  respect, 
we  submit  that  further  refinement  of  the  bills  is  required  in  order  to  properly 
protect  conditions  of  fair  competition  in  the  RCC  industry. 

First,  as  a  general  matter,  specific  safeguards  must  be  incorporated  in  order  to 
prevent  the  industry  from  being  dominated  by  one  or  a  few  large  entities.  With  the 
exception  of  AT&T,  as  to  which  I  will  say  more  later,  the  common  carrier  mobile 
communications  industry  now  has  a  highly  competitive  structure.  Not  even  the 
largest  of  the  550  or  so  RCCs  nationwide  serves  as  much  as  five  percent  of  the  total 
industry  subscriber  population. 

But  with  relatively  unfettered  entry  into  the  business,  combined  with  large  new 
allocations  of  spectrum  being  made  available  for  the  industry's  future  growth,  the 
existing  industry  structure  could  change  radically  and  in  very  short  order.  A  large 
nationid  company  with  an  established  identity  in  a  related  field  could  seek  to 
acquire  a  dominant  position  in  the  industry  by  blanketing  the  FCC  with  license 
applications  in  the  top  30  markets  or  so  and  then  could  leverage  its  position  in  the 
related  field  into  a  dominant  position  in  the  mobile  communications  carrier  busir 

Such  conduct  would  raise  monopolization  issues  under  the  Sherman  Act,  and 
possibly  other  issues  under  different  antitrust  statutes  as  well.  The  FCC  has  twen 
preoccupied  in  recent  years  with  attempting  to  promote  competition  in  telecommu- 
nications markets  that  AT&T  dominates.  Ab  a  result,  in  our  view,  it  has  unfortu- 
nately lost  (or  never  sufficiently  attained)  the  ability  to  differentiate  between  entry 
in  those  types  of  markets,  which  looks  toward  breaking  down  a  monopoly,  and 
certain  types  of  entry  in  our  competitive  industry  structure,  which  actually  could 
have  an  anti-competitive  effect. 

Without  an  explicit  mandate  from  this  Congress  on  this  matter,  we  are  concerned 
that  in  implementing  a  new  legislative  mandate  for  competition,  the  FCC  could— 
through  ignorance  or  inadvertence — destroy  the  one  example  of  a  competitive  indus- 
try s^cture  in  domestic  telecommunications  carriage  that  antedated  the  passage  of 
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the  new  mandate.  In  such  case,  the  potential  for  treble  damages  would  provide  little 

solace  for  the  existing  RCCs  whose  businesses  had  been  destroyed. 

What  is  neded,  in  our  view,  is  explicit  pre-grant  review  of  entry  in  the  radio 
licensing  process  based  on  rigorous  antitrust  analysis.  We  have  previousljr  proposed 
language  t«  the  Subcommittee  designed  to  accomplish  this,  and  we  again  request 
that  it  De  favorably  considered. 

Second,  access  to  sufTicient  spectrum  to  satisfy  the  public  demand  for  our  services 
is  always  a  problem.  As  a  result,  there  is  continuous  conflict  between  established 
carriers  who  require  additional  spectrum  to  accommodate  subscriber  growth  and 
new  carriers  who  are  seeking  access  to  the  same  spectrum  in  order  to  get  into 
business  initially.  What  frequently  happens  is  that  the  FCC  promotes  the  interests 
of  competitive  entry  by  awarding  the  channel  to  the  new  entrant — thereby  penaliz- 
ing the  existing  carrier  by  denying  it  the  ability  to  grow — or  it  fashions  Ucenaing 
Klicies  that  can  be  most  charitably  characterized  as  bureaucratic  expediency  and  a 
siness  person's  nightmare. 

A  good  example  of  this  is  a  recent  FCC  decision  to  open  up  24  new  mobile 
telephone  channels  in  a  few  of  the  larger  cities  in  the  country.  In  one  of  those 
markets  there  are  already  26  existing  RCCs,  as  well  as  other  new  entrants  waiting 
in  the  wings  for  additional  spectrum  lo  be  made  available.  The  situation  in  the 
other  markets  was  similar,  but  not  quite  as  extreme.  Faced  with  the  prospect  of 
mutually  exclusive  applications  and  the  necessity  for  comparative  hearings,  the  FCC 
basically  threw  up  its  hands,  adopted  a  perpetual  open  entry  policy  on  the  frequen- 
cies in  question,  and  told  all  existing  and  new  competitors  to  'cooperate"  with  each 
other  to  come  up  with  plans  to  make  the  frequencies  practicably  useable  in  the 
environment  it  had  created. 

We  respectfully  submit  that  this  is  a  classic  example  of  promoting  competition  at 
the  expense  of  fair  competition  in  the  RCC  industry.  To  prevent  this  type  of 
problem  in  the  future,  we  request  that  the  Congress  make  clear  in  the  legislation 
that  the  FCC  may  not  deny  adequate  spectrum  to  existing  RCCs  for  the  sake  of 
promoting  competitive  entry  into  the  industry.  If  competition  is  to  be  the  rule,  and 
we  think  it  properly  should  be,  the  FCC  must  be  obligated  to  allocate  sufficient 
spectrum  to  the  industry  to  satisfy  the  needs  of  both  existing  and  new  competitors. 

Lastly,  I  would  like  to  focus  on  the  antitrust/anticompetitive  problems  which 
AT&T's  presence  in  the  common  carrier  mobile  communications  business  creates. 
There  are  many  examples  of  types  of  conduct  which  AT&T  and  its  subsidiaries 
regularly  engage  in  which  restrain  our  industry's  growth  and  obstruct  its  develop- 
ment. I  would  like  to  share  a  few  of  them  with  the  Subcommittee: 

In  Boise,  Idaho.  Bell  engineered  its  wireline  telephone  facilities  so  that  calls  to  or 
from  its  own  mobile  telephone  units  over  a  wide  geographic  area  were  chaived  to 
the  calling  party  as  a  local  call.  Manv  areas  where  this  arrangement  was  effected 
normally  would  have  required  tol!  calls  for  ordinary  landline  telephone- to-landline 
telephone  calls.  This  was  a  beautiful  system  which  gave  proper  recognition  to  the 
wide  area  coverage  of  a  base  station  transmitter,  and  meant  that  a  subscriber 
located  in  the  outer  areas  of  reliable  coverage  did  not  have  to  place  a  toll  call  to 
reach  a  landline  telephone  which  could  be  as  close  as  a  block  awav. 

But  when  a  competing  RCC  requested  access  for  its  own  mobile  system  to  the 
same  block  of  numbers  that  had  been  specially  engineered  in  this  fashion,  Bell 
flatly  refused.  After  litigation  was  threatened,  Bell's  solution"  to  the  problem  was 
to  reduce  the  local  calling  arrangement  to  the  norma!  Boise  local  exchange  area. 
That  is,  rather  than  provide  a  competitor  with  the  same  wide  area  interconnection 
coverage.  Bell  was  willing  to  spend  thousands  of  dollars  of  its  wireline  custorners' 
money  to  tear  out  the  system  it  had  engineered;  Bell  was  willing  to  deny  all  mobile 
subscribers  in  the  area  the  enhanced  service  arrangement;  and  Bell  was  willing  to 
impose  high  service  charges  on  some  of  its  own  mobile  customers — again,  purely  for 
the  sake  of  inhibiting  a  competitor. 

In  pricing  monopoly  wireline  exchange  facilities  which  RCCs  must  have  to  effect 
interconnection  with  the  telephone  company,  the  Bell  companies,  at  AT&T's  direc- 
tion, are  using  a  costing  methodology  which  the  FCC  has  repeatedly  found  to 
overstate  actual  costs  substantially.  These  facilities  (outpulsing  numbers)  frequently 
are  not  used  by  Bell  for  its  own  paging  systems.  Thus,  by  inflating  its  prices  to  the 
RCCs.  Bell  effectively  puts  a  substantial  squeeze  on  an  RCC's  cost  of  doin^  business. 
The  competitive  benefit  lo  Bell's  own  paging  services  from  this  practice  is  obvious; 
but  even  at  a  reasonable  price.  Bell  would  earn  far  more  money  by  supplying 
facilities  to  RCCs  than   it  ever  has  from  the  radio  services  it  directly  provides. 

In  pricing  its  own  competitive  radio  services  to  the  public.  Bell  consistently 
employs  its  "contribution"  theory  of  ratemaking.  This  theory  as  practiced  by  Bell 
has  been  repeatedly  found  by  the  FCC  to  constitute  unlawful  cross-subsidization  of 
competitive  services  from  monopoly  service  revenues.  After  time-consuming  and 
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coetly  litigation  before  state  commissions,  RCCs  in  such  cities  as  Boston.  Massachu- 
setts; Lansing,  Michigan;  and  Los  Angeles,  California;  have  eventually  proved  their 
allegations  of  anticompetitive  pricing  and  have  obtained  orders  requiring  Bell  to 
raise  its  paging  rates.  We  are  morally  certain  that  such  pricing  practices  are 

Ervasive,  but  we  do  not  have  the  resources  at  our  disposal  to  litigate  this  issue 
fore  all  60  state  commissions  for  each  city  in  which  Bell  has  a  paging  license. 

We  have  information  indicating  very  clearly  that  Bell  is  financing  all  of  its 
mammoth  cellular  system  developmental  activities  directly  from  the  pockets  of  its 
monopoly  wireline  subscribers.  It  does  so  by  charging  such  costs  to  the  operating 
companies  as  part  of  the  so-called  "license  contract  fee".  Such  fees,  of  course,  are 
then  expensea  in  the  monopoly  services  by  the  operating  companies  as  operating 
costs.  Stated  another  way,  its  purely  competitive  activities  in  this  area  are  being 
financMi  purely  by  monopoly  service  revenues. 

Much  attention  is  paid  in  the  bills,  to  assuring  that  Bell  is  allowed  to  compete  in 
any  business  it  chooses.  But  we  must  ask,  at  what  cost  to  the  public  in  the  form  of 
croes-subsidization  of  its  competitive  service  activities  from  its  monopoly  rat«pa^era' 
pockets?  At  what  cost  to  the  public  in  the  form  of  higher  coats  to  competitore' 
subscribers,  who  pay  as  part  of  their  charges  the  substantial  litigation  expenses 
which  a  competitor  must  necessarily  incur  in  order  to  stay  in  business? 

As  attractive  and  necessary  as  accounting  procedures  and  fully  separated  entity 
concepts  may  be,  we  must  respectfully  point  out  that  they  do  not  solve  the  problem 
of  converting  Bell  into  a  fair  competitor,  Coet  accounting  is  necessarily  arbitrary  in 
the  final  anSysis,  although  it  is  a  useful  tool  in  getting  at  least  some  kind  of  handle 
on  Bell's  various  service  costs.  Fully  separated  entities  are  also  useful  in  this 
connection,  but  can  be  defeated  to  a  lai^e  extent  through  various  forms  of  intercor- 
porate transactions.  Further,  the  fact  is  that  because  of  its  vast  monopoly  service 
base,  Belt  has  an  incredible  staying  power,  and  can  tolerate  a  much  lower  return  in 
a  competitive  service  for  a  much  longer  time  than  can  any  normal  competitor. 

ATftt*  did  not  attain  its  overwhelming  dominance  in  telecommunications  purely 
through  its  own  efforts  to  serve  the  public.  Rather,  the  collective  weight  of  the 
federal  and  state  governments  were  used  to  shield  it  from  competitive  intrusions  for 
many  years  while  it  accumulated  its  vast  economic  and  financial  power.  Since  this 
government  assisted  AT&T  to  attain  its  present  position,  we  do  not  think  it  at  all 
unfair  or  unreasonable  for  the  same  government  to  impose  some  restrictions  on 
ATA/Ts  conduct  at  the  time  the  shield  is  removed.  The  RCC  industry  is  particularly 
vulnerable  to  competitive  abuses  by  AT&T  in  the  new  environment  contemplated  by 
S,  611  and  S,  622;  we  see  nothing  in  its  actions  to  indicate  that  it  would  not  continue 
in  the  future  the  same  kind  of  anticompetitive  conduct  we  have  experienced  in  the 
pest  and  continue  to  experience  today. 

Substantial,  effective  competition  already  exists  in  the  RCC  industry,  which  will 
continue  and  be  enhanced  as  a  matter  of  course  as  new  spectrum  bands  are  opened. 
Under  these  circumstances,  the  limited,  incremental  benefit  to  the  public,  if  any, 
from  allowing  Bell  to  expand  its  presence  in  these  services  is  far  outweighed  by  the 
various  direct  end  indirect  costs  to  the  pubic  arising  from  its  competitive  miscon- 
duct. We  respectfiilly  submit  that  the  only  real  solution  to  this  problem  is  that  Bell 
must  restructure  itself  so  that  it  can  fairly  compete  in  the  ordinary  course  of  events. 

To  provide  the  necessary  incentives  to  do  so,  we  submit  that  the  Congress  should 
prohibit  Bell  from  licensing  any  new  systems  in  the  common  carrier  mobile  services 
until  such  time  as  it  loses  its  Cat^ory  II  status  for  all  interexchange  services, 
unless  the  Commission  finds  prior  thereto  that  its  entry  is  necessary  for  the  public 
to  be  adequately  served. 

CONCLUSION 


Senator  Schmitt  [presiding].  Thank  you  very  much. 

We  have  a  vote  on.  The  next  set  of  bells  is  going  to  ring  momen- 
tarily. 

So,  Mr.  Marshall,  if  you  would  allow  me,  I  will  recess  the  hear- 
ings at  this  point;  and  either  Senator  HoUings  or  I  will  be  back 
shortly.  He  will  probably  be  back  first. 

ntecess.] 

Senator  Goldwater  [presiding].  In  order  to  expedite  matters,  Mr. 
Marshall,  you  may  proceed  as  you  care. 
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STATEMENT  OF  TRAVIS  MARSHALL,  VICE  PRESIDENT. 
MOTOROLA.  INC. 

Mr.  Marshall.  Thank  you,  Senator  Goldwater. 

Mr.  Chairman,  members  of  the  staif,  my  neime  is  Travis  Mar- 
shall, and  I  £un  vice  president  of  Motorola,  Inc.  Our  written  testi- 
mony details  Motorola's  rote  in  providing  telecommunications 
equipment  and  systems  to  a  wide  variety  of  users,  both  domestic 
and  international. 

For  Bpecific  purposes  of  the  panel,  I  would  emphasize  that  the 
wireline  compeinies,  notably  A.T.  &  T.,  and  the  radio  common 
carriers  use  Motorola  mobile  telephone  and  paging  equipment  and 
systems  design  extensively.  Thus,  our  interest  in  the  common  carri- 
er phase  of  S.  611  and  S.  622  is  substantifd.  While  our  written 
testimony  encompasses  our  views  of  many  provisions  of  these  bills, 
I  will  confine  myself  to  only  a  few  highlights  in  this  oral  presenta- 
tion. 

Motorola  supports  the  clear  mandate  in  both  S.  611  and  S.  622  to 
establish  marketplace  forces  as  the  cornerstone  of  our  Nation's 
telecommunication  policy. 

Both  bills  seek  to  Edine  Government  regulations  more  closely 
with  developments  in  the  marketplace  without  completely  rewrit- 
ing the  Communications  Act  of  1934.  The  approach  is  understanda- 
ble and  appears  feasible.  However,  a  clear  delineation  is  still  lack- 
ing between  private  and  common  carrier  land  mobile  as  this  dis- 
tinction does  not  exist  in  the  original  act.  Unfortunately,  neither 
S.  611  nor  S.  622  correct  this  omission.  Private  land  mobile  systems 
provide  internal  communication  among  employees  of  a  particular 
business  or  organization  and  comprise  approximately  97  percent,  or 
over  7  million,  licensed  land  mobile  transmitters.  These  private 
systems  bear  little,  if  any,  resemblance  to  common  carrier  land 
mobile  operations  which  via  interconnection  through  the  wireline 
network  primarily  provide  mobile  telephone  or  peiging  service  to 
the  general  public. 

The  FCC  has  recognized  the  dissimilarity  of  these  two  land 
mobile  communication  modes  and,  accordingly,  has  imposed  virtu- 
fdly  no  economic  regulation  over  private  land  mobile  systems.  E^ch 
individual  user  is  a  licensee  who  has  control  over  his  own  system; 
each  purchases  or  leases  equipment  from  one  of  dozens  of  highly 
competitive  suppliers  and  his  assigned  frequencies  are  shared  by 
other  similfu-ly  licensed  users. 

This  situation  pertains  even  where  more  them  one  licensee 
shares  common  equipment  and  facilities.  Thus,  common  carrier 
provisions,  such  eis  closed  entry  or  tariff  regulations,  have  proved 
unnecessary. 

Motorola  is  encouraged  by  the  steps  which  have  been  taken  in 
these  bills  toward  deregulation  of  the  entire  telecommunications 
industry,  particularly  the  mobile  radio  common  carrier. 

The  resulting  competition,  however,  must  be  genuine.  The  issue 
in  the  land  mobile  area  is  simple:  How  does  one  free  A.T.  &  T. 
from  regulatory  and  judicial  constraints  so  that  it  can  compete,  but 
at  the  same  time  invoke  sufficient  safeguards  so  that  A.T.  &  T.  will 
not  unfairly  dominate  any  given  market? 
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The  difficulty,  at  least  as  far  as  land  mobile  radio  is  concerned,  is 
that  none  of  the  provisions  in  either  bill  address  the  basic  pn^lem. 
Can  A.T.  &  T.  be  a  fair  competitor  in  land  mobile? 

Heretofore,  A.T.  &  T.  has  been  inhibited  by  the  consent  decree  in 
the  private  services  and  by  lack  of  spectrum  in  the  common  carrier 
service.  The  bills,  if  enacted,  would  essentially  remove  the  key 
governmental  constraints.  Further,  the  FXX  recently  allocated  115 
MHz,  almost  three  times  what  had  been  available,  for  land  mobile 
s^tems,  thereby  providing  the  opportunity  for  growth  which  had 
not  existed  before. 

The  consent  decree  restricted  A.T.  &  T.  in  essence  to  tariffed 
common  carrier  services.  As  we  understand  it,  S.  611,  by  deflnition, 
would  make  any  service  that  A.T.  &  T.  enters  a  regulated  common 
carrier  service.  As  this,  in  effect,  releases  A.T.  &  T.  from  the 
restraints  of  the  consent  decree,  it  is  likely  that  A.T.  &  T.  will 
endeavor  to  penetrate  the  private  Ifuid  mobile  radio  services. 

This  would  cause  what  has  previously  been  a  highly  competitive 
marketplace  to  become  at  least  a  partifdly  regulated  common  carri- 
er market.  Further,  if  A.T.  ^  T.  were  to  otter  lease/ maintenance 
services  to  the  private  land  mobile  community,  thousands  of  small 
dealers  and  service  stations  would  be  unable  to  compete. 

The  potential  for  domination  also  exists  in  the  newly  established 
specialized  mobile  radio  systems  market.  These  SMRS's  are  third- 
party  for  hire  systems  to  serve  eligible  licensees  in  the  private  Isrnd 
mobile  services.  SMRS's  were  construed  by  the  Commission  and 
affirmed  by  the  courts  to  be  noncommon  carrier.  Thus,  today, 
SMRS's  could  not  be  licensed  to  A.T.  &  T.  or  its  subsidiaries, 
because  they  are  nontariffed  services. 

These  bills  eliminate  this  type  of  preclusion  and  permit  these 
entities  to  operate  an  unlimited  number  of  such  systems.  In  effect, 
another  noncommon  carrier  service  could  become  a  regulated  carri- 
er service  as  a  result  of  the  provisions  of  S.  611. 

This  seems  to  us  to  be  a  big  move  in  the  wrong  direction. 

Another  phase  of  the  FCC  g  115  MHz  allocation  involved  setting 
aside  40  MHz  for  a  nationwide  compatible  common  carrier  mobile 
radio  telephone  system,  utilizing  a  cellular  system  configuration. 
This  suballocation  increases  common  carrier  spectrum  by  1,000 
percent,  or  10-fold.  The  lure  of  a  40  MHz  allocation,  which  could  be 
dominated  by  A.T.  &  T.  because  of  its  vast  resources,  could  surely 
emasculate  radio  common  carrier  competition. 

H.R.  3333  contains  a  prohibition  regarding  the  ability  of 
A.T.  &  T.  to  offer  mobile  radio  systems  and  services.  This  provision 
would  solve  the  anticompetitive  problem  if  it  also  precluded  lease/ 
mEiintenEtnce  services.  We  do  not  believe  that  excluding  A.T.  &  T. 
from  mobile  radio  should  inhibit  its  continued  healthy  growth. 

For  example,  in  the  RCC  cellular  system  we  referenced  in  our 
written  testimony,  projected  revenue  studies  indicate  that  lifter  the 
systems  are  fully  developed,  A.T.  &  T.  will  be  the  largest  supplier 
to  the  systems. 

Competition  cannot  flourish  if  telecommunications  involving  the 
use  of  the  radio  spectrum  are  subject  to  government  constraints  on 
the  State  level.  Clearly,  it  would  be  counterproductive  to  allow  the 
States  to  step  in  and  regulate  the  void  created  by  a  Federal  policy 
of  deregulation.  Both  S.  611  and  S.  622  appear  to  vest  full  jurisdic- 
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tion  over  regulation  of  the  electromagnetic  spectrum  with  the  FCC. 
We  urge  that  any  final  version  of  these  bills  make  clear  either  in 
the  statutory  language  or  accompanying  l^islative  report  that 
State  regulation  of  systems  utilizing  radio  spectrum  is  unequivocal- 
ly preempted. 

S.  611  proposes  a  land  mobile  spectrum  fee  process  that  pits 
private  land  mobile  users  against  each  other  with  the  greatest 
negative  impact  on  the  small  business  or  agricultural  user.  These 
users  do  not  receive  direct  financial  return  from  their  use  of  the 
spectrum.  Mobile  radio  is  a  tool  they  use  in  providing  the  public 
with  goods  and  services. 

The  plumber,  the  farmer,  the  delivery  man,  the  appliance  serv- 
iceman, use  radio  to  be  more  effective  and  more  etRcient  in  provid- 
ing their  services.  A  fee  based  solely  on  what  the  meu'ket  will  bear 
does  not  recognize  that  differing  services  to  the  public  must  contin* 
ue  to  have  access  to  mobile  communications  at  an  affordable  cost. 

S.  622  avoids  a  spectrum  fee,  but  imposes  a  charge  related  to 
FCC  costs.  According  to  a  Commission  study,  approximately  50 
percent  of  total  Commission  costs  would  be  borne  by  private  land 
mobile  licensees,  tmd  this  amount  is  more  than  twice  what  broad* 
casters  would  pay.  This  does  not  seem  fair. 

In  addition,  this  approach  places  no  limit  on  future  FCC  costs 
which  would  be  recovered  from  license  fees.  Without  some  basis  for 
limiting  costs,  the  FCC  could  potentially  expand  its  regulatory  and 
study  activities  at  will,  knowing  that  offsetting  fee  increases  could 
be  imposed. 

Motorola  does  not  object  to  the  concept  that  reasonable  license 
processing  costs  both  direct  and  indirect  should  be  borne  by  appli- 
cants; however,  a  means  should  be  provided  to  limit  growth  of 
these  costs,  and  to  promote  FCC  efficiency. 

A  spectrum  access  fee  could  be  acceptable  under  appropriate 
conditions.  If,  for  example,  such  a  fee  were  applied  to  all  users  in  a 
manner  that  could  cause  unused  or  inefSciently  used  spectrum  to 
be  reallocated  to  growing  services  such  as  land  mobile  then  the  fee 
would  have  a  meaning  and  purpose  through  improved  spectrum 
efficiency.  It  is  clear  that  spectrum  efficiency  has  not  been  accom- 
plished in  major  portions  of  the  spectrum  with  the  UHF  TV  band 
being  the  clearest  area  where  improvements  on  efficiency  are 
needed  to  future  uses  by  all  growing  services.  If  a  fee  structure 
could  accomplish  this,  it  would,  I  believe,  be  in  the  public  interest. 

In  the  international  area,  Motorola  is  gratified  to  note  the  provi- 
sions of  S.  622,  section  226(gX3),  concerning  the  selection  and  par- 
ticipation of  private  industry  delegates  to  international  telecommu- 
nications meetings. 

Since  the  status  and  timing  of  a  new  or  modified  Communica- 
tions Act  is  presently  indefinite,  we  would  suggest  that  the  provi- 
sions of  section  226(g)  superseding  section  207  of  title  XVIII  be  tte 
subject  of  separate  legislation  so  that  it  can  be  enacted  prior  to  the 
1979  WARC. 

Mr.  Chairman,  I  want  to  thank  you  and  the  subcommittee  for 
this  opportunity  to  address  you. 

[The  statement  follows:] 


Dig,, z.d  by  Google 


Statement  of  Travib  Marshall,  Vice  President,  Motorola,  Inc. 

Motorola,  Inc.  is  a  leading  ^sterns  designer  and  manufacturer  of  land  mobile 
radio  equipment  for  both  private  users  and  common  carriers.  Our  products  are 
marketed  domeaticalty  and  mtemationally.  In  addition,  our  company  manufactures 
CB  equipment,  AM-FM  radios  for  automobiles,  systems  for  the  Federal  Govern- 
ment, and  semiconductor  devices  used  in  a  broad  variety  of  electronic  and  telecom- 
munications ^tems.  One  of  our  subsidiaries  is  actively  engaged  in  providing  data 
processing  and  communications  equipment.  Thus,  our  interest  in  the  ramiflcations 
of  S.  611  and  S.  622  is  subetantial. 

Motorola  supports  the  clear  mandate  in  both  S.  611  and  S.  622  to  establish 
marketplace  forces  as  the  cornerstone  of  our  nation's  telecommunication  polity. 
Competition  has  already  proved  to  be  an  effective  and  coet-efHcient  regulator  in 
those  portions  of  the  communications  industry  where  government  intervention  has 
been  minima],  and  in  other  sectors  of  the  economy  such  as  the  recently  deregulated 
airline  indus^.  Where  true  competition  exists  and  is  allowed  to  operate  without 
government  imposed  restrictions,  both  the  public  and  business  benefit  from  the 
resulting  variety  of  choices  in  terms  of  superior  quality  of  products  and  lower  prices. 
PRIVATE  AND  COMMON  CARRIER.  LAND  MOBILE:  ROLE  OF  AT.  A  T. 

Both  these  Bills  seek  to  align  government  regulations  more  cloeely  with  the  new 
technoli^  and  developments  in  telecommunications  by  revising  the  focus  and  lan- 
gaage  of  existing  i^islation  rather  than  by  rewriting  completely  the  Communica- 
tions Act  of  1934.  The  approach  is  understandable  and,  in  most  cases,  feasible.  It 
does,  however,  mean  that  a  clear  delineation  is  still  lacking  between  private  and 
common  carrier  land  mobile  as  this  distinction  did  not  exist  and  was  not  envisioned 
when  the  original  Act  was  adopted.  Unfortunately,  neither  S.  611  nor  S.  622  corrects 
this  omission.  Private  land  mobile  s^tems  which  provide  internal  communication 
among  employees  of  a  particular  busmess  or  organization  now  compromise  apmtizi- 
mately  97  percent  (over  7  million)  of  licensed  land  mobile  transmitters.  These 
private  systems  bear  little,  if  any,  resemblance  to  common  carrier  land  mobile 
operations  which  via  interconnection  through  the  wireline  network  primarily  pro- 
vide paging  and  mobile  telephone  service  to  the  general  public  for  hire  (See  S.  611 
Sec.  103(36)).  The  Federal  Communications  (^mmission  has  reccvnized  the  dissimi- 
larity of  these  two  land  mobile  communication  modes  and,  accordingly,  has  imposed 
virtually  no  regulation  over  private  land  mobile  systems.  Each  individual  user  is  a 
licensee  who  has  control  over  his  own  system;  each  purchases  or  leases  equipment 
from  one  of  dozens  of  highly  competitive  suppliers,  his  assigned  frequencies  a~ 
'  '        ■'         'milHT  ficensed  users.  This  situa''  ■   ■  > 


shared  by  other  similar  ucensed  users.  This  situation  pertains  even  where  n 
than  one  licensee  shares  common  equipment  and  facilities. 

Thus,  common  carrier  provisions  such  as  closed  entry  or  tariff  reflations  have 
proved  unnecessary.  While  neither  Bill  appears  to  threaten  a  potential  increase  in 
private  land  mc^ile  regulation  and.  in  fact,  S,  622  specifically  mentions  private  land 
mobile  (Sec.  336}  it  is  surely  time  to  rect^ize  explicitly  that  these  two  services  are 
disparate,  distinguishable  and  should  be  subject  to  appropriately  individual  regula- 
tory treatment. 

Motorola  is  encouraged  by  the  steps  which  have  been  taken  in  these  Bills  toward 
deregulation  of  the  entire  telecommunications  industry  and  of  the  radio  common 
earners  in  psrUcular  (S.  6U,  Section  201  et  seq.i  S.  622  Section  201  et  seq.). 

Competition,  however,  must  be  genuine;  to  have  only  the  appearance  of  competi- 
tion rather  than  the  reality  would  be  worse  than  no  competition  at  all.  The  issue  in 
the  common  carrier  area  is  superficially  simple:  How  does  one  free  A.T.  &  T.  firom 
regulatory  and  judicial  constraints  so  that  it  can  compete,  but  at  the  same  time 
invcAe  sufficient  safeguards  so  that  A.T.  &  T.  will  not  unfairly  dominate  any  given 

Both  Bills  (S.  611,  Sec.  205;  S.  622  Sec.  225)  endeavor  to  strike  a  proper  balance  by 
prohibitions  against  cross^subsidization.  by  raising  the  possibility  of  separate  compa- 
nies, and  even  by  possibly  banning  a  monopoly  carrier  from  a  particular  service. 
Under  both  Bills,  the  Commission  nas  the  power  to  monitor  and/or  investigate  the 
activities  of  A.T.  &  T.  and.  should  abuses  occur,  to  invoke  appropriate  remedies. 

The  difficulty,  at  least  as  far  as  land  mobile  radio  is  concerned,  is  that  none  of 
these  provisions  addresses  the  basic  problem;  Can  A.T.  &  T.  be  a  fair  competitor 
either  in  the  common  carrier  or  private  land  mobile  market  in  light  of  its  size  and 


pure  economic  poi 

Heretofore,  A.T.  &  T.  has  been  inhibited  by  certain  r^ulatory  processes,  by  the 
Consent  Decree  in  the  private  service  and  by  the  fact  that  the  spectrum  available 
for  common  carrier  land  mobile  use  was  so  scanty  that  this  market  offered  only 
limited  growth  potential.  The  Bills,  if  enacted,  would  essentially  remove  the  key 
Governmental  constraints.  Further,  the  FCC  recently  allocated  115  MHz,  almost 
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three  times  what  had  been  available,  for  land  mobile  systemB,  thereby  providing  the 
opportunity  for  growth  which  hitherto  had  not  existed. 

Absent  the  Consent  Decree  which  restricted  A.T.  &  T.  in  essence  to  tariffed 
common  carrier  services,  it  is  hkely  that  AT.  &  T.  will  endeavor  to  penetrate  the 

firivate  land  mobile  radio  service.  All  the  competitive  equipment  suppliers  combined 
all  far  ^ort  of  A.T.  &  T.'s  aaaeta.  A.T.  &  T.  will  be  in  a  economic  "cat-bird"  seat, 
s^le  to  purchase  enormous  amounts  of  equipment  to  its  unique  specification  from 
the  lowest  bidder,  whether  domestic  or  offshore.  If  A.T.  &  T.  were  tii  embark  on  this 
courae,  it  is  obvious  and  inevitable  that  few,  if  any  competitors  would  survt' 
antithesis  of  the  thrust  of  these  Bills.  Further,  if  A.T.  &  T.  were,  in  addition.  I 
lease/ maintenance  to  the  private  land  mobile  community,  thousands  of  amall  deal- 
ers and  service  Btatione  would  be  unable  to  compete.  A.T.  &  T.'s  capability  to  utilia 
its  enormous  economies  of  size  would  produce  such  a  result,  even  if  that  company 
operated  wholly  within  the  permissible  confines  of  these  Bills. 

One  striking  example  of  the  potential  for  domination  is  in  the  Specialized  Mobile 
Radio  Systems  ISMRS)  market  established  in  the  aforementioned  recent  FCC  alloca- 
tion proceeding.  These  SMRS  are  third-partv  for  hire  systems  to  serve  licenaeM 
eligible  in  the  private  land  mobile  services.  SMRS  were  construed  by  the  Commis- 
sion and  affirmed  by  the  Courts  to  be  non-common  carrier.  Thus  today  SMRS  could 
not  be  licensed  to  A.T.  &  T.  or  its  eubeidiariee,  because  they  are  non-tariffed 
services.  These  Bills  would  wipe  away  this  type  of  preclusion  and  would  permit 
these  entities  to  operate  an  unlimited  number  of  such  systems,  subject  in  S.  611  only 
to  the  provisions  of  Sec.  204(e)  which  do  not  address  such  non-common  carrier 
matters.  In  fact,  A.T.  &  T.  would  have  a  freer  reign  in  this  market  than  Motorola 
since  we  are  barred  by  FCC  Rules  from  having  more  than  one  SMRS  nation-wide. 

Another  phase  of  the  PCC's  115  MHz  allocation  involved  setting  aside  40  MHz  for 
a  nation-wide  compatible  common  carrier  mobile  radio  telephone  system,  utilizing  a 
"cellular"  system  conf^ration.  This  sub  allocation  increases  common  carrier  spec- 
trum by  1000  percent.  Two  ayalemB  are  currently  being  developed  using  two  dinet^ 
ent  economic  approaches.  The  Illinois  Bell  Telephone  system  places  heavy  reliance 
on  ESS  land-line  control  and  switching  and  requires  substantial  "up  front"  invest- 
ment. The  other,  developed  for  a  Radio  Common  Carrier,  recognizes  the  inability  of 
ttuM  lees  affluent  operatiDr  to  make  a  heavy  initial  investment.  Thus,  the  syst«m  is 
designed  to  match  investment  to  subscriber  growth.  Even  under  these  circum- 
stances, it  will  take  time  for  these  RCCs  to  acquire  financing,  engineering,  etc.  The 
lure  of  a  40  MHz  allocation,  which  could  be  dominated  by  A.T.  &  T.  because  erf'  its 
vast  resources  would  surely  emasculate  competition. 

It  should  be  re-emphasized  that  we  are  asaumine  that  this  domination  of  both  the 
private  dispatch  and  common  carrier  mobile  radio  markets  will  be  accomplished 
within  the  permissible  framework  of  these  Bills,  i.e.  there  will  be  no  croes-eubeidiza- 
tion;  there  may  be  separate  companies,  etc.  The  innate  size  of  the  entity  will  destr<^ 
competition. 

Therefore,  we  conclude  that  these  Bills  should  be  amended  to  exclude  A.T.  St  T. 
from  mobile  radio,  including  lease /maintenance.  H.R.  3333  does  contain  a  prohibi- 
tion re^rding  the  ability  of  A.T.  &  T.  to  offer  mobile  radio  systems  and  services, 
and  this  provision  (Sec.  330  Id))  would  be  satisfactory  if  it  also  encompassed  leaoe/ 
maintenance  as  a  preclusion. 

We  must  point  out  that  the  above  recommendation  is  predicated  on  the  proposed 
l^islation  under  consideration.  We  would  have  opted,  given  the  opportunity,  to 
support  legislation  that  would  have  delineated  between  monopoly  ana  competitive 
services  and  then  would  have  precluded  an  entity  from  engaging  in  both.  We  do  not 
believe  that  confining  A.T.  &  T.  to  monopoly  services  woula  have  inhibited  its 
continued  healthy  growth.  For  example,  in  the  RCC  cellular  system  we  referenced 
earlier,  projected  revenue  studies  indicate  that  after  the  systems  are  fully  devel- 
oped, a  greater  portion  of  the  total  revenues  will  accrue  as  a  result  of  providing  the 
required  land  lines  and  interconnections  into  the  telephone  network  than  wiH  the 
revenues  related  to  the  radio  portion. 

Perhaps,  the  economic  clout  of  AT.  &  T.  will  be  diluted  over  a  period  of  yeare  ao 
that  its  intrusion  into  mobile  radio  can  be  effected  without  destroying  competition, 
but  now  is  not  that  time, 

PREEMPnON 

Competition  cannot  flourish,  if  telecommunications  involving  use  of  the  radio 
spectrum  is  subject  to  government  constraints  on  the  state  level.  Clearly,  it  would 
be  counterproductive  to  allow  the  stales  to  step  in  and  regulate  the  void  created  by 
a  federal  polity  of  deregulation.  Both  S.  611  and  S.  622  appear  to  vest  full  jurisdic- 
tion over  regulation  of  the  electromagnetic  spectrum.  (See,  for  example,  S.  611,  Sec, 
102(a)  ".  .  .  all  transmission  of  electromagnetic  energy  by  radio",)  We  would  then 
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assume  that  Section  102(b)  which  precludes  FCC  jurisdiction  over  "charges,  prac- 
tices .  .  ."  etc.  which  are  not  part  of  an  "interexchanKe  service"  is  referring  to  such 
matters  as  local  wireline  exchange  service.  We  urge  that  any  final  version  of  these 
Bills  make  clear  either  in  the  atatutoir  language  or  accompanying  legislative  report 
that  state   regulation   of  sTstema   utilizing   radio  spectrum   is   unequivocally   pre- 

Our  concern  in  thia  area  is  founded  upon  prior  experience  that  the  states  are  far 
from  reluctant  to  impose  common  carrier  type  r^ulations  on  today's  intrastate 
telecommunications  which  have  already  been  classified  as  "private"  by  the  Federal 
Communications  Commission.  Small  businesses  commonly  use  private  two-way  radio 
systems  as  a  tool  to  better  manage  their  operations!  unlike  radio  common  carriers 
whose  income  is  derived  directly  m>m  utilization  of  the  radio  spectrum.  The  Federal 
Communications  Commission  has  consistently  determined  that  these  systems,  oper- 
ating on  private  land  mobile  frequencies,  are  not  common  carriers  even  if  a  coopera- 
tive or  multiple  licensing  arrangement,  such  as  a  community  repeater,  is  employed. 
Nevertheless,  some  states  and/or  PUCs  have  reached  contrary  decisions  and  have 
imposed  common  carrier  restrictions  on  these  operations.  Such  determinations  may 
be  and,  on  occasion,  have  been  successfully  challenged  in  legal  proceedings;  yet  the 
expenses  and  time  delays  incurred  place  an  unwarranted  burden  on  the  end  user 
whose  initial  choice  of  a  communications  system  was  largely  dictated  bv  monetary 
considerations.  These  users,  the  small  farmer  or  local  delivery  service,  nave  recog- 
nized the  benefits  that  radio  communication  will  provide;  they  have  made  a  substan- 
tial investment  in  a  system  which  best  meets  their  technical  and  financial  require- 
ments; they  have  complied  with  all  applicable  FCC  r^ulations,  only  to  find  that  the 
State  has  erected  yet  another  barrier  which,  for  some,  is  insurmountable.  Neither 
these  users  nor  the  economic  efficiency  goals  of  competition  are  served  by  state 
rsinilations  whkh  simply  impede  the  unhampered  operation  of  marketplace  forces. 

FEES 

Another  area  in  which  Motorola  is  vitally  interested  is  that  of  licensing  fees. 
Here,  the  two  Bills  differ  substantially^ection  101(6Ka)  of  S.  622  contemplates  a  fee 
schedule  similar  to  that  used  by  the  FCC  in  the  past.  The  charge  imposed  would  be 
based  on  two  factors:  the  costs  to  the  Commission  of  processing  the  license  and  the 
coats  directly  or  indirectly  attributable  to  regulating  the  licensee.  We  feel  that  this 
schedule  would  comply  with  the  judicial  requirements  set  out  in  the  NCTA  and  EIA 
decisions.  The  Federal  Communications  Commission  would,  in  essence,  be  self-sup- 
porting, not  financed  by  tax  dollars  from  the  general  public.  In  addition,  this  section 
allows  the  Commission  to  waive  the  fee  for  any  governmental  or  noncommercial 
users  if  the  public  interest  would  be  served  thereby.  This  flexible  arrangement 
would  permit  such  groups  access  to  radio  spectrum  which,  in  some  extreme  cases, 
mi^ht  otherwise  be  precluded  even  though  the  fee  imposed  would  not  be  excessive. 
This  Bill  does  not  explicitly  prohibit  placing  a  scarcity  value  on  the  spectrum  itself; 
however,  we  assume  that  the  factors  listed  are  intended  to  be  exclusive. 

Even  under  this  moderate  approach,  we  query  its  elementary  fairness  vis-a-vis 
private  land  mobile  users.  The  FCC  has  calculated  that  under  this  formula,  this 
class  of  users  would  generate  almost  50  percent  of  the  anticipated  revenues;  more 
than  twice  what  Broadcasters  would  pay.  Yet,  as  we  shall  develop  more  completely 
in  our  discussion  of  the  S.  611  fee  proposal,  these  users  derive  no  direct  financial 
benefit  from  the  spectrum.  The  plumber  will  still  fix  leaky  pipes;  the  farmer  will 
still  plant  crops,  irrespective  of  whether  they  use  radio.  For  them,  it  is  a  manage- 
ment tool  to  increase  producivity  and  efficiency.  For  a  broadcaster  or  a  common 
carrier,  radio  is  the  sine  qua  non;  profits  emanate  directly  from  use  of  the  spectrum. 
This  anomaly  ought  to  be  redressed. 

In  addition,  we  must  call  attention  to  the  fact  that  any  approach  predicated  aa 
Commission  costs  is  an  open  invitation  to  the  FCC  to  seek  budget  increases,  secure 
in  the  knowledge  that  fees  can  be  raised  to  match  such  increases.  Cost  efficiency 
may  be  ignored;  contracts  for  unneeded  studies  can  be  awarded,  etc.,  because  licens- 
ees will  inevitably  have  to  pay  the  tab,  whatever  it  is, 

S.  611  would  go  substantially  further;  it  specifically  states  that  use  of  the  spec- 
trum confers  braefits  to  licensees  and  that  the  fees  established  must  be  predicated 
on  the  fair  market  value  of  the  benefit  conferred,  with  some  minor  exceptions 
(Section  106),  Motorola  has  previously  stated  its  (ri>jectionB  to  this  approach  both 
before  the  House  subcommittee  last  summer  and  in  our  comments  to  the  FCC  in 
Docket  78-316.  Our  position  has  not  changed,  Ckimpetition,  the  key  concept  in  these 
instant  Bills,  will  not  be  promoted  by  awarding  spectrum  to  the  highest  bidder, 
particularly  in  the  private  land  mobile  services.  First,  as  stated  previously,  these 
uaers  derive  no  dirMt  financial  benefit  from  the  spectrum,  unlike  licensees  in  the 
common  carrier  or  broadcast  services.  The  value  of  radio  to  a  private  land  mobile 
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licensee  is,  we  believe,  not  sueceptible  to  quantification  and  certainly  cannot  be 
based  on  the  elements  proposed  in  Section  106(bl.  Second,  assuming  that  a  scarcity 
(or  fair  market)  value  could  reasonably  be  applied  to  common  carrier  spectrum 
(since  broadcast  is  specifically  excluded),  should  a  licensee  or  applicant  in  thia 
service  be  unable  to  afford  a  given  frequency,  he  will  be  replaced  by  one  who  will 
provide  virtually  identical  service  to  the  public.  While  we  have  doubts  about  the 
validity  of  such  a  fee  even  in  this  case,  at  least  like  will  be  replaced  by  like.  This  is 
not  the  case  in  private  land  mobile.  These  users  provide  a  multitude  of  disparate 
services,  all  of  which  benefit  the  public,  but  in  unique  ways.  Here,  the  public 
benefits  because  radios  increase  roductivity;  savings  are  passed  on  in  terms  of  better 
service  and  lower  prices.  A  fee  schedule  based  on  what  the  market  will  bear  will 
inescapably  insure  that  smaller  and  newer  enterprises  will  not  be  able  to  vie 
successfully  for  spectrum.  Affluent  users,  whatever  business  they  are  in,  will  have  a 
distinct  advantage— like  will  not  be  replaced  by  like.  This  result  would  be  incom- 
patible with  the  avowed  aim  of  S.  611,  to  promote  competition  for  the  ultimate 
benefit  of  the  general  public. 

OTHER  PROVISIONS 

Croaa-aubaidixation  and  aeparate  companies 

Although,  as  we  have  stated  previously,  we  di 
against  cross-subsidization  will  be  sufficient  to  a 
tion,  we  do  feel  that  Section  205(b)  of  S.  611  and  Section  225(d]  of  S.  622  would  be 
more  effective,  if  strengthened. 

For  example,  both  sections  are  silent  as  to  what  penalties  would  be  invoked  if,  in 
fact,  cross^ubsidization  were  found  to  exist.  If  the  possibility  of  criminal  sanctions 
were  present,  it  might  provide  a  meaningful  deterrent  against  such  action.  It  should 
be  noted  that  the  traditional  remedies  against  this  type  of  illegal  activity  are 
unlikely  to  be  successful  or  timely.  Rebates  to  the  customers  whose  overpayments 
are  used  to  cross-subsidize  competitive  activities  will  not  help  the  injured  competi- 
tors. Suits  by  the  competitors  to  enjoin  these  illegal  cross-subsidies  and/or  collect 
damages  historically  drag  on  for  several  years.  Plaintiffs  who  ultimately  are  award- 
ed compensatory  judgments  often  find  that  it  is  too  late  to  resume  their  attempts  to 
be  competitive. 

As  far  as  separate  companies  are  concerned,  the  Bills  take  different  tacks.  S.  622 
gives  the  FCC  the  authority  to  determine  whether  or  not  a  separaU  company  should 
be  mandated  but  provides  no  guidelines  as  to  what  factors  the  Commission  ought  to 
consider  in  making  such  a  fmding.  The  likelihood,  therefore,  of  lengthy  administra- 
tive and  judicial  proceedings  before  such  questions  are  answered  definitively  is 
extremely  high. 

S.  611  in  Section  205(e)  endeavors  to  establish  guidelines,  proposing  that  if  a 
carrier  has  no  more  than  one-third  of  the  revenues  ".  .  .  received  by  all  carriers 
providing  similar  services  within  the  same  market",  it  Hhall  be  deemed  to  be 
competitive,  and  presumably  would  not  need  to  form  a  separate  company  (nor,  (rf 
course,  would  it  need  to  be  r^ulated  as  a  Category  II  carrier).  Let  us  look  at  the 
anomoly  that  would  result  in  the  case  of  the  Specialized  Mobile  Radio  Systems 
(SMRS)  described  earlier.  Today,  the  operators  of  these  systems  are  non-common 
carriers.  As  we  read  these  Bills,  A.T.  &  T.  could  enter  this  market  as  a  (Category  I 
carrier  and  compete  for  this  private  dispatch  business.  So,  even  at  the  first  level  we 
would  have  "competitive"  common  carriers  competing  with  non-common  carriers.  If 
A.T.  &  T.  capturcKl  more  than  one-third  of  the  SMRS  business,  and  if  the  reason  for 
this  market  share  were  found  to  be  because  of  croBs-subsidtzation  or  because  of  some 
illegal  activities,  corrective  action  including  the  barring  of  that  carrier  from  provid- 
ing SMRS  service  could  be  ordered.  Otherwise,  A.T.  &  T.  would  become  a  Cat^ory 
II  carrier  and  would  be  subject  to  rate  r^ulation.  Now.  we  would  have  "dominant 
common  carriers  competing  with  non-common  carriers.  Further,  the  issue  of  market 
share  may  not  be  clear-cut.  For  example,  if  A.T.  &  T.  were  an  operator  of  a  cellular 
mobile  telephone  system  (almost  certainly  a  Category  II  carrier)  in  this  area,  it 
would  be  permitted,  under  FCC  rules,  to  render  some  private  dispatch  service. 
Since,  under  our  example.  A.T.  &.  T.  also  is  in  the  SMRS  market,  is  the  (Commission 
to  apply  the  one-third  guideline  on  the  total  aggregate  of  the  private  dispatch 
business  provided,  or  is  each  "service",  i.e.  SMRS  and  Cellular,  calculated  separate- 
ly? 

These  real-life  enigmas  reinforce  our  two  basic  contentions: 

1.  Monopoly  and  Competitive  services  should  not  be  co-mingled. 

2.  If  they  are,  mobile  radio  must  be  treated  as  an  exception  and  must  be  excluded 
from  the  purview  of  A.T.  &  T. 
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private  land  mobiU 

We  have  stressed  our  poeitjon  that  the  failure  to  recognize  these  services  in  the 
fundamental  regulatoiy  scheme  is  apt  to  cause  fundamental  disarientationa  in  this 
market  and  may  well  result  in  less  rather  than  more  competition.  We  should  point 
out,  however,  that  the  one  provision  in  S.  622,  Section  336(al  wherein  private  land 
mobile  ia  involved  is  salutary.  This  would  enable  the  Commission  specifically  to 
authorize  industry  frequency  coordination  committees  to  make  recommendations  as 
ta  which  frequencies  are  best  suited  for  a  particular  applicant.  This  long-standing 
procedure  has  BOmetimes  been  challenged  on  the  grounds  that  it  is  an  unlawful 
delegation  by  the  Commission  of  its  statutory  authority  to  assien  frequencies.  While 
we  are  sure  that  the  role  of  these  committees  will  continue  to  be  purely  advisory,  it 
is  useful  to  have  the  matter  clarified  as  Section  336(a)  does. 

INTERNATIONAL  TKLECQMMUNCATIONS 

In  the  international  area,  Motorola  is  gratified  to  note  the  provisions  of  S.  622 
Section  226(gN3l  concerning  the  selection  and  participation  of  private  industry  dele- 
gates to  international  telecommunications  meeting.  We  view  this  as  a  beneficial 
proposal  which  can  further  U.S.  interests  by  making  more  effective  use  of  private 
industry  experts  at  such  meetings. 

This  provision  is  particularly  relevant  to  the  International  Telecommunications 
Union  upcoming  General  World  Administrative  Radio  Conference  (GWARC)  to  be 
held  in  Geneva  Beginning  September  24,  1979.  This  Conference  will  deal  with  minor 

"""   -'    -  '■       —  allocations  and  international  regulations  for  all  the  radio 


matters  of  radio  spectrum  allocations  and  international  regulations  for  all  the  ri 
services  and  the  results  may  be  applicable  for  a  span  up  to  20  years. 

We  understand  the  Department  of  State  Is  in  the  process  of  forming  the  U.S. 
GWARC  delegation  which  will  include  private  industry  representatives.  The  selec- 
tion and  the  planned  Conference  role  of  such  representatives  is  being  made  in 
accordance  with  Department  of  State,  Final  Guidelines,  participation  of  Private 
Sector  Representatives  on  U.S.  Delegations  (Public  Notice  6551.  The  planned  confer- 
ence role  of  such  representatives  is  severly  limited  by  the  application  of  Section  202 
through  209  of  Title  18  of  the  United  States  Code. 

The  delegation  selection  process  for  private  sector  representatives  under  the  Final 
Guidelines,  however,  appears  to  be  in  part  compatible  with  the  provisions  of  Section 
226<gl. 

It  would  be  highly  desirable  to  have  the  subject  provisions  of  226(g)  which  would 
supersede  Section  207  of  Title  18  prior  to  the  GWARC.  Since  the  status  and  timing 
of  a  new  or  modified  Communications  Act  is  presently  indefinite,  we  would  suggest 
that  Section  226(k)  be  the  subject  of  separate  legislation  so  that  it  can  be  enacted 
prior  to  the  GWARC, 

Senator  Holungs.  Very  good. 

And  all  of  the  speeches  from  all  of  the  witnesses  will  be  included 
in  their  entirety  in  the  record. 

Mr,  Perrin,  I  guess  what  we  would  really  like  to  do  is  to  get  you 
and  Mr.  Weinberg.  You  say  in  your  written  statement  that  a  type 
of  conduct  A.T.  &  T.  would  engage  in  would  restrain  the  growth  of 
the  industry  and  its  development.  Can  you  elaborate  on  that? 

Mr.  Perrin.  Yes,  Senator.  To  operate  our  business^,  it  is  neces- 
sary for  us  to  interconnect,  of  course,  into  the  Bell  network.  This 
requires  that  we  go  to  the  Bell  companies  around  the  country  to 
secure  facilities,  numbers,  lease  lines,  things  of  that  sort.  That, 
over  the  years,  has  been  extremely  difficult  at  times.  At  the  start 
of  the  relationship,  Bell  for  many  years  refused  to  interconnect 
with  us  at  all,  and  it  wasn't  until  the  early  1960's  that  we  were 
able'to  gain  interconnection  rights  with  Bell. 

We  have  been  treated  by  Bell  and  other  wire  line  companies  as  a 
customer,  as  opposed  to  a  cocarrier,  in  our  dealing  with  them.  If 
the  Bell  companies  refuse  to  recognize  the  RCCs  as  cocarriers  on  a 
continuing  basis,  that  makes  it  (ufficult  for  us  to  operate  our  sys- 
tems. 

Senator  Holungs.  What  about  that,  Mr.  Weinberg? 

Mr.  Weinberg.  Obviously,  I  disagree  with  Mr.  Perrin,  Senator.  I 
think  that  we  have  offered  full  and  fair  interconnection  with  the 
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radio  common  carriers  since  the  early  19608,  as  Mr.  Perrin  referred 
to  it.  I  personally,  along  with  Mr.  Perrin,  attended  a  number  of 
meetings  under  the  aegis  of  the  Commission — I  guess  it  v/as  3  years 
ago — where  some  of  the  problems  that  the  industry  had  facing  it 
were  discussed  at  length.  I  believe  at  the  conclusion  of  that  meet- 
ing, both  parties  were  agreeable  to  interconnection  terms. 

We  have  fulfilled  those  interconnection  terms,  and  I  think  the 
radio  common  carrier  industry  at  that  time  v/aa  satisfied  with 
those  terms.  Certainly,  the  demonstration  that  they  do  compete 
vigorously,  is  that  they  have  more  than  50  percent  market  share  in 
the  land  mobile  field,  this  is  ample  demonstration  of  the  fact  that 
they  have  not  been  hindered  to  any  great  d^ree. 

Mr.  Perrin.  If  I  could  just  respond  briefly. 

Senator  Hollings.  Surely. 

Mr.  Perrin.  We  have  continued  to  grow  and  flourish,  I  would  say 
in  spite — and  not  because — of  Bell's  assistance. 

Also,  I  think  it  should  be  indicated  for  the  record  that  the 
interconnection  meetings  which  Mr.  Weinberg  was  referring  to, 
although  ending  in  an  agreement,  have  now  been  reconvened  by 
the  FCC.  The  problem  is  that  certain  specific  aspects  of  the  agree- 
ment, though  carefully  worded  and  clearly  understood,  have  not 
always  been  followed  in  spirit  by  the  Bell  operating  companies.  So, 
we  are  finding  it  necessary  now  to  go  back,  and  request  further 
clarification  and  specificity  in  further  negotiations  with  Bell. 

Senator  Schmitt.  Mr.  Chairman. 

Senator  Hollinos.  Senator  Schmitt. 

Senator  Schmitt.  I  wonder  if  I  could  ask  one  set  of  questions.  We 
have  an  unanticipated  heeu'ing  of  the  Science,  Technology,  and 
Space  Subcommittee  this  afternoon,  and  I  will  have  to  be  absent 
for  a  while. 

Mr.  Marshall,  as  you  know,  I  along  with  this  committee,  have 
had  a  great  deal  of  interest  in  the  World  Administrative  R^io 
Conference,  and  I  am  intrigued  by  the  closing  remark  in  your 
testimony. 

What  role  do  you  see  for  private  industry  representatives  on  the 
U.S.  delegation,  under  existing  State  Department  guidelines? 

Mr.  Marshall.  They  would  be  hampered,  and  I  think  it  would  be 
without  foundation.  The  private  industry  people  would  be  experts 
in  their  particular  fields.  If  they  cannot  speaik  for  the  Unit«i 
States,  then  you  would  almost  have  to  have  an  interpreter  to  speak 
each  time  they  wanted  to  sa;^  something. 

And  I  think  what  I  saw  in  the  provisions  that  were  in  S.  622, 
they  would  be  allowed  to  speak  for  the  United  States,  assuming 
just  like  any  U.S.  employee,  they  would  be  spetiking  the  U.S. 
position. 

Senator  Schmftt.  Why  can't  the  Government  delegates  handle 
this  job,  particularly  if  advisers  are  there  from  industry? 

Mr.  Marshall.  The  Government  people  do  not  have  all  the 
necessary  expertise.  It  is  a  hampering  process  when  it  comes  to 
this  thing  of  being  able  to  speak.  If  the  private  industry  man  has  a 
thought  and  has  to  relay  it  to  someone  in  Government,  and  then 
he  in  turn  does  the  speaking,  it  would  hamper  the  U.S.  in  any 
negotiating  position,  I  would  think.  And  if  he  could  speak  directly, 
what  he  has  to  say  in  his  area  of  expertise,  it  would  put  us  in  a 
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better  position  during  the  negotiation  that  will  go  on  during  the 
work. 

Senator  Schmitt.  Do  you  have  reason  to  believe  that  land  mobile 
services  specifically  are  going  to  be  inadequately  addressed  by  the 
U.S.  delegation  at  WARC  if  things  continue  as  they  are  now? 

Mr.  Marshall.  No;  I  think  that  the  U.S.  position  has  been 
spelled  out.  1  think  that  the  U.S.  position  would  be  better  expressed 
if  industry  people  are  allowed  to  participate. 

Senator  Schmitt.  What  if  the  circumstances  of  the  conference 
require  modification  of  that  position?  Do  you  think  that  the  repre- 
sentatives who  will  be  there  spetiking  directly  for  the  United  States 
will  be  capable  of  fuialyzing  the  alternative  and  fallback  positions 
with  respect  to  the  U.S.  position? 

Mr.  Marshall.  That,  I  do.  In  fact,  under  the  present  rules,  they 
would  be  participating  and  planning  the  meetings. 

Senator  ScHMrrr.  But  in  the  give-and-take  of  the  actual  Confer- 
ence, what  you're  saying  is,  you  don't  think  that  those  positions 
can  be  adequately  addressed  by  the  Government  representatives? 

Mr.  Marshall.  1  think  that  in  the  give-and-take  in  some  areas, 
that  will  be  very  difficult.  I  think  there  are  areas  where  private 
industry  people  will  chair  committees  in  the  Conference,  and  if 
they  cannot  spesik  for  the  United  States,  this  creates  a  barrier  for 
them  Euid  for  the  United  States. 

Senator  Schmftt.  I  gather  your  recommendation  is,  then,  that  if 
we  can  find  the  appropriate  vehicle,  that  it  would  be  wise  to  try  to 
move  expeditiously  on  that  special  provision  of  S.  622  so  that  the 
WARC  conference  will  have  the  full  range  of  expertise  available  to 
the  United  States? 

Mr.  Marshall.  I  do,  indeed.  In  fact,  if  there  wiis  another  bill 
that  it  could  be  attached  to,  or  if  it  could  be  a  resolution  on  its 
own.  But,  in  any  event,  to  be  of  value  to  the  World  Administrative 
Radio  Conference,  it  would  have  to  become  U.S.  law  before  the 
Conference,  and  it  would  be  somewhat  doubtful,  I  think,  that  S.  622 
will  become  law  before  then. 

Senator  Schmitt.  Why?  I  am  surprised  at  you,  Mr.  Marshall,  I 
am  surprised.  Well,  I  think  the  committee,  to  a  Senator,  is  con- 
cerned about  this  problem.  Now,  whether  we  can  agree  to  attach- 
ing that  particular  provision  to  an  authorization  bill  or  some  other 
vehicle,  only  time  will  tell.  But  certainly,  we  appreciate  your  rec- 
ommendation, and  I  think  that  it  is  probably  a  good  suggestion. 
Thank  you. 

Thank  you,  Mr.  Chetirman. 

Senator  Hollings.  Thank  you  very  much. 

Senator  Gold  water. 

Senator  Goldwater.  This  whole  subject  of  land  mobile  communi- 
cations is  of  great  interest  to  me.  As  some  of  you  know,  we  have 
been  talking  about  it  for  many  years. 

I  would  like  to  Eisk  Mr.  Marshall,  particularly,  in  the  VHF  band, 
you  now  have  aveiilable  173.2  to  173.4;  that  is  non-Government 
fixed  and  land  mobile.  And  Government  is  given  157.073  and 
157.1875  MHz.  There  is  not  enough  in  there  for  Ismd  mobile,  is 
there? 

Mr.  Marshall.  In  the  VHF  band,  there  is  a  total  of  approximate- 
ly 24  or  25  MHz  which  is  shared,  in  some  cases.  And  that  is  the 
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figures  you  are  reading  off  of  there.  It  is  a  band  that  is  oimpletely 
assigned  to  mostly  private  services,  and  their  channels  are  in  use 
by  everyone  from  the  plumber  to  the  police  department,  at  the 
moment. 

Senator  Goldwater.  Could  any  of  you  indicate  where  you  are 
looking  for  additional  frequencies?  In  UHF  you  have  Isind  mobile 
allowed  on  the  bottom  seven  UHF  TV  channels,  470  to  512.  Where 
are  you  asking  for  a  frequency  spread  that  will  take  care  of  the 
tremendous  demand  for  land  mobile  communications  that  is  not 
now  being  filled? 

Mr.  Marshall.  That  spread  takes  place  in  the  high  end  of  the 
television  band,  from  806  to  1047  MHz.  There  is  115  MHz  in  that 
area  that  was  allocated  by  the  FCC  several  years  ago  for  land 
mobile.  Thus  far,  only  71/2  MHz  have  been  used  in  the  largest 
cities.  The  land  mobile  does  have  room  for  growth  in  the  United 
States. 

The  spectrum  needs  for  the  next  probably  15  years  were  allowed 
for  in  docket  18262,  which  allocated  the  116  MHz. 

Senator  Goldwater.  Would  Mr.  Perrin  and  Mr.  Weinberg  agree 
with  that? 

Mr.  Perrin.  Well,  there's  no  doubt  about  it.  The  future  spectrum 
needs  of  the  radio  common  carriers  will  come  out  of  the  800-900 
MHz  region. 

Senator  Goldwater.  What  would  the  FCC  think  of  that? 

Mr.  Roberts.  The  Commission's  intention  when  the  allocation 
was  made  was  to  carry  us  into  the  1990's  for  the  land  mobile 
services.  And  so  far,  if  the  present  rate  of  consumption  keeps  up,  it 
is  going  to  be  a  close  thing.  But  I  think  we  are  all  right,  at  least 
probably  for  the  next  decade. 

Senator  Goldwater.  To  get  some  idea  of  what  we're  talking 
about,  can  any  of  you  gentlemen  give  us  an  idea  of  how  many 
mobile  telephone  units  could  be  sold  tomorrow? 

Mr.  Perrin.  Are  you  talking  about  what  the  demand  is  today  in 
the  market  for  mobile  telephone? 

Senator  Goldwater.  Yes. 

Mr.  Perrin.  Well,  Senator,  that's  difFicult.  My  own  company 
operates  in  seven  Southern  States,  and  I  would  say  that  in  almost 
every  city  except  one — Jacksonville,  Fla— we  have  exhausted  the 
frequencies,  and  we  have  waiting  lists  built  up.  But  the  wsiiting 
lists  in  reality  are  for  a  class  and  type  of  service  which  is  unknown 
today.  In  other  words,  today's  service  is  terribly  congested,  it  is 
poor  service.  We  need  to  be  getting  into  that  new  frequency  band 
in  order  to  offer  a  higher  caliber  of  service. 

We  have  waiting  lists,  for  instance,  in  Phoenix  and  Tucson.  We 
have  waiting  lists  of  a  couple  of  hundred  people  for  service.  But  if 
we  were  to  go  out  on  the  street  tomorrow  with  high  quality  service 
at  the  same  cost— the  demimd  is  really  an  unknown  factor  at  this 
time. 

Mr.  Weinberg.  Senator,  if  I  may  add,  I  agree  basically  with  Mr. 
Perrin,  we  have  about  25,000  customers  who  are  on  waiting  lists. 
And  these  are  unique  people  who  are  willing  to  wait  and  wait  and 
wait  and  wait — sometimes,  in  areas  such  as  New  York  City — for 
many,  many  years. 
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I  also  agree  with  Mr.  Perrin  that,  as  new  and  better  services 
come  along  at  more  economical  rates,  the  market  is  going  to  dra- 
matically increase.  And  I  guess  we  see  cellular  as  being  somewhat 
of  the  answer  because  more  customers  can  be  jammed  into  a  cellu- 
lar system  and  still  be  given  equivalent  land  line  type  service. 

Senator  Goldwater.  I  have  had  experience  with  the  requests  for 
service  that  can't  be  met.  I  applied  here  10  or  11  years  ago  in 
Washington,  and  I  wtis  over  2,000  on  the  list,  and  the  other  2,000 
were  doctors.  I  would  say  they  come  first. 

While  we  were  at  Bell  Labs  the  other  day,  they  showed  us  this 
new  districtized  system.  They  used  Chicago  as  an  exeimple,  where 
you  can  go  from  one  district  to  another  with  an  automatic  frequen- 
cy change. 

I  think  we  are  probably  talking  in  the  nature  of  a  half  a  million, 
minimum,  denumd  in  this  country  for  mobile  telephone  service. 
That  is  why  I  see  this  as  such  an  important  field. 

Mr.  Weinberg.  I  think  your  figure,  if  I  may  say  so.  Senator,  is 
quite  conservative. 

Senator  Goldwater.  I  use  an  RCC  here  in  Washington  that  is 
popular  across  the  country.  It  costs  so  much  a  month,  and  I  can  put 
a  call  in  when  the  line  isn't  busy.  I  have  three  pickups,  so  it  is 
really  good.  But  I  am  not  unlimited  in  distance.  I  can't  dial  long- 
distance for  example. 

So  what  we're  coming  to  is  a  very  sophisticated  system  that 
A-T.  &  T.  is  ready  to  provide. 

Now  I  come  to  another  question.  This  am>lies  to  Motorola.  Read- 
ing your  testimony  and  listening  to  you,  I  think  your  big  fear  is 
AT.&T. 

Would  you  like  to  see  A.T.  &  T.  restricted  to  merely  charging  for 
the  use  of  their  lines?  Or  would  you  mind  seeing  them  in  the 
business  of  furnishing  equipment  that  you  probably  meike,  or  they 
make,  and  supplying  the  system  for  the  car  or  the  boat  or  the 
airplane,  and  also  getting  paid  for  the  frequency? 

Mr.  Marshau..  I  think  that  A.T.  &  T.  should  be  encouraged  to 
furnish  all  of  the  land  line  network  and  backup  that  is  necessary 
for  mobile  radio,  for  which  they  would  be  paid. 

As  I  pointed  out  in  my  statement,  in  the  system  that  is  going  to 
be  installed  in  the  Baltimore-Washington  area.  Senator,  which  also 
uses  this,  that  is  being  done  for  a  radio  carrier  and  common  carri- 
er, the  American  Radio  Telephone  Service. 

In  that  system,  the  major  supplier,  once  the  system  is  in,  will  be 
A.T.  &  T.  a?  it  is  not  as  though  they  are  going  to  be  left  out  of  this 
thing.  They  are  going  to  get  the  major  revenue  from  it,  even  if  the 
common  carriers  furnish  the  system. 

My  comment  is  that  I  think  this  really  gives  an  opportunity  to 
have  small  business  come  in  and  do  a  job  that  I  believe  that  they 
can  do,  whether  it  be  in  the  cellular  field  or  the  specialized  mobile 
radio  service,  or  in  the  private  field  where  we  have,  today,  thou- 
sands of  repair  people  fmd  dealers  out  there. 

If  they  were  in  the  cellular  field  instead  of  the  radio  common 
carriers,  there  would  be  one  supplier  of  cellular  service.  As  I  said 
in  my  first  paragraph,  we  are  a  supplier,  in  fact  a  nugor  supplier  to 
A.T.  &  T.  It  is  a  little  difficult  to  be  talking  about  a  majoT  customer 
this  way,  I  can  assure  you. 
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However,  we  think  that  if  the  objective  of  the  bill  is  to  have 
competition,  we  are  likely  to  have  competition  if  you  have  the 
common  carriers,  radio  common  carriers,  furnishing  the  service. 

Senator  Goldwater.  You  would  have  competition  in  the  manu- 
facture of  the  equipment.  There's  no  question  about  that.  But 
would  you  suggest,  any  of  you  gentlemen,  precluding  the  small 
entrepreneur  such  as  I  use  from  engaging  in  business?  It  does 
require  a  frequency  or  two  to  operate  it.  Would  you  make  it  impos- 
sible for  him  to  operate? 

Mr.  Marshall.  I  think  he  should  be  able  to.  As  a  matter  of  fact, 
the  small  entrepreneur — I  don't  know  who's  providing  your  service, 
but  it  has  to  be  a  radio  common  carrier,  and  that  s  what  we're 
talking  about.  That  kind  of  entrepreneur  can  provide  the  service, 
and  he  could  do  it  on  a  competitive  basis,  I  believe,  without  rate 
regulation. 

Senator  Goldwater.  It  is  a  repeater-type  operation.  Most  of 
them  use  your  equipment. 

Mr.  Marshall.  We  hope  that  will  remain  true,  regardless  of 
what  happens.  But  if  the  competition  is  to  go  on,  we  think  it  would 
be  better  accomplished  with  the  radio  common  carrier,  or  the  small 
entrepreneur. 

Senator  Goldwater.  Now  you  get  into  the  sul^ect  of  fees,  and 
this  is  the  only  area  on  which  the  chairman  and  I  have  any  small 
disagreement. 

You  indicated  a  fee  based  on  cost  would  be  an  open  invitation  to 
the  FCC  to  seek  budget  increases.  Would  you  comment  on  that? 

Mr.  Marshall.  With  all  due  respect,  yes,  sir,  I  do.  I  think  unless 
it  were  clearly  spelled  out,  I  think  that  they  would  be  justifying 
increased  budgets  by  merely  increasing  the  fees.  And  since  we  are 
talking  about  competition,  they  would  have  the  biggest  monopoly 
in  town,  if  they  were  the  only  person  or  the  only  entity  issuing 
licenses  zind  could  charge  whatever  they  chose  for  a  license,  I 
believe  then  they  would  be  able  to  up  the  license  fee. 

Senator  Goldwater.  Well,  the  fee  as  projected  under  S.  622  is 
about  $34.8  million,  which  is  about  half  of  the  FCC's  1979  budget. 

So  you  suggest  that  they  would  have  an  automatic  opening  to- 
morrow to  come  in  £md  want  more  money. 

Mr.  Marshall.  They  could  increeise  the  fees  to  come  up  to  the 
amount  of  the  budget,  I'm  sure. 

Senator  Hollings.  I'm  wondering  about  what  our  friend  Mr. 
Perrin  will  say.  It's  like  oil,  you're  going  to  put  up  a  big  fuss,  and 
then  you're  going  to  show  us  the  way. 

You  said: 

To  accomplish  this,  we  believe  it  would  be  useable  to  tie  the  nonbroadcaot  fee  into 
some  equitable  manner  into  the  fees  for  UHF  television  broadcasting  stations,  much 
as  the  tees  for  those  stations  are  tied  to  the  fees  for  the  VHF  television  stations. 

Can  you  elaborate  on  that? 

Mr.  Perrin.  Well,  we're  talking  about  setting  up  a  relative  situa- 
tion there.  Our  situation  on  fees  is  simply  that — somewhat  like  Mr. 
Marshall's — we  don't  see  setting  up  a  situation  which  is  totally 
open-ended,  and  we  would  like  a  situation  where  there  is  a  limit  on 
it — such  as  no  recovery  of  anything  above  the  operating  costs  of 
the  entity  itself.  And  I  guess  that  is  what  the  Senator  has  suggest 
ed  in  last  week's  hearing. 
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Senator  Holungs.  I  understand  that. 

Going  even  further,  though,  how  would  you  model  an  allocation 
of  a  fee,  or  the  eisseesment  of  a  fee,  on  the  basis  somewhat  like  we 
tied  together  the  UHF  value  with  the  VHF  value?  You  said  a 
aimilar  approach  could  be  used? 

Mr.  PmBlN.  Well,  I  think  a  similar  approach  in  terms  of  the 
value.  You're  talking  about  the  value  of  the  spectrum.  I  think  it  is 
a  question  of  the  overall  value  to  the  commercial  market.  And 
you're  talking  about  setting  up  some  sort  of  relativity.  That  makes 
good  sense,  and  that  is  a  discretionary  area  that  I  don't  feel  compe- 
tent to  comment  on  much  further,  except  that  it  makes  reasonable 
sense  that  relativity  be  established. 

Senator  Holungs.  We  were  trying  only  a  minimal  fee,  and  in 
one  of  the  statements,  it  was  likening  the  fees  described  in  S.  611 
and  the  fee  authority  now  with  the  FCC.  That  of  course  has  been 
attacked  because  they  have  no  guidelines,  and  it  was  confusing 
with  respect  to,  it  was  both  a  value  and  the  operating  cost,  and  it 
did  not  give  any  guidance  as  to  how  to  determine  the  value. 

Mr.  Roberts,  with  the  FCC  in  your  experience,  do  you  think  that 
the  view  that  has  been  suggested  now,  to  get  a  minimal  fee  that  we 
have  BEiid,  and  the  broadcasters,  and  he's  got  over  38  million,  I've 
got  68  million — I  mean,  78  million,  and  only  a  couple  of  million 
dollars,  from  these  gentlemen  here  is  there  some  way  to  allocate 
the  minimum  fee  and  liken  it,  as  we  have,  to  the  UHF  and  VHF  as 
to  the  value  of  the  spectrum  being  used? 

Mr.  Roberts.  As  you  know,  Senator,  there  has  been  a  proposfd 
somewhat  along  the  line  that  I  think  we're  talking  about  here 
advocated  on  the  House  side,  where  there  is  a  relationship  estab- 
lished, a  numerical  relationship,  between  the  fees  chained  for  land- 
mobile,  and  the  fees  charged  for  broadcasting. 

I  believe  they  stated  that  the  figure  of  l/360th  of  the  fee  for  a 
television  station  would  be  the  maximum  fee  for  land-mobile  sta- 
tion. So  that  certainly  is  one  possibility,  so  that  there  is  a  lid,  and 
that  will  help  assuage  some  of  the  fears  that  these  fees  are  just 
going  to  go  through  the  roof. 

Senator  Hollings.  How  much  does  the  land-mobile  fee  come  to 
under  that  computation  under  the  House  bill? 

Mr.  Roberts.  I  think  the  meiximum  example  they  used  was  $60 
maximum. 

Senator  Goldwater.  A  year? 

Mr.  Roberts.  Yes. 

Senator  Holungs.  Is  that  reasonable?  How  about  it,  Mr.  Mar- 
shall? Is  that  $60  a  year  outrageous? 

Mr.  Marshau..  No,  it  is  not.  Senator.  However,  I  do  not  think 
that  would  im[>ede  the  sale  of  land-mobile  equipment.  I  also  think 
it  would  not  discourage  them  to  use  it.  And  I  have  stated,  our 
position  is  that,  since  mobile  radio  is  a  tool  of  productivity,  and 
that  productivity  is  what  this  country  needs,  the  use  of  it  should 
not  be  discouraged. 

I  think  that  the  $60  would  not  discourage  the  use  of  it,  because 
the  benefits  are  considerably  greater  than  that. 

Senator  Gou)water.  If  the  Senator  would  yield? 

Senator  Houjngs.  Certainly. 
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Senator  Goldwates.  This  is  my  m£uor  problem  with  fees.  The 
FCC  said  $60,  and  we're  talking  about  a  spectrum  use  from  around 
800  to  1100.  And  when  you  divide  that  down  into  hertz,  or  mega- 
hertz, or  gigahertz,  you  don't  know  what  frequency  you're  going  to 
be  using. 

Isn't  the  user  or  the  owner  going  to  have  to  pay  $60  on  every 
channel  in  the  frequency  he  uses?  And  isn't  that  going  to  create 
problems  with  the  total  cost  to  the  man  who  uses  the  land-mobile 
communications? 

Mr.  Perrin.  I  think  it  depends  upon  the  number  of  subscribers 
you're  spreading  it  over.  For  example,  if  you're  talking  about  a 
frequency  fee  of  $60  a  frequency — and  even  our  automatic  mobile 
telephone  systems  have  30  or  35  on  a  chtmnel — it  spreads  out  to  be 
quite  minimal  when  you  really  think  about  it. 

Senator  Goldwater.  Well,  we  would  have  to  take  a  simpler 
approach,  wouldn't  we?  My  bill,  for  example,  would  come  to  about 
$9.  But  when  you  multiply  the  number  of  channels  available,  and 
what  you  gentlemen  are  suggesting  we  ask  for,  you  come  up  with  a 
rather  astronomical  fee.  I  figured  out  the  channels  available  in  just 
air-to-air  and  air-to-ground  aircraft  transmission  on  VHF.  There  is 
a  possibility  of  some  10,000  different  channels,  just  from  118.5  to 
135.5.  And  if  the  private  pilot  has  to  pay,  or  the  commercial  pilot 
has  to  pay  $9  for  every  one  of  those  little  slots,  he  will  be  in  bad 
shape. 

Mr.  Roberts.  I  think  I  see  what  you  are  alluding  to.  Senator. 
You're  talking  about  the  situation  where  you've  got  a  licensee  who 
can  operate  over  an  entire  bzind,  as  opposed  to  most  of  the  services 
I  think  we've  been  talking  to  up  to  now.  RCC's,  for  example,  are 
just  allocated  one  specific  channel  and  that  is  all  they  can  operate 
on. 

And  on  those  services,  and  many  others — marine,  citizens  band, 
for  example,  you  have  a  whole  range  of  frequencies  that  you  could 
operate  on.  Obviously  this  sort  of  arrangement  would  not  work, 
and  some  other 

Senator  Goldwater.  That's  what  bothers  me.  I  don't  worry  so 
much  about  television  and  radio  broadcasting.  I  think  you  can 
evaluate  the  frequency  there,  and  you  can  make  a  small  chaige. 
But  what  about  £he  literally  hundreds  of  thousands  of  other  chan- 
nels that  people  use?  For  example,  as  a  radio  amateur,  I  cover 
anything  from  3  to  30  megahertz,  I  will  have  to  hock  everything 
I've  got  to  go  on  the  air, 

Senator  Rollings.  No  one  has  that  in  mind. 

Senator  Goldwater.  Some  of  them  do. 

Senator  Holungs.  The  citizens  band  radio,  I'm  just  getting  edu- 
cated, Mr.  Roberts.  I  mean,  they  could  use  numerous  frequencies, 
but  there  was  only,  what,  a  $4  or  a  $5  license  fee? 

Mr.  Roberts.  That's  correct,  Senator.  And  under  your  bill,  citi- 
zens band  is  not  a  commercial  use,  so  that  would  be  exempt. 

Senator  Holungs.  But  I'm  trying  to  give  an  example  of  where 
they  have  multiple  frequency  uses,  but  they  only  have  the  one 
license.  I'm  sure  we  can  word  it  to  eliminate  any  confusion. 

Senator  Goldwater.  It  is  a  little  bit  fuzzy. 
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Senator  HoLUNGS.  Well,  we  will  clear  it  up.  Nobody  had  any 
idea  of  making  these  fees  prohibitive.  We're  trying  our  very  best  to 
tackle  this. 

Let  me  ask,  Mr.  Roberts,  we've  been  working  with  the  Commis- 
sion for  sometime  to  solve  a  problem  of  backlc^  in  mobile  licensing. 
Could  you  supply  us  for  the  record  the  number  of  applications  that 
you  have  received  over  the  last  several  years? 

Mr.  Roberts.  Yes,  sir,  I  would  be  happy  to.  I  don't  have  it  with 
me.  I  would  be  happy  to  submit  that  for  the  record. 

Senator  Hollings.  Yes,  per  year.  I've  been  trying  to  get  a  grasp 
on  it. 

[The  following  information  was  subsequently  received  for  the 
record:] 

Federal  Communications  Commission. 

Washington.  D.C..  May  7,  1979. 
Hon.  Ernest  F.  Holungs, 

Chairman,  Subcommittee  on  Communications,  Senate  Committee  on  Com/nerce,  Sci- 
ence,  and   Transportation,   Russell   Senate   Office  Building.    Washington.   D.C. 
Deab  Senatob  Hollinos:  EhirinH  the  hearing  on  S.  Gil  and  S.  622  on  the  after- 
noon of  May  1,  1979,  I  was  asked  by  Senator  Goldwater  and  you  to  provide  the 
number  of  applicatione  received  for  various  categories  of  licenses  in  the  Private 
Radio  Bureau  over  the  last  several  years,  I  am  pleased  to  provide  this  information 
in  the  attachment. 
Thank  you  for  the  opportunity  to  present  my  views  to  your  comn)itt«e. 
Sincerely, 

Carlos  V.  Robbri«, 
Chief,  Private  Radio  Bureau. 
Enclosure. 
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Senator  Goldwater.  I  think  while  we're  asking  for  that,  the  FCC 
could  also  indicate  their  understanding  of  licensing  by  supplying  us 
with  the  fees  for  the  different  parts  of  the  entire  frequency  spec- 
trum allocation  for  all  uses.  I  think  it  would  be  helpful,  aind  we 
could  start  from  there. 

Senator  Holungs.  Why  don't  you  and  I  write  Chairman  Ferris 
and  £isk  him  for  that. 

I'm  sure  he  would  be  cooperative. 

The  problem  of  land-mobile  licensing  facing  the  Commission, 
isn't  that  a  problem  of  a  drastic  incretise  in  demand  over  the  last 
couple  of  years  or  so?  Is  that  the  problem? 

Mr.  Roberts.  That's  the  essence  of  it.  Senator.  Also,  some  hiring 
freezes  that  the  President  imposed,  but  it  is  mostly  due  to  the 
higher  number  of  applications. 

Senator  Holunos.  Do  you  know  whether  or  not  the  Commission 
has  looked  into  the  possibility  of  changing  the  licensing  process  so 
that  you  could  expedite  the  issuance? 

Mr.  Roberts.  Yes,  sir.  In  the  past  couple  of  months,  we  have 
taken  several  drastic  measures.  And  I'm  happy  to  be  able  to  report 
today  that,  whereas  a  couple  of  months  ago  our  licensing  process- 
ing time  was  on  the  order  of  almost  100  days  for  the  business  radio 
service,  which  is  our  largest  service,  it  is  now  down  to  between  50 
and  60  days.  So  we  have  really  made  significant  progress,  and  the 
progress  is  continuing,  and  we  expect  to  see  it  declining  even 
furflier. 

Senator  Holungs.  Do  you  think  that  a  spectrum  fee  is  workable, 
given  the  wide  range  of  services  competing  for  the  nonbroadcast 
portion  of  the  spectrum? 

That  is  what  Senator  Goldwater  was  getting  at. 

Mr.  Roberts.  Yes,  sir.  I  think  we  have  got  to  look  at  the  problem 
of  people  who  can  have  access  to  more  thian  one  channel,  what  we 
call  the  band  users  versus  the  single  frequency  users.  It  is  a  prob- 
lem that  has  to  be  dealt  with,  that  has  to  be  faced  head-on.  But 
other  than  that,  I  feel  confident  that  something  can  be  worked  out. 

Senator  Holungs.  Do  you  think  guidelines  under  S.  611  are 
sufficient?  Or  would  you  prefer  something  like  what  you  use  in  the 
UHF-channel  approach  that  was  mentioned  earlier? 

Mr.  Roberts.  I  think  what  is  in  the  bill  now  is  auflicient.  I  am 
comfortable  with  it,  speaking  personally. 

Senator  Holungs.  In  your  statement  you  supported  competition 
in  the  provision  of  mobile  telephone  service,  and  then  you  went  on 
to  endorse  a  decision  iyf  the  Commission  in  which  they  defined 
particular  technology.  Doesn't  one  seller  of  the  system  use  the 
equivalent  of  666  radio  common  carrier  channels? 

Mr.  Weinberg.  I  think  you  are  addressing  that  to  me.  Senator? 

Senator  Holungs.  Excuse  me,  Mr.  Weinberg.  Please. 

Mr.  Weinberg.  Yes,  there  is  competition  in  the  application  with 
the  FCC  for  a  particular  locality  or  market.  The  cellular  approach 
uses,  as  Senator  Goldwater  referred  to,  a  large  band  of  spectrum, 
so  that  you  get  the  ability  to  utilize  frequencies  over  and  over 
again  in  the  same  area. 

If  I  may  just  take  a  moment,  today  when  you  broadcast  on  a 
frequency  for  land-mobile,  you  stick  up  an  antenna  and  you  throw 
it  out  as  far  as  you  can  throw  it  out. 
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With  the  cellular  approach,  you  divide  an  area  into  cells  and  you 
put  smaller  antennas  with  much  lower  power  in  those  antennas, 
£uid  you  put  the  radio  frequency  out  over  a  much  shorter  area,  bo 
that  you  can  reuae  that  same  frequency  over  and  over  again  in  the 
same  general  locality. 

Today,  for  example,  if  you  have  a  common  carrier  servicing  New 
York,  you  can't  reuse  that  frequency  until  you  get  below  Philadel- 
phia. In  the  cellular  approach,  you  can  use  the  frequency  over  and 
over  again  in  the  New  York  area. 

So  Eis  we  visualize  cellular  approaches  the  metropolitan  areas 
could  get  hundreds  of  thousands  of  users.  Now  to  do  that,  you  need 
a  large  band  of  spectrum,  and  the  FCC  in  docket  18262  found  that 
in  order  to  provide  this  service,  they  would  grant  one  applicant  per 
market  area.  That  developmental  trial,  as  I  mentioned,  for  the  Bell 
System  is  being  tried  out  in  Chicago  now,  and  for  non-Bell  S^tem 
for  radio  common  carriers  there  is  a  developmental  trial  in  the 
Baltimore-Washington  area. 

1  visualize  that  the  radio  common  carriers  will  be  very  active  in 
this  field.  I  visualize  that  they  will  have  additional  areas  that  they 
will  be  interested  in  from  a  cellular  viewpoint.  And  I  look  forward 
to  a  time  when  we  all  can  supply  many,  many  more  users  for  a 
mobile  service. 

Senator  Holunqs.  What  do  you  think  of  that,  Mr.  Perrin? 

Mr.  Perrin.  The  opportunity  is  on  paper  for  the  radio  common 
carriers,  of  course,  to  participate  in  the  cellular  area;  but  in  reality 
it  probably  isn't  as  grand  an  opportunity  as  it  might  appear. 

First  of  all,  the  overall  viability  of  the  cellular  system  economi- 
cally has  yet  to  be  proven  in  both  Chicago  and  in  Washington.  I 
think  the  further  question  that  confronts  many  of  us  in  the  indus- 
try is  that  the  cost  of  the  cellular  system,  at  least  from  first 
inspection  by  many  of  us,  appears  to  be  prohibitive  in  the  nonma- 
jor  market  areas  of  the  country,  for  example,  in  Phoenix,  Atlanta, 
and  San  Diego.  The  question  that  we're  really  confronted  with 
today  is:  How  do  we  as  an  industry  put  in  a  system  that  is  going  to 
be  economically  viable?  We  don't  have  a  cross-subsidy  capability 
that  the  Bell  System  would  have. 

And  so  while  there  is,  on  paper,  an  opportunity  there  for  us  to 
get  into  a  business,  it  is  at  this  point  totally  illusory  and  we  are 
finding  it  very  difficult  to  see  the  cost-effectiveness  at  which  we're 
ever  going  to  be  able  to  implement  a  cellular  system,  other  than 
perhaps  the  most  major  market  arefis  of  the  country. 

Senator  Holungb.  You're  still  being  treated  as  a  customer, 
rather  than  a  carrier? 

Mr.  Perrin.  Well,  that's  true  in  all  instances.  And  in  the  caae  of 
the  cellular  system,  Mr.  Weinberg  probably  should  have  pointed 
out  that  the  original  Bell  proposal  was  specifically  tied  into  a  piece 
of  Bell  equipment — the  No.  1  ESS  switching  machine.  Motorola  is 
trying  to  develop  a  similar  type  device  for  use  in  the  Washington- 
Baltimore  area. 

But  again,  going  outside  and  buying  that  kind  of  equipment  to 
put  into  a  market,  a  nonmajor  market,  at  this  point,  as  I  say, 
appears  to  be  highly  speculative  and  not  the  kind  of  investment 
certainly  that  we  RCC's  are  able  to  make. 

Mr.  Weinberg.  May  I  respond  to  that? 
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Senator  Holungs.  Surely. 

Mr.  WEmsERG.  I  don't  consider  this  a  paper  proposal  for  the 
radio  common  carriers.  I  think  the  fact  that  one  of  the  members  of 
TNA  is  very  active  in  this  field — and  in  fact  I  understand,  in  a 
letter  from  the  TNA  after  they  visited  Chicago,  they  were  all  very 
interested  in  this.  And  I  thought  that  they  were  looking  upon  it 
rather  enthusiastically. 

As  far  as  cross-subsidization  is  concerned,  the  FCC  in  its  order  in 
docket  18262  asked  us  to  keep  a  complete  set  of  figures,  which  we 
have  been  doing,  and  to  assure  them  that  all  of  those  costs  were 
included  in  the  price  that  we  charged  customers.  And  I  can  assure 
you  that  it  will  be  done.  There  will  be  no  opportunity  for  any  cross- 
subsidization. 

I  agree  with  Mr.  Perrin  that  in  smaller  cities  there  will  be  other 
systems  that  do  arise,  and  I  think  the  major  congestion  that  he  and 
I  have  pointed  out  right  today  is  in  the  major  metropolitan  arefis, 
and  this  is  a  key  breakthrough  for  those  areas. 

And  I  certainly  agree  that  there  will  be  less  expensive  and  more 
economical  systems  that  will  be  compatible,  so  that  when  you  move 
from  New  York  and  go  across  the  country  to  a  small  city,  or  when 
you  are  in  a  small  city  and  drive  into  New  York,  you  will  be  able 
to  use  the  same  telephone  in  your  car,  or  carry  it  with  you.  So  it 
will  be  a  compatible  unit. 

Mr.  Perrin.  The  Bell  System  made  a  proposal  which,  like  most 
Bell  proposals — Eigain  in  my  opinion — was  an  overengineered  piece 
of  engineering,  and  what  they  ended  up  with  was  a  system  that 
only  somebody  from  the  Bell  System  and  the  Bell  Wireline  Compa- 
nies could  afford  to  put  in. 

They  have  a  situation  at  present  in  which  the  threshold  cost  of 
getting  into  the  system  would  have  to  be  on  a  subsidized  basis.  And 
companies  such  as  ours  can  see  no  way  to  afTord  to  put  in  a  system, 
either  with  Motorola  or  some  other  vendor's  assistance,  in  a 
market  like  a  Phoenix,  Tucson,  San  Diego,  or  Atlanta.  Those  are 
all  cities  in  which  we  operate  and  have  waiting  lists  for  service: 
The  cost  viability  of  a  cellular  system  is  simply  not  there  on  an 
incremental  threshold  basis. 

And  that  is  where  I  think  the  Congress  should  certainly  be 
concerned  about  how  service  is  ever  going  to  get  to  the  public  in 
the  smaller  areas,  which  is  really  never  going  to  happen  on  a  cost- 
effective  basis  initially,  if  you  follow  the  scheme  that  has  been  set 
up  and  the  program  the  Bell  System  is  proposing. 

Mr.  Weinberg.  1  would  totally  disagree.  I  think  it  will  be  viable 
in  the  major  metropolitan  areas,  and  it  will  be  viable  in  the  small- 
er areas,  as  the  system  is  developed. 

Senator  Holungs.  One  more  time  before  we  close. 

I  was  just  going  to  ask:  You  would  by  law  prohibit,  Mr.  Perrin, 
the  A.T.  &  T.  from  going  into  the  land-mobile  systems?  Is  that 
right? 

Mr.  Perrin.  I'm  sorry,  Senator? 

Senator  Holungs.  Yon  would,  by  law,  prohibit  A.T.  &  T.  from 
going  into  the  land-mobile  radio  business? 

Mr.  Perrin.  I  think  either  one  of  two  things  has  to  happen. 
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Either,  No.  1,  you've  got  to  look  at  a  situation  in  which,  taking  it 
down  to  the  final  core.  Bell  would  have  to  divest  itself  of  that 
operation  in  order  to  be  a  proper  competitor — and  I  mean  fully. 

Senator  Hoixings.  Well,  under  S.  611,  as  a  wholly  owned  subsidi- 
aiy,  do  you  think  it  could  be  done  that  way? 

Mr.  F^SRiN.  No,  I  don't  think  it  can  ever  be  done,  because  I  don't 
think  anybody  could  ever  sort  out  the  costs  of  the  Bell  System — 
even  the  Bell  System,  at  times. 

Senator  Hollings.  Well,  I  mean  a  new  endeavor  to  go  into  that 
particular  business.  They  would  have  to  set  up  that  company,  and 
you  could  see  what  costs  went  into  it,  the  ordinary  overhead  and 
costs. 

Mr.  Perrin.  The  question  is  the  cross-use  of  certain  services.  For 
example,  I  mentioned  they  used  this  No.  1  ESS  switching  machine 
as  part  of  the  cellular  program.  How  do  they  cost  that  out?  If  you 
did  it  on  anything  other  than  a  separate  basis,  in  my  opinion,  you 
are  never  going  to  get  at  the  true  cost  of  operating  one  of  those 
systems.  It  is  virtually  impossible. 

Senator  Holungs.  Senator  Goldwat«r? 

Senator  Goldwater.  I  have  just  one  question  of  Mr.  Weinberg. 

You  advocated  expansion  of  the  automatic  licensing  provision  in 
S.  622  to  include  common  carrier  assignments. 

Now  Mr.  Perrin  argues  that  expansion  of  that  provision  to 
common  carrier  land-mobile  would  not  be  prudent.  Could  you  com- 
ment on  that? 

Mr.  Weinberg.  My  only  feeling  is  that  any  time  you  can  put  a 
cap  on  regulatory  delay,  it  is  advisable  to  do  that,  Senator.  And  it 
would  appear  to  me  that  the  60-day — either  grant  that  the  FCC 
would  have  an  opportunity,  if  it  found  later  that  it  was  not  in  the 
public  interest,  to  even  remove  the  grant  at  a  later  time.  And  it  is 
my  personal  view  that  when  you  can  cap  any  possible  time  frame 
of  a  grant  of  a  license,  it  is  very  admirable  to  take  that  position. 

Senator  Goldwater.  Then  you  support  the  idea  that  unless  the 
Commission  acts  on  such  application  within  60  days  of  receipt,  the 
license  shall  automatically  issue? 

Mr.  Weinberg.  Yes,  sir. 

Senator  Goldwater.  Would  any  of  you  like  to  comment  on  that? 

Mr.  Perrin.  Just  to  say  that  certainly  in  terms  of  the  licensing 
process  as  we  know  it  today,  that  would  appear  to  be  an  unr&alistic 
goal  in  terms  of  getting  an  actual,  adequate  inspection  of  what  is 
being  proposed.  For  instance,  our  processing  time  for  em  applica- 
tion that  we  might  present  today  on  a  clean  application  is  some- 
where in  the  6-  to  9-month  range.  But  that  is  a  long  time,  especial- 
ly if  the  public  is  waiting  for  the  service.  If  you  arbitrarily  create  a 
situation  in  which  you  put  people  in  business  with  a  temporary 
license,  and  then  at  some  later  time  pull  that  away,  it  doesn't  seem 
to  give  the  kind  of  comfort  that  is  essential  to  operate  a  reasonable 
business  enterprise  and  provide  service  on  a  continuing  basis  to  the 
public. 

Senator  Goldwater.  Well,  Mr.  Roberts  can  answer  this.  This  has 
been  an  increasingly  difficult  problem  for  the  FCC.  It  got  so  bad  in 
citizens  band,  that  they  just  gave  up.  And  in  amateur  applications, 
it  was  nothing  to  wmt  6  to  8  months  to  have  a  simple  application 
for  a  license  approved,  and  occasionally  disapproved. 
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Mr.  Roberts,  is  there  anything  that  we  could  include  in  this 
l^islation  that  would  make  the  receipt  of  a  license,  or  nonreceipt  a 
little  faster? 

I  remember,  for  example,  I  applied  for  a  license  to  operate  a 
radio  on  my  boat.  No  fee.  No  requirements.  Nothing.  And  it  took  8 
months. 

Mr.  Roberts.  Well,  I'm  a  little  surprised  to  hear  that,  Senator. 
But  on  the  other  hand,  boating  licenses  are  seasonal  and  it  seems 
that  everybody  forgets  to  apply  for  them  until  about  June,  and 
then  everybody  suddenly  remembers  and  we  have  a  sudden  crunch. 
And  this  is  the  thing  that  bothers  me  a  little  bit  about  that  60-day 
provision  in  S.  622. 

And  that  is,  if  we  are  going  to  meet  the  60-da^  limit,  we  have  got 
to  staff  up  to  have  enough  people  to  be  able  to  issue  a  license  in  60 
days  at  any  given  time  of  the  year,  because  we  have  no  way  of 
predicting  when  the  license  applications  will  come  in. 

As  it  is  now,  what  we  do  is  get  £tn  adequate  amount  of  staff  so 
that  we  can  average  a  certain  figure.  It  might  be  60  days,  and  we 
may  be  70,  80,  or  90  days  at  one  time,  and  we  might  be  down  to  30 
or  40  days  when  it  is  the  slack  season.  But  we  get  by  with  less 
employees,  and  less  work  force,  and  less  cost  to  the  taxpayers  that 
way.  That  is  my  only  concern  with  the  60-day  thing. 

Senator  Goldwater.  Well,  we  might  get  you  a  Detter  computer. 

Mr.  Roberts.  We're  working  on  that,  too. 

[The  following  information  was  subsequently  received  for  the 
record:] 

Federal  Cohhunications  Cohhibsion, 

Washington,  D.a,  May  29,  1979. 
Hon.  Barby  Goldwater. 

Subcommittee  on   Communications.   Senate  Committee  on   Commerce,  Science,  and 
Transportation,  Russell  Senate  Office  Building.  Washington,  D.C, 

Dear  Senator  Goldwater:  Thank  you  for  your  letter  of  May  18,  1979,  in  which 
you  expressed  appreciation  for  my  appearance  before  the  Senate  CommunicationB 
Subcommittee. 

Your  letter  also  asked  for  the  processing  time  for  licenses  in  land  mobile  services 
for  each  service  and  in  each  band.  I  have  included  this  information  on  processing 
time  for  all  radio  services  of  the  Private  Radio  Bureau  in  the  attachment  to  this 
letter,  I  am  unable  to  further  break  this  information  down  into  each  band.  As  you 
probably  know,  a  ship  station  or  aircraft  station  license  permits  the  licensee  to 
operate  in  various  bands  authorized  in  the  FCC  Rules  and  Regulations  for  ship  and 
aircraft  stations.  At  one  time  we  did  require  more  information  on  our  application 
forms  and  we  were  more  specific  on  our  hcenses,  but  some  of  this  has  been  eliminat- 
ed in  order  to  shorten  our  processing  time. 

1  hope  this  answer  Is  satisfactory.  I  sent  a  letter  to  Senator  Hollings  on  may  7, 
1979,  concerning  the  number  of  license  applications  received  which  you  had  request- 
ed at  the  hearing  on  May  1,  1979. 

I  was  pleased  to  appear  before  the  Senate  Subcommittee  on  Communications. 
Sincerely, 

Carixw  V.  Roberis, 
Chief,  Priuate  Radio  Bureau. 

Attachment. 

Question,  What  is  the  processing  time  for  licenses  in  land  mobile  services  from  the 
date  of  receipt  of  a  license  application  to  the  date  Commission  approval  is  sent  to 
the  application?  Please  provide  this  information  for  each  service  and  each  band. 

Answer.  Following  are  the  speed  of  service  figure  for  all  licenses  granted  by  the 
Private  Radio  Bureau  of  the  F.C.C.  ^ 

Aircrait  group 80 

avil  air  patrol 10 

Other  aviation 28 
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Other  marine 35 

Public  safety 99 

Industrial „ 70 

Buaineaa _ _ 59 

Land  transportation 101 

Private  operation  fixed 120 

General  mobile 51 

Radio  control 30 

CB 30 

Amateur 20 

R.A.C.E.S 7 

We  are  unable  to  further  break  this  information  into  bands. 

Senator  Goldwater.  Mr.  Chairman,  that's  all  I  have. 

Senator  Holungs.  We  appreciate  it,  and  each  of  you  have  been 
very  helpful  this  afternoon. 

The  committee  will  be  in  recess  until  10  o'clock  tomorrow,  and 
we  will  reconvene  right  here  in  235. 

[Whereupon,  at  3:30  p.m.,  the  committee  was  adjourned,  to  recon- 
vene at  10  a.m.,  Wednesday,  May  2,  1979.] 
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OF  1934 


WEDNESDAY.  MAY  2.  1979 

U.S.  Senate, 
Committee  on  Commerce,  Science,  and  Transportation, 

Subcommittee  on  Communications, 

Washington,  D.C. 
The  subcommittee  met  at  10  a.m.  in  room  235  of  the  Russell 
Senate  Office  Building,  Hon.  Ernest  F.  Hollings  (chairman  of  the 
subcommittee)  presiding. 

Senator  Rollings.  Will  the  panel  please  come  forward.  Mr.  Ed 

Goldstein,  Gus  Grant,  Victor  Schnee,  and  J.  Robert  Harcharik. 

Are  you  ready,  Mr.  Goldstein?  We  will  be  glad  to  hear  from  you. 

STATEMENTS  OF  EDWARD  GOLDSTEIN,  AMERICAN  TELEPHONE 

&    TELEGRAPH     CO.,     WASHINGTON.     D.C;     C.     GUS     GRANT, 

SOUTHERN    PACIFIC    COMMUNICATIONS    CO.,    WASHINGTON. 

D.C;   VICTOR   SCHNEE,   PROBE    RESEARCH,    INC..    NEW    YORK, 

N.Y.;  AND  J.  ROBERT  HARCHARIK.  TYMNET.  INC.,  CUPERTINO, 

CALIF. 

Mr.  Goldstein.  Mr.  Chairman,  Senator  Goldwater,  I  am  Ed  Gold- 
stein, assistant  financial  officer  of  the  American  Telephone  &  Tele- 
graph Co. 

We  have  filed  a  written  statement.  As  you  know,  Mr.  Chairman, 
I  will  also  be  appearing  on  this  afternoon's  panel,  where  I  will  be 
giving  more  detailed  testimony,  so  I  will  just  take  a  few  minutes  on 
the  subject  of  accounting. 

I  might  say  that  the  revision  of  the  system  which  has  been  the 
subject  of  considerable  comment  is  part  of  my  responsibility. 
Anyone  listening  to  what  people  have  oeen  saying,  questions  and 
so  on,  might  have  come  to  the  rather  surprising  conclusion  that  the 
Bell  System  does  not  have  an  accounting  system. 

They  might  wonder  how  we  stayed  in  business  for  100  years 
without  an  accounting  system.  Of  course,  the  fact  is  that  we  do 
have  an  accounting  system,  and  it's  a  very  good  financial  account- 
ing system. 

What  we  don't  have  is  the  kind  of  cost  accounting  ^tem  that 
allows  us  to  get  detailed  data  about  individual  services.  When  I  left 
Bell  Labs  about  13  years  ago  and  went  to  A.T.  &  T.,  I  must  admit  I 
was  puzzled  by  all  the  esoteric  that  surrounded  costs.  I  walked  up 
to  one  of  our  experts  and  said:  "Can  you  tell  me  what  something 
really  cost?  What  is  all  this  FDC,  and  so  on?" 

He  told  me  a  story.  With  your  permission,  I  would  like  to  more 
or  less  tell  you  what  he  said  to  me.  It's  a  very  simple  example,  but 
I  don't  think  you  ought  to  let  the  simplicity  of  the  example  mislead 
<1087) 
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you.  It  demonstrates  almost  all  the  problems  one  runs  into  in  cost 
Etccounting. 

The  way  he  put  it  was:  Suppose  you're  working  on  your  boat. 
Sup[>08e  you  work  on  the  boat  on  Saturday  and  run  out  of  1-inch 
stainless  steel  screws.  You  get  in  your  car  and  drive  down  to  the 
hardware  store  and  buy  a  box  of  stainless  steel  screws  and  pay 
$2.98  for  it  and  come  back. 

Now  I  will  ask  you  what  did  that  box  of  screws  cost  you? 

Of  course,  $2.98  is  what  you  paid  for  the  screws,  but  how  about 
the  cost  of  gas  for  the  car,  the  tire  wear,  Etnd  so  on? 

Fine.  I  think  I  will  include  that.  The  first  problem  is;  How  many 
miles  did  you  drive?  How  many  miles  per  gallon  do  you  get?  How 
much  did  you  pay  for  the  tires?  How  long  does  a  set  of  tires  last? 

You  need  most  of  these  numbers.  How  about  the  insurance  on 
your  car?  I  say,  wait  a  minute,  I  wouldn't  charge  the  insurance  for 
my  car  to  this  box  of  screws,  because  that  would  have  occurred 
whether  I  bought  this  box  of  screws  or  not. 

Before  I  know  it,  I  am  right  into  the  fully  allocated  versus  long 
run  incremental  cost  controversy. 

Now  to  complicate  this  a  bit,  suppose,  when  you  decided  to  go 
downtown  to  get  the  box  of  screws,  your  wife  said  "Pick  me  up  a 
loaf  of  bread  at  the  grocery  store  next  door  to  the  hardware  store," 
You  did  that.  You  bought  the  bread  for  50  cents. 

Then  how  much  did  the  loeif  of  bread  cost  you?  Again  you  paid  50 
cents  for  it,  but  how  about  the  car?  Wait  a  minute,  I  was  going  to 
go  downtown  anyway,  so  the  car  didn't  cost  me  emything  for  the 
loaf  of  bread. 

You  get  into  that  argument  now.  Suppose  you  decide  now  you 
will  go  into  fully  distributed  cost.  On  what  basis  should  you  allo- 
cate the  cost  of  gas  and  the  tires,  and  so  on,  to  the  bread  and  the 
screws?  The  ratio  of  $2.98  to  50  cents,  which  would  be  the  cost? 
Ratio  of  weight?  Volume?  There  are  all  kinds  of  questions  you  have 
to  answer  before  you  can  really  meaningfully  decide  what  the  loaf 
of  bread  cost  you,  and  what  the  box  of  screws  cost  you.  I  could  go 
on  with  this  example,  but  I  think  I  will  quit.  I  want  to  draw  some 
conclusions  from  that,  that  are  useful  to  our  deliberations  here. 

Senator  Holungs.  That  is  the  point.  No  one  is  in  competition  to 
go  down  and  get  the  box  of  screws  for  $2.98.  If  you  had  delivery  boy 
A  who  would  do  it  for  a  certain  price  and  delivery  boy  B,  they 
would  be  estimating  the  gas  and  insurance  and  everything  else.  If  I 
went  down  to  get  a  box  of  screws  to  fix  the  boat,  I  wouldn't  be 
thinking  competitively.  Perhaps  that  is  the  Teaaon  they  don't  have 
an  accounting  system;  is  that  what  you  are  saying? 

Mr.  Goldstein.  "The  reason  we  don't  have  an  accounting 
system — you  are  getting  fairly  close,  I  think. 

The  reason  we  don't  have  a  cost  accounting  system  is  that  we 
really  never  needed  one. 

Senator  Hollings.  We  have  been  trying  to  get  one,  but  what  we 
have  to  try  to  do  is  give  each  of  the  members  of  the  panel  a  10 
minute  opening  statement  and  then  come  back  if  you  haven't  had  a 
chance  to  cover  all  your  points.  We  get  a  better  exchange  that  way. 
The  yellow  light  is  for  1  minute. 

Let's  start  your  10  minutes  right  now. 

We  don't  want  to  take  away  any  time  from  getting  the  screws. 
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Mr.  Goldstein.  I  am  almost  finished. 

Senator  Goldwater.  You  could  do  it  if  you  wanted  to. 

Mr.  GoLDSTKiN.  I  am  not  suggesting  you  can't.  That  is  the  point  I 
want  to  make.  It  isn't  that  you  can't  do  it. 

Senator  Goldwater.  Sounds  like  you  are  trying  to  wiggle  out  of 
it. 

Mr.  Goldstein.  No,  sir.  Then  I  didn't  do  it  right,  if  that  is  what 
it  sounds  like. 

You  have  two  things,  the  numbers,  and  you  have  to  know  what 
the  methods  are.  'ITiat  is  the  only  point  I  want  to  make.  Not  that 
it's  impossible. 

Senator  Holungs.  If  I  made  you  president  and  chairman  of  the 
board  of  A.T.  &  T.,  you  have  the  same  inquiring  mind  I  have.  You 
came  from  Bell  and  wanted  to  know  the  costs.  Being  the  chairman 
of  the  board,  don't  you  want  to  say: 

I  don't  care  whether  they  want  it  or  not,  but  I  want  it,  I  want  to  know  where  I  am 
headed  and  what  I  am  doing.  I  don't  know  how  you  can  t«ll  unless  you  do  a  coat 
operation. 

Mr.  Goldstein.  Before  competition  really  arrived,  we  had  a  large 
number  of  intemfil  indices  and  measurements  to  give  us  informa- 
tion about  efficiency  and  productivity.  But  we  never  needed  to 
know  precisely  what  the  cost  of  each  service  wtjs.  We  knew  veiy 
well  wnat  it  cost  us  in  total  and  what  each  department  charged.  It 
was  really  only  with  the  advent  of  competition  we  needed  to  get  to 
individual  services. 

In  1973  we  started  the  system. 

Senator  Hollings.  Very  good. 

Let's  start  now  with  your  presentation. 

Mr.  Goldstein.  I  am  almost  finished. 

Senator  Rollings.  Is  that  your  statement? 

Mr.  Goldstein.  Almost. 

Senator  Holungs.  We  will  include  your  statement  in  its  entirety 
in  the  record. 

Mr.  Goldstein.  All  right,  sir. 

[The  statement  follows:] 

Statbmbnt  of  Edward  Goldstein 

My  name  is  Edward  Goldstein.  I  am  Assistant  Financial  Officer  in  the  Executive 
Department  of  AT&T. 

I  started  my  Bell  System  career  in  1949  upon  graduation  from  the  University  of 
Minnesota  with  the  degree  of  Bachelor  of  Electrical  Engineering.  After  seventeen 
^ears  at  Bell  Laboratories  in  various  design  and  systems  engineering  assifnments,  I 
joined  the  Engineering  Department  of  AT&T  as  Engineering  Director,  Equipment 
and  Buildings.  In  1970,  1  became  Vice  President— Marketing  for  the  New  York 
Telephone.  In  Decemtier  1972,  I  rejoined  AT&T  as  a  member  of  the  Corporate 
Planning  organization.  In  September  1973,  1  became  Director  of  Product  Manage- 
ment in  the  newly  formed  Marketing  Department  of  AT&T.  I  have  held  my  present 
Biflition  since  August,  1978.  My  duties  include  responsibility  for  the  revision  of  the 
niform  System  of  Accounts. 

I  am  a  Fellow  of  the  Institute  of  Electrical  and  Electronic  Engineers,  and  Chair- 
man  of  the  Scientific   Advisory  Group  of  the  Defense  Communications  Agency. 

There  have  been  a  number  of  questions  and  statements  during  these  hearings 
about  the  need  for  new  accountiu  systems,  their  uses,  how  long  it  would  or  should 
take  us  to  implement  them,  and  so  on.  I  would  like  to  address  these  important 
questions. 

But  before  I  get  started  on  the  subject  of  accounting  I  would  like  to  make  a  point. 
There  has  been  much  talk  about  the  pros  and  cons  of  subsidiaries,  and  whether 
accounting  could,  under  certain  circumstances,  be  an  adequate  substitute  for  the 
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establiehment  of  BubeidiarieB.  Indeed,  I  shall  be  addressing  that  vei;  point  later  oa 
in  my  presentation. 

But  let  me  put  this  matter  in  perspective.  AT&T  does  not  object  to  the  setting  up 
of  Bubeidiaries,  per  se.  Indeed,  we  have  Bubeidiaries  and  we  could  not  manaffe  the 
business  without  them.  Creating  another  subsidiary,  or  even  several  additional 
subsidiaries,  would  not  destroy  the  Belt  System. 

What  we  want  to  be  sure  of,  however,  is  that  our  subsidiaries  make  buHinesB  sense 
and  make  management  sense.  This  means  several  things:  (1)  there  should  be  no 
unnecessary  subsidiaries;  (2)  each  subsidiary  must  be  economically  viable;  and  (3)  It 
must  be  possible  for  the  Bubsidiaries  to  work  with  their  parent  and  other  afflliatM 
on  a  reasonable  basis. 

What  I'm  suggestii^,  Mr.  Chairman,  is  that  you  give  the  management  of  our 
business  some  i]exibility  in  how  it  will  carry  out  the  mandates  of  the  le«ialatio&. 
When  the  dust  finally  settles  we  will  atil)  have  to  serve  our  customers  and  to  raise 
capita!.  I'm  sure  that  neither  you  nor  any  other  member  of  this  Committee,  or  tta 
staff,  intend  otherwise.  We  are  concerned^  however,  about  some  of  the  language  in 
the  proposed  bill  that  might  well  be  interpreted  by  some  future  Commifision,  « 
court,  in  ways  that  would  handicap  us  in  ways  not  intended  by  the  Committee.  With 
your  permission,  Mr.  Chairman,  we  will  submit  to  the  Staff  some  suggested  wording 
changes  that  would  clarify  this  issue. 

Now,  if  I  may,  let  me  talk  about  accounting. 

Anyone  listening  to  these  proceedings,  or  reading  their  transcripts,  might  well 
reach  the  astounding  conclusion  that — ^somehow — the  Bell  System  had  reached  its 
present  respectable  size,  over  a  period  of  more  than  a  hundred  years,  without  any 
accounting  system  at  all.  Having  reached  that  conclusion,  he  might  juatifiably 
wonder  how,  during  all  this  time,  we  had  managed  to  satis^  our  stockholdeia,  the 
Securities  and  Exchange  Commission,  the  Internal  Revenue  Service,  and  the  fifty  or 
so  commissions  that  regulate  us. 

Well,  of  course,  the  fact  is  that  we  do  have  an  accounting  system  that  has  done, 
and  is  doing,  a  vei^  fine  iob  with  respect  to  the  kind  of  financial  reportii«  required 
by  all  these  agencies.  It  keeps  an  accurate  set  of  corporate  books  for  AT&T  and  all 
of  its  affiliates.  It  produces  accurate  and  timely  balance  sheets  and  income  state- 
ments. It  provides  a  reliable  basis  for  corporate  rate  of  return  computations.  In 
short,  it  does  everything  that  is  expected  of  a  good  financial  accounting  system. 

So.  what's  the  problem? 

What  we  do  not  have  is  a  good  cost  accounting  system — as  opposed  to  a  financial 
accounting  system— that  will  allow  us  to  determme  accurately  and  routinely,  on  an 
ongoing  basis,  the  cost  of  the  individual  services  we  provide  our  customers. 

Why  doesn't  our  accounting  system  do  that  job? 

Very  simply,  because  it  was  never  designed  tA  do  it.  We.  as  well  as  all  other 
telephone  companies,  keep  our  books  in  accordance  with  a  set  of  rules  known  as  the 
Uniform  System  of  Accounts.  We  do  this  because  we  are  required  to  do  it  by  the 
Communications  Act  of  1934.  Not  only  does  that  Act  require  us  to  keep  our  books 
that  way^ut  it  expressly  prohibits  us  from  keeping  any  other  sets  of  books,  except 
by  the  FCC's  permission. 

The  Uniform  System  of  Accounts,  also  known  as  the  USOA.  was  promulgated,  in 
essentially  its  present  form,  by  the  FCC  in  1934.  Actually,  it  was  based  on  a  system 
first  prescribed  by  the  Interstate  Commerce  Commission  in  1913, 

Well,  think  back  to  1934 — if  you  can.  Telephone  companies  then  offered  essential- 
ly two  services— local  and  long  distance.  All  telephone  company  services  were  then 
unquestionably  r^ulated  monopolies.  Some  may  still  argue  whether  those  may 
have  been  "the  good  old  days,"  but  from  an  accountant's  point  of  view  there's  no 
doubt  about  it— they  were  the  good  old  days.  Certainly,  they  were  less  complicated. 
R^ulators  and  telephone  companies  were  basically  interested  only  in  overall  finan- 
cial performance:  the  rate  base,  total  revenues  and  expenses  classified  into  a  few 
broad  categories,  total  rate  of  return,  earnings  per  share,  and  bo  on.  Management 
obtained  information  about  productivity  and  operational  performance  through  an 
elaborate  system  of  non-financial  indices  and  measurements. 

Costs  by  service  were  of  decidedly  minor  interest.  To  be  sure,  some  detailed 
numbers  were  required  ta  separate  plant  and  expenses  between  state  and  interstate; 
and  approximate— but  sufiicientl^  accurate — methods  were  developed  for  that  pur- 
pose. But  there  were  no  competitors  intervening  in  rate  determinations — because 
there  were  no  competitors.  Even  as  more  services  were  added,  approximate  cost 
determinations — through  special  studies— were  entirely  adequate:  rates  were  deter- 
mined more  by  value  of  service  than  by  costs. 

All  this  changed  with  the  advent  of  competition.  Well,  not  really  all.  There  was 
sudden  interest  in  the  coet  of  individual  services,  but  the  USOA  was  not  changed. 
We  did  more  and  more  special  coat  studies  as  commissions.  State  and  Federal  alike. 
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asked  for  more  studies,  more  detailed  studies,  more  accurate  studies — often  under 
pressure  of  the  new  competitors  who  increasingly  intervened  in  telephone  company 
rate  cases. 

Indeed,  a  number  of  tariff  have  been  rejected  over  the  years  because  the  cost 
studies  we  submitted  in  their  support  were  considered  unsatisfactory.  Among  them 
were  tariff  covering  such  services  as  Digital  Data  Service  and  Wide  Area  Tele- 
phone Service. 

The  USOA  wasn't  much  help  for  preparing  these  studies,  but  since  it  served  its 
other  purposes— financial  reporting  and  juriMictional  separations—it  remained  the 
ofTicial  set  of  books. 

Well,  as  I  said,  cost  studies  became  a  favorite  target  of  intervenors  and  commis- 
sion staffs. 

There  were  really  two  mtyor  areas  of  attack.  First,  it  was  charged  that  the 
numbers  were,  for  one  reason  or  another,  inaccurate.  And  second,  it  was  charged 
that — r^ardless  of  the  accuracy  or  inaccuracy  of  the  numbers  themselves — the 
method  of  using  the  numbers  to  arrive  at  costs  was  incorrect.  I  would  say  that  it 
was  this  area  of  methodology  that  caused  most  of  the  controversy — rather  than  the 
numbers  themselves. 

Let  me  digress  here  for  a  minute  or  two  to  give  you  a  simple,  homely  example 
that  demonstrates  the  kind  of  problems  we  ran  into. 

Let's  say  you're  home  on  a  Saturday,  working  on  your  boat,  and  you  run  out  of  1' 
stainless  steel  screws.  You  get  in  your  car,  drive  3.7  miles  to  the  nearest  hardware 
store,  and  buy  a  box  of  screws  for  $2.98. 

What  did  tnat  box  of  screws  "reallv"  cost  you? 

Well,  you  paid  (2.98  for  it— and  that's  a  start.  How  about  the  gas  for  the  trip  to 
the  store?  OK,  include  that.  How  much  gas?  Did  you  measure  it?  No,  but  you  can 
estimate  it  from  the  average  mileage  of  your  car,  and  the  fact  that  you  drove  2x3.7 
or  7.4  miles.  How  much  per  gallon  of  gas?  OK— 82.9  cents.  How  about  oil  and  tire 
wear?  OK,  let's  estimate  that,  too — or  ignore  it. 

Well,  how  about  insurance,  depreciation,  reeistration,  and  so  on?  Now  you  have  a 
decision  to  make;  after  all,  those  costs  would  have  been  incurred  even  if  you  hadn't 
made  this  particular  trip.  To  include  them,  or  not?  You  ma;^  not  have  realized  it, 
but  at  this  point  you're  right  in  the  middle  of  the  fully  distributed  vs.  incremental 
cost  issue. 

Let's  introduce  one  more  factor.  Suppose  you  had  decided,  since  ^u  were  going 
downtown  anyway,  to  buy  a  loaf  of  br^id.  It  cost  50  cents.  Wait  a  mmute — you  paid 
50  cents,  but  what  did  it  cost? 

How  about  prorating  the  cost  of  car  usage  over  the  loaf  of  bread  and  the  box  of 
screws?  After  you  work  your  way  through  the  long  run  incremental  ("well,  you 
were  going  for  the  screws  anyway,  so  the  bread  shouldn't  carry  any  car  cost")  vs. 
the  fully  distributed  cost  argument,  and  have  decided  on  FDC^ou're  in  a  brand 
new  set  of  problems:  on  what  basis  should  you  allocate?  Weight— by  a  ratio  of  6  (oz. 
of  screws):  16  (oz.  of  bread)?  Price— J2.98: 10.50?  Volume?  Something  else? 

One  more,  final  complication.  Suppose  that,  because  you  spent  2  hours  getting 
bread  and  screws,  you  didn't  have  time  to  mow  your  lawn  and  had  to  pay  your  son 
$5  to  do  that.  That  too  is  a  cost  that  should  really  be  charged  to  the  bread  and 
screws;  economists  call  it  an  "opportunity  cost,"  I  won't  even  try  to  figure  out  how 
to  allocate  it. 

Well,  what  did  these  screws  "really"  cost? 

All  depends  on  why  you  want  to  know,  doesn't  it? 

Now,  don't  be  deceived  by  the  simplicity  of  this  example.  It  is  a  very  representa- 
tive analogy — in  microcosm — of  most  of  the  problems  that  have  beset  us  in  the 
regulatory  arena  with  respect  to  costs. 

What  can  we  leam  from  this  example  about  accounting  systems? 

First,  that  there's  no  such  thing  as  a  "real"  cost,  uniquely  determined. 

Second,  that  both  the  theoretical  and  practical  difficulties  increase  considerably 
when  you  try  to  split  or  allocate  the  cost  of  a  single  resource  among  more  than  one 
beneficiary  of  that  resource. 

Third,  mat  you  need  to  make  two  kinds  of  determinations  in  arriving  at  costs: 

(1)  What  are  the  precise  numbers — miles  driven,  cost  of  tires,  price  of  gas,  etc.? 
Mechanized  systems  can  do  this  job  in  a  fairly  straight-forward  manner,  even 
though  they  mav  need  to  be  huge  and  complex, 

(2)  What  method  is  to  be  used  to  derive  costs  of  an  individual  service  or  product 
from  these  numbers?  This  is  an  area  of  controversy  that  must  be  resolved  in'  the 
context  of  policy  and  economic  theory. 

Let  me  now  return  to  the  history  of  our  accounting  system. 

I  had  taken  you  to  the  point  where  competition  had  arrived  and  the  need  for  a 
coat  accounting  system  was  becoming  apparent — a  system  that  would  be  able  to  sort 
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out  in  some  way  the  costs  of  individual  services,  and  not  just  overall  fuancud 
reaults.  At  about  that  time  we  were  also  becoming  aware  of  our  own  internal  need* 
for  such  a  system — not  just  to  aatisfy  regulatars  and  competitors,  but  also  to  run  8 
business  that  was  becoming  increasingly  complex  to  manage. 

So,  in  1973  the  Bell  System  undertook  to  develop  such  a  system — and  we  called  it 
Functional  Accounting.  This  system,  based  on  the  most  modem  data  processing 
capabilities,  would  give  us,  routinely  and  on  an  ongoing  basis,  the  cost  and  revenue 
data  our  managers  would  need  to  run  the  business,  and  also  to  satisfy  the  regula- 
tory needs  of  this  new  multi-service,  competitive  new  environment. 

Functional  Accounting  has  turned  out  to  be  a  pretty  big  job.  So  far,  we  have  spent 
BomeUiing  like  S400  million  on  it— and  we're  about  half-finished. 

Of  course,  only  a  relatively  small  portion  of  that  money  went  for  software  devel- 
opment, per  se.  Most  of  it  is  going  toward  updating  and  standardizing  the  nxaaw 
data  processing  systems  that  are  now  operating  on  a  day-by-day  basis  in  the  BeU 
System — systems  that  prepare  employees'  payrolls,  compute  and  print  out  custom- 
ers' bills,  process  and  pay  our  suppliers'  invoices  and  so  on.  With  our  aimoat  one 
million  employees,  68  million  customers,  and  135  million  telephones.  These  syst«ma 
process  literally  billions  of  transactions  each  month. 

You  can  imagine  that  these  are  huge,  complex  ByBt«ms  that  are  expensive  and 
time  consuming  to  convert  and  update.  Moreover,  we  have  to  maintain  records  for 
the  hundred  billion  dollars  worth  of  plant  investment — not  to  mention  the  addition- 
al ten  to  fifteen  billion  dollars  worth  of  plant  we  have  been  adding  to  this  invest- 
ment each  year. 

Where,  then,  do  we  stand  on  implementing  Functional  Accounting? 

Well,  we  have  completed  the  development  of  what  we  call  Stages  I  and  II  <tf 
Functional  Accounting— insofar  as  one  ever  completes  huge  data  processing  gy»- 
tems,  which  tend  to  grow  and  change  as  time  goes  on.  We  will  have  introduced 
Stage  I  and  II  into  all  of  our  telephone  companies  by  the  end  of  next  year,  although 
not  into  every  area  in  every  company. 

Functional  Accounting  Stages  I  and  II  really  do  two  things.  First,  they  introduce 
the  procedures  and  codes  which  are  the  foundation  of  the  entire  system,  not  just 
Stages  I  and  II,  Second,  they  provide  us  with  pretty  good  accounting  data  to 
determine  revenues  and  costs  for  the  terminal  equipment  part  of  our  busineM. 

By  the  end  of  next  year  or  a  little  later,  we  will  have  a  cost  accounting  system 
that  will  not  be  perfect  by  any  means,  but  that  will  give  us  the  means  to  keep  track 
of  most  of  the  transactions  relating  to  terminal  equipment. 

That's  a  pretty  big  step  forward,  since — as  you  know — the  area  of  terminal 
equipment  costs  has  been  a  fairly  controversial  one.  Controversial  not  so  much  with 
respect  to  methodology,  but  rather  with  respect  to  the  accuracy  of  the  numbers. 
Compared  to  network  services,  the  theory  and  methodology  related  to  costing  termi- 
nal equipment  are  relatively  straightforward.  The  hardware  used  to  provide  termi- 
nal equipment  service  to  any  given  customer  is  fairly  easy  to  identify:  it's  a  tele- 
phone, or  a  data  set,  or  a  PBX.  Furthermore,  except  for  test  equipment  and  sudi, 
each  piece  of  equipment  serves  a  single  customer— this  means  that  there  is  not 
much  of  an  allocation  problem. 

Therefore,  the  accounting  problem  with  respect  to  terminal  equipment  is  well  on 
its  way  to  a  solution. 

On  the  other  hand,  accounting  for  network  services  is  a  much  more  difficult 
problem.  The  nationwide  facilities  network  serves  many  different  services.  These 
include,  among  others,  public  and  private  switched  network  services,  analog  and 
digital  services,  TV  channels  and  telegraph  channels.  Depending  on  how  you  count 
them,  you  can  identify  anywhere  from  about  16  to  hundreds  ofservicee.  The  prob- 
lem, then,  is  how  to  allocate  the  costs  of  the  highly  int^n^ted  network  to  these 
services.  And,  of  course,  before  you  can  allocate  these  (mats  you  have  to  know  in 
great  detail  what  they  are. 

And  that  is  the  job  for  FA  m — Functional  Accounting  Stage  III, 

Before  I  can  tell  you  about  where  that  stands,  we  have  to  go  back  to  the  Uniform 
System  of  Accounts  which,  when  we  left  it  was  doing  a  good  job  of  financial 
accounting  but  was  of  little  help  to  us  in  the  cost  of  service  accounting  job. 

The  FCC  has,  of  course,  been  quite  aware  of  the  fact  that  the  USOA  was  not  doing 
the  cost  accounting  job.  So  had  everyone  else.  It  was  sort  of  like  the  weather 
everyone  talked  about  it,  but  nobodv  did  anything. 

But  last  July,  the  FCC  issued  a  Notice  of  Proposed  Rulemaking  which  descrUwd, 
in  considerable  detail,  a  radical  revision  of  the  LISOA,  and  asked  lor  comments  from 
interested  parties.  What  the  Notice  proposed  was  no  less  than  a  complete,  multipur- 
pose accounting  system  that  would  serve  both  financial  and  cost  accounting  pur- 
poeee;  would  be  used  by  r^ulators,  management,  investors  and  the  financial  eam- 
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munity;  and  would  be  completely  auditable  and  verinable.  It  waa  really  more  than 
an  accounting  system;  indeed,  it  haa  been  called  a  regulatory  information  system. 

We,  along  with  about  forty  other  parties,  responded  by  January  15  of  this  year. 
There  followed  a  round  of  replv  comments  which  were  filed  by  March  15 — less  than 
two  months  ago.  And  that's  where  the  proceeding  r.ow  stands,  with  everyone  wait- 
ins  for  the  FOC  to  drop  the  next  shoe. 

In  our  response  of  more  than  300  pages  we  told  the  FCC  that  we  were  in  complete 
accord  with  their  objectives.  We  did,  however,  point  out  some  practical  and  funda- 
mental problems  we  saw  with  their  approach.  We  suggested  a  somewhat  different 
ain>roach  which,  we  felt,  would  be  better  suited  to  meet  their,  and  our,  common 
objectives.  I  won't  take  the  time  lo  go  into  the  details  of  the  differences,  which 
basically  had  to  do  with  how  the  system  should  be  organized.  I'll  just  mention  that 
the  ^reat  majority  of  the  independent  telephone  companies,  state  regulatory  com- 
missions, ano  accounting  firms  that  responded  had  similar  objections  and  Bu^ses- 

It's  a  little  hard  to  tell  right  now  how  this  proposed  rewrite  will  affect  our 
Functional  Accounting  project,  because  we  just  don't  know  what  the  FCC  will  do 
about  our  comments,  and  those  of  others.  We  won't  know  until  some  time  this 
summer  at  the  earliest.  But  we  can  speculate  a  bit. 

With  respect  to  the  overall  concept  of  Functional  Accounting  we  think  we're  in 

Siretty  good  shape.  PA  is  quite  flexible,  and  the  FCC's  proposal  seems  to  have  taken 
t8  existence  into  account. 

Similarly,  we  think  that  the  FCC's  proposal,  even  in  its  original  form,  could  be 
reasonably  well  accommodated  by  Stages  I  and  11,  i.e..  with  respect  to  terminal 
equipment.  To  be  sure,  a  number  of  modifications  would  have  to  be  made,  but  they 
do  not  look  too  difficult.  There  is,  of  course,  another  variable  we  must  take  into 
account,  since  these  stages  cover  the  terminal  equipment  portion  of  our  business.  If 
that  business  is  deregulated  by  this  le^lation,  as  appears  to  be  likely,  we  would 
nwd  to  revise  the  accounting  system  to  take  that  fact  into  account.  For  examole,  I 
would  expect  that  a  deregulated  terminal  business  would  have  to  keep  its  books  of 
accounts  in  accordance  with  what  ere  known  as  Generally  Accepted  Accounting 
Principles  (GAAPI.  rather  than  a  Com  mission-prescribed  USOA. 

These  GAAPs  differ  from  the  USOA  in  certain  respects,  including  the  treatment 
of  certain  coats  that  are  capitalized  under  USOA  rules  but  expensed  under  GAAPs. 

Another  important  change  would  have  to  occur  if  present  oi^anizationa  were  split 
into  separate  aubsidiaries,  each  of  which  would,  of  course,  have  to  have  its  own 
accounting  system. 

While  we  have  not  evaluated  these  factors  fully,  we  see  no  insurmountable 
problems. 

With  respect  to  Functional  Accounting  Stage  III,  which,  as  I  have  mentioned, 
covers  network  services,  the  situation  is  much  more  murky.  The  pending  USOA 
proceeding  will,  of  course,  have  a  profound  effect  on  its  eventual  shape.  Frankly,  we 
do  not  know  how  to  implement  the  originally  proposed  form  of  the  revision.  But, 
even  if  the  FCC  were  to  accept  our  general  approacn,  there  are  innumerable  details 
that  would  still  have  to  be  worked  out.  Thus,  with  respect  to  FA,  III,  we  have  a 
combination  of  a  difficult  theoretical  accounting  problem  and  the  uncertainty  of  just 
what  this  system  will  have  to  accomplish  in  the  regulatory  arena.  I  woula  add  to 
tills  the  uncertainty  being  introduced  by  these  bills,  with  respect  to  the  organiza- 
tional structure  of  the  Bell  System.  You  can  see  why  I  have  described  the  situation 
as  murky. 

What  is  of  great  importance  to  us  is  the  speedy  resolution  of  the  questions  the 
FCC  is  now  considering,  so  that  we  can  ^t  on  with  the  job  of  planning,  developing 
and  implementing  the  last  atage  of  Functional  Accounting. 

I  realize  that  you  would  like  to  know  when  Functional  Accounting  can  be  com- 
pleted, and  I  want  to  assure  you  that  I  would  like  to  be  able  to  tell  you.  But.  given 
the  uncertainties  that  I  have  just  described,  I  am  most  reluctant  to  even  estimate  a 
date. 

Well,  what  are  some  of  the  implications  of  what  I  have  told  vou  so  far? 

First  of  all,  you  recognize  that  the  most  difficult  of  all  of  these  accounting 
problems  is  the  allocation  of  plant  that  is  jointly  used  by  two  or  more  services.  The 
obvious  way  of  solving  that  problem,  and  also  the  wrong  way,  would  be  not  to  use 
plant  jointly.  But  there  are  good  reasons  for  this  joint  use  of  plant. 

The  reason  we  use  plant  jointly  for  more  than  one  service  is  because  it's  an 
economically  efficient  way  of  providing  service.  The  result  is  lower  prices  for  all 
services  to  tne  public. 

The  Bell  System  network  is  a  prime  example  of  jointly  used  plant.  The  efficiencies 
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processorB,  and  other  facilities  in  common,  but  it  is  the  nature  of  modem  tranamie- 
sion  and  switching  systems  that  the  larger  they  are,  the  more  efTicient  they  are,  and 
the  lower  their  unit  cost.  Therefore,  if  you  can  aggregate  the  demands  of  several 
services  to  use  a  single  system,  you  can  use  a  larger,  more  efficient,  and  thus  lower- 
cost  system,  which  will  result  m  lower  prices  to  the  customers  of  all  the  b™"—- 
that  are  provided  over  these  systems. 

People  have  suggested  separate  sulisidiarieB  as  a  way  of  preventing  c 
dies.  Unfortunately,  that  does  not  solve  the  problem  of  the  joint  use  of  olant  that  1 
have  just  tieen  discussing.  Unless  each  of  the  subsidiaries  owned  all  of  the  facilities 
it  needed  to  provide  services— and  this  approach  would  forgo  the  economic  advan- 
tages of  joint  use — you  still  have  the  problem  of  allocating  to  each  of  these  Bubaid- 
laries  the  coat  of  the  jointly  used  plant,  and  that  requires  an  accounting  system. 

What  I  am  trying  to  say  is  that  a  separate  subsidiary  is  not  a  substitute  for  an 
accounting  system.  An  accounting  system  may  be  a  substitute  for  a  separate  subsidi- 
ary for  tne  purpose  of  preventing  cross-subsidies,  but  the  reverse  is  not  true. 

There  may  indeed  be  oUier  reasons  one  might  want  to  set  up  a  separate  subsidi- 
arr,  but  with  respect  to  the  prevention  of  cross-subsidies  this  is  not  an  adequate 
BUDstitute,  as  long  as  there  is  jointly  used  plant. 

Mr.  Chairman,  we  do  have  an  accounting  problem  today.  We  need  to  solve  that 
problem.  In  order  to  solve  the  problem  we  need  a  new  system  for  obtaining  tbe 
numbers  and  we  need  clear  direction  aB  to  the  method  to  be  employed  for  using 
these  numbers  to  obtain  costs  of  service.  We  are  working  on  obtaining  such  a 
system,  and  so  is  the  FCC. 

What  I  am  hoping,  however,  is  that  the  problem  is  recognized  for  what  it  is  and 
not  solved  in  ways  which  would  throw  the  baby  out  with  the  bath  water,  I  do  not 
believe  that  this  legislation  should  require  disaggregation  of  the  facilities  used  for 
different  services,  and  as  I  read  the  legislation,  it  does  not.  I  also  believe  that  the 
legislation  should  not  mandate  unnecessary  separate  sutsidiaries  just  to  solve  the 
cross-subBidization  problems.  As  I  have  tried  to  show,  it  does  not  do  that,  where 
there  is  joint  use  of  plant. 

In  the  meantime,  we  have  a  transition  problem.  In  other  words,  what  do  we  do 
until  we  implement  this  new  accounting  system  we  have  been  talking  about? 

There  are  a  number  of  approaches  that  I  believe  we  can  take.  It  goes  nrithout 
saying,  of  course,  that  nothing  should  stand  in  the  way  of  a  speedy  implementation 
of  the  revision  of  the  Uniform  System  of  Accounts,  we  are  committed  to  that.  We 
assume  that  so  is  the  FCC.  We  recognize,  however,  that  rulemakings  involve  certain 
unavoidable  delays.  This  means  that  we  need  to  provide  for  reasonable  interim 
solutions  to  the  problem. 

The  first  approach  involves  interim  so-called  Cost  of  Service  Record  Systems, 
similar  to  the  system  we  are  developing,  in  accord  with  the  agreement  with  the 
FCC,  for  the  Digitel  Data  Service  (DDS).  This  record  system  reliea  on  special  sub- 
accounts of  the  Uniform  System  of  Accounts  for  the  deteil  needed  to  determine  the 
costs  of  providing   DDS — as   if  it   were   provided   through   a  separate   subsidiary. 

Such  cost-or-service  systems,  because  tney  rely  heavily  on  manual  and  ad  hoc 
procedures,  tend  to  be  verv  cumbersome  and  expensive.  We  don't  like  to  proliferate 
them,  yet,  when  we  Tiled  a  petition  with  the  FCC  relating  to  a  proposed  new 
service — Advanced  Communications  Service,  or  ACS — we  offeml  to  set  up  a  similar 
cost  of  service  record  system,  and  we  are  proceeding  on  that  basis.  We  would  not 
preclude  the  creation  of  additional  such  systems  for  new  competitive  s 


lesiimuny,  nameiy,  inai  me  pan  oi  runciionai  Accounting  mat  periams  to  lermmai 
equipment  is  now  tteing  introduced  into  the  telephone  companies.  I  cannot  give  vou 
a  precise  schedule,  but  we  would  try  to  accelerate  this  process  to  the  extent  posBible. 
1  don't  know  when  this  legislation  will  become  law,  but  it  may  well  be  that  we  could 
have  the  terminal  portion  of  Functional  accounting  in  place  in  most  of  the  tele- 
phone companies  by  then. 

The  third  approach  I  would  suggest  goes  to  the  fundamental  problem  we  have 
been  discussing.  Accounting  systems  are  a  means  to  an  end  not  an  end  in  them- 
selves. What  is  fundamentally  at  issue,  it  seems  to  me,  is  to  assure  the  public, 
competitors,  and  regulators  tliat  competitive  services  are  being  priced  so  that  they 
are  not  subsidized  by  non -competitive  services. 

In  the  inter-city  services  arena,  this  fundamental  issue  is  at  present  involved  in  a 
relatively  small  number  of  important  controversial  tariffs.  We  obviously  have  an 
incentive  to  get  these  tariffs  approved,  so  that  we  can  get  on  with  the  busineas  of 
offering  service  to  our  customers. 

In  a  somewhat  analogous  situation,  there  were  some  very  troublesome  rate  and 
cost  issues  involved  in  ENF1A,  They  were  addressed  and  resolved  after  everyone 
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pitched  in  with  an  objective  of  obtaining  "rough  justice."  I'm  sure  that  nobody  who 
participated  in  that  process  felt  that  it  had  the  preciaion  and  polish  we  would  all 
have  preferred.  Nevertheless,  agreement  was  reached. 

What  I  would  suggest  is  that  we  approach  the  "interim"  problem— what  to  do 
until  the  USOA  has  been  revised  and  implemented— in  that  same  spirit  of  "rough 
justice."  We  are  prepared  to  work  with  the  FCC  staff  and  with  interested  parties  to 
dispose  of  some  of  the  issues  that  now  beset  the  ratemaking  process.  Resolution  of 
these  issues  will  be  necessary  in  any  event— as  part  of  the  USOA  rewrite— because 
many  of  the  issues  we  have  been  discussing,  perhaps  the  moat  important  ones,  are 
not  really  accounting  issues  as  such.  Rather,  they  go  to  the  costing  methodolt^, 
which  has  more  to  do  with  policy  and  philosophy  than  it  has  with  accounting. 

Furthermore,  let  me  say  that  we  are  truly  open  to  other  ideas  for  resolving  these 
toatters  expeditiously,  with  at  least  rough  justice  to  all. 

Let  me  now  turn  to  still  another  issue  in  this  area. 

We,  along  with  what  I  believe  is  the  great  majority  of  economists,  think  that  Long 
Bun  Incremental  Analysis  is  the  appropriate  way  to  determine  prices.  The  FCC 
believes  otherwise,  and  has  insisted  on  a  Fully  Distributed  Cost  approach.  I  note 
that  the  House  bill,  HR.3333,  contains  a  directive  to  the  Commission  to  adopt  what 
the  Bill  calls  Long  Run  Marginal  costing  concepts  as  a  basis  for  pricing.  We 
commend  that  provision  to  your  attention  and  would  like  to  see  a  similar  provision 
adopted  by  your  committee.  While  I'm  not  the  expert  on  that  matter,  I  would  be 
glad  to  arrange  for  material  on  it  be  furnished  your  staff. 

Let  me  now  turn  to  a  matter  that  has  cropped  up  repeatedly  in  these  hearings — 
the  matter  of  Bell  Labs'  and  Western  Electric  s  costs.  In  particular,  there  have  been 
all^ations  of  cross-subsidies  from  monopoly  to  competitive  services  which  seem  to 
have  been  based  on  fundamental  misconceptions  about  how  Bell  Labs  and  Western 
Electric's  operations  are  financed.  More  specifically,  these  allegations  concerned 
improper  use  of  license  contract  funds. 

'To  be  sure,  this  is  a  complex  subject.  I  will,  nevertheless,  try  to  show  that  these 
all^ations  are  without  any  foundation  in  fact. 

"To  bc^in  with,  let  me  talk  about  Western's  and  Bell  Labs'  accounting  systems. 

Western  and  Bell  Labs,  since  they  are  not  carriers  under  the  1934  Act,  do  not  fall 
under  the  Uniform  System  of  Accounts.  Indeed,  since  the  USOA  is  specifically 
designed  for  telephone  companies,  it  would  be  entirely  unsuitable  for  a  manufactur- 
er like  Western  and  an  industrial  laboratory  like  Bell  Labs. 

Instead,  both  of  these  entities  use  modem  fmancial  accounting  systems  that 
conform  to  Generally  Accepted  Accounting  Principles.  These  systems  have  been 
repeatedly  examined  by  various  accounting  firms  during  regulatory  proceedings, 
and  have  been  judged  to  be  entirely  suitable  to  their  purpose. 

Let  me  now  try  to  explain  to  you,  as  simply  as  1  can,  now  Western  and  Bell  Labs 
are  financed.  Let  me  start  with  Weetem, 

Very  simply,  Weetem  is  fmanced  by  the  mark-up  on  the  sale  of  its  equipment  and 
software — primarily  lo  the  Bel!  operating  companies.  The  price  to  the  telephone 
companies  covers  the  raw  material,  the  direct  labor,  the  factory  overheaa,  the 
development  by  Bell  Labs  and  Western  engineers,  and  other  expenses — in  short, 
everything  needed  to  produce  that  piece  of  equipment  or  software, 

Weetem  has  a  superb  cost  accounting  system  to  keep  track  of  all  of  these  costs. 
For  convenience,  in  accordance  with  cost  accounting  principles  that  are  generally 
accepted  by  anv  multi-product  manufacturer,  similar  products  are  grouped  into 
product  lines.  Development  and  other  expenses  are  then  applied  to  product  lines 
and  thereby  to  individual  products.  Not  to  use  product  lines  would  result  in  prolif- 
eration of  record  keeping  that  would  have  no  purpose, 

"nius,  each  piece  of  equipment  or  software  sold  by  Western  is  made  to  carry  all  of 
the  costs  that  went  into  producing  it.  All  of  Western  costs  are  covered  in  that  way. 
Western  does  not  get  any  license  contract  money. 

Notice  that,  since  each  product  carries  its  own  load  of  costs,  it  doesn't  really 
matter  whether  the  telephone  companies  use  it  to  furnish  monopoly  or  competitive 
services.  The  price  charged  by  the  telephone  companies  for  each  competitive  service 
coveTB  the  cost  of  equipment  used  in  that  service. 

Thus,  there  is  no  need  for  Western  to  classify  the  equipment  it  manufactures 
according  to  whether  it  will  eventually  be  used  in  the  provision  of  a  monopoly 
service  or  a  competitive  service,  or  both,  as  is  often  the  case.  Indeed,  in  many  cases, 
there  is  no  way  for  Western  to  know  just  how  a  telephone  company  will  eventually 
use  a  particular  product. 

To  sum  up.  Western  is  fmanced  through  the  sale  of  its  products.  Elach  product  is 
priced  to  cany  its  own  costs  as  determined  by  an  accounting  system  that  is  appro- 
priate for  manufacturing. 
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One  of  these  costs  is  Bell  Laboratories  product  design.  Before  I  tell  you  how  that 
iapaid  for.  I  need  to  tell  you  about  how  Bell  Labs  is  financed  in  total. 

Leaving  out  the  work  it  does  for  the  government  and  some  other  minor  funding 
mechanisms,  Bell  Laba  is  funded  principally  from  three  sources:  Western  Electric. 


,  „  t  extensive  review  by 

Bell  Labs  management  and  the  funding  source:  Western.  AT&T,  or  operating  com- 
panies. In  other  words,  work  done  for  Western — for  example,  developing  a  PBX— is 
mtensively  reviewed,  and  must  be  approved,  by  Western  as  well  as  Bell  Labs 
management. 

Western,  then,  pays  for  specitlc  design  and  development  work  done  on  Western 
products.  The  work  is  billed  to.  and  paid  for  by.  Western.  The  telephone  company 
pays  for  these  costs  as  part  of  the  price  it  pays  Western  for  products.  Eventually,  a 
customer  pays  it  as  part  of  the  rate  he  is  charged  for  the  service  that  uses  the 
product. 

Thus,  there  is  a  chain  of  funds  from  customer  to  telephone  company  to  Western 
to  Bell  Labs  for  the  Laboratories'  specific  design  and  development  work. 

Another  category  of  work  at  the  Labs,  consisting  of  the  development  of  certain 
operational  software  ^tema  for  the  telephone  companies,  is  prorated  and  billed 
directly  to  each  telephone  company.  This  is  the  work  on  Business  Information 
Systems.  The  telephone  companies,  in  turn,  recover  this  money  from  alt  customers 
through  a  general  overhead  loading  factor  as  part  of  the  rates  uiey  charge. 

We  now  come  to  the  most  misunderstood  part  of  Bell  Labs,  the  work  funded  by 
the  license  contract. 

First  of  all,  I  should  explain  what  the  license  contract  is. 

It  is  one  of  the  basic  instruments  that  makes  a  telephone  company  a  part  of  the 
Bell  System.  There  is  a  fee— the  license  contract  fee — that  goes  with  that  contract 
The  fee  pays  for  the  work  done  by  the  AT&T  GSeneral  Departments  and  for  some 
work — I  repeat  some  work — done  by  Bell  Labs. 

The  work  at  Bell  Labs  paid  for  under  the  license  contract  falls  roughly  into  two 
categories:  basic  research  and  systems  engineering.  The  license  contract  does  not 
pay  for  development  of  products.  As  I  explained  earlier,  development  of  products  is 


telecommunications  and  information  handling. 

Systems  engineering,  which  is  also  paid  tor  by  license  contract  funds,  is  what 
makes  the  network  hang  together  technically.  Dr.  Ross  will  tell  you  more  about  Bell 
Labs  research  and  systems  engineering. 

Where  do  the  telephone  companies  get  the  license  contract  money?  Just  like  all 
other  moneys  required  to  give  service,  this  money  comes  from  the  customer. 

The  charges  for  each  service  a  telephone  company  offers  include  a  contribution  to 
the  license  contract.  This  is  true  for  competitive  services  as  well  as  for  the  so-called 
monopoly  services.  Customers  for  Dimension  PBX,  customers  for  private  line  serv- 
ice, and  customers  for  basic  service  each  pav  a  share. 

The  reason  is  that  they  all  benefit  from  this  work,  and  should  therefore  pay  for  it. 
The  implication  that,  somehow,  the  customer  for  competitive  services  gets  some 
kind  of  a  "free  ride"  on  the  license  contract,  any  more  than  he  gets  a  free  ride  on 
other  expenses  such  as  taxes,  is  simply  based  on  a  false  premise. 

Broad  allegations  are  sometimes  made  that  the  license  contract  pays  for  Western 
Electric  development.  As  a  general  proposition,  this  is  simply  not  so,  as  I  have  just 
explained.  But  sometimes,  a  less  sweeping,  but  equally  incorrect,  allegation  is  made. 
It  is  alleged  that  some  work  paid  for  under  the  license  contract  is  done  for  West- 
em's  benefit,  and  should  be  paid  for  by  Western.  This  allegation  was  made  by  the 
staff  of  the  California  PUC,  which  has  not  ruled  on  the  issue,  and  has  since  cropped 
Up  second-hand  in  various  hearings,  including  last  week's  hearings  before  uiis 
committee,  I  was  a  witness  in  that  proceeding  and  would  be  glad  to  make  available 
to  this  committee  the  testimony  we  filed  completely  rebutting  these  allegations. 

Just  to  sum  up  the  matter  of  Bell  Labs  financing  let  me  trace  the  three  sources  of 
funds  backwards  from  the  customer  who  ultimately  pays. 

Let's  say  a  customer  subscribes  to  Dimension  PBX  service.  His  bill  for  that  service 
includes  a  certain  amount  that  will  eventually  reach  Bell  Labs.  It  will  get  there  ii 


three  distinct  ways.  First,  an  amount  is   paid  directly  by  his  serving  telephone 

-xny  to  Bell  Labs  for  develooment  of  the  so-callea  Business  Information  Sys- 

I,  Second,  an  amount  is  paio  by  the  telephone  company  to  AT&T  under  the 


license  contract;  some  of  that  is,  in  turn,  paid  to  Bell  Labs  for  work  on  research  and 
svstems  engineering.  And  finally,  there  is  an  amount  that  pays  for  the  equipment 
that  had  previously  been  bought  bv  the  telephone  company  from  Western,  The  price 
the  telephone  company  had  paid  Western  for  that  equipment  included  a  factor  for 
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development,  which  Western  had  paid  Bell  Labs.  So.  in  efTect.  the  customer  is 
reimbursing  his  serving  telephone  company  for  money  that  had  previously  reached 
Bell  Labs  through  Western. 

I  hope  that  ^is  rather  involved  explanation  has  made  it  clear  why  the  issue  of 
potential  cross^ubsidies  and  accounting  systems  which  is  looming  so  large  in  these 
hearings,  is  confined  to  the  telephone  companies.  Western  and  Bell  Labs  have  good 
CMt-accounting  systems.  These  can  be,  and  have  been,  examined  by  regulatory 
agencies.  If  adjustments  need  to  be  made  to  these  systems  they  can  be  made,  if 

Finally,  let  me  sum  up. 

First,  we  agree  that  competitive  services  should  not  be  cross-subsidized  by  non- 
competitive services. 

Second,  we  know  that  we  need  better  cost  accounting  H3'Stems  in  the  telephone 
companies  for  that,  and  other,  purposes.  And  we  have  been  working  diligently  for  a 
number  of  years,  and  have  spent  hundreds  of  millions  of  dollars  toward  that  end. 

Third,  we  do  not  object  to  the  establishment  of  subsidiaries  where  they  make 
economic  and  management  sense.  But  it  must  be  possible  for  these  subsidiaries  to  be 
managed,  and  to  operate  with  other  afltliates  within  the  horizontally  and  vertically 
inters  ted  Bell  System  structure. 

Fourth,  we  know  that  there  exists  a  problem  with  respect  to  how  we  will  work  in 
the  interim.  I  have  given  you  some  suggestions  relating  to  interim  cost-of-service 
record  systems,  implementation  of  Functional  Accounting  for  terminal  equipment, 
and  an  approach  to  achieving  a  "rough  justice"  solution.  And  I  have  indicated  our 
vrillingness  to  consider  with  an  open  mind  other  approaches  that  might  be  suggest- 
ed. 

Fifth,  I  have  tried  to  sketch  for  you  the  situation  with  respect  to  Western  Electric 
and  Bell  Labs  accounting  systems  in  order  to  suggest  that  these  do  not  poee  any 
particular  problem. 

Let  me  conclude  by  thanking  the  committee  for  the  opportunity  to  discuss  this 
crucial  aspect  of  the  matters  before  you.  1  would  be  surprised  if  I  had  left  you 
without  any  unanswered  questions,  and  will  do  my  level  best  to  answer  any  you 
may  have. 

Senator  Hollings.  Mr.  Grant. 

Mr.  Grant.  Thank  you,  Mr.  Chairman  and  Senator  Goldwater. 

Because  of  previous  appearances,  as  you  know,  I  am  Gus  Grant, 
president  of  Southern  Pacific  Communications  Co. 

We  submitted  a  statement  for  the  record  on  April  25  containing 
our  overviews  of  the  two  bills.  We  applied  the  objectives  and  goals 
and  findings  of  both  S.  611  and  S.  622  and  endorsed  the  attempts  to 
amend  the  Communications  Act  of  1934  in  ways  designed  to  make 
it  more  suitable  to  the  technological  trends  of  the  last  20  years  of 
the  century. 

We  believe  a  competitive  telecommunications  industry  is  the  best 
means  to  realize  the  promise  that  advancements  in  technology 
offer.  Competition  will  also  insure  the  provision  of  varied  high 
quality  communications  services  to  the  public  at  the  lowest  practi- 
cal cost. 

We  welcome  this  opportunity  to  appear  on  the  panel  discussing 
the  structure  of  telecommunications,  because  it  is  the  existing 
structure,  the  structure  today,  which  is  the  heart  of  the  present 
debate. 

Unless  the  structure  and  related  behavioral  issues  are  properly 
resolved  the  laudatory  goals  of  this  legislation  will  never  be  ade- 
quately accomplished. 

We  have  three  reasons  for  recommending  the  adoption  of  the 
structural  safeguards  shown  in  the  legislation. 

First,  the  sheer  size  and  power  and  particular  organization  of 
A.T.  &  T.  Second,  regulation  alone  is  inadequate  to  police  behavior, 
given  their  size  and  organization  and  experience. 
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Third,  structural  reform  in  the  form  of  separate  subsidiaries 
creates  arm's-length  relationships  that  improve  the  possibility  of 
detecting  collusive  behavior. 

It's  indisputable  by  any  set  of  standards  that  you  wish  to  use 
such  revenues,  profits,  asset  base,  number  of  employees,  that  the 
A.T.  &  T.  overwhelmingly  dominates  the  domestic  common  carrier 
market. 

In  addition,  they  have  established  an  integrated  organizational 
structure  that  facilitates  its  control  over  all  relevant  communica- 
tions markets.  Through  its  operating  companies  A.T.  &  T.  provides 
local  service  to  85  percent  of  the  phones  in  the  United  States. 

They  cover  only  50  percent  of  the  area  of  the  United  States, 
incidentally. 

Through  its  long  distance  department  it  provides  a  substantial 
part  of  all  intercity  transmission  services. 

Through  Western  Electric  it  supplies  a  substantial  portion  of  all 
of  the  communications  equipment,  and  it  invests  most  of  the  capi- 
tal required  to  maintain  the  Nation's  communications. 

The  Bell  System  represents  a  truly  unique  organization,  which 
occupies  both  monopoly  and  competitive  markets,  utilizing  lai^ly 
fungible  facilities,  providing  both  intrastate  and  interstate  services 
with  these  common  facilities,  and  controls  its  principal  equipment 
supplier. 

This  structure  provides  the  Bell  System  with  the  opportunity  to 
control  the  visible  costs  of  the  bulk  of  its  physical  plant  through  its 
control  of  Western  Electric. 

To  control  the  allocation  of  those  costs  as  between  intrastate  and 
interstate  services,  control  the  allocation  of  those  costs  as  between 
monopoly  and  competitive  services,  and  to  establish  terms  and 
conditions  under  which  a  central  monojwly  services  and  facilities 
provided  by  its  subsidiaries  find  operating  companies  will  be  made 
available  to  entities  competing  with  the  long  lines  competitive 
services. 

Through  a  number  of  processes  like  separations  and  settlements 
procedures  and  various  licensing  arrangements,  A.T.  &  T.  domi- 
nates the  entire  telephone  industry,  including  those  portions  it 
does  not  directly  own. 

Thus  the  economic  conditions,  essentially,  for  a  truly  competitive 
market — that  is,  the  presence  of  a  number  of  firms,  no  one  firm 
able  to  dominate  the  market  by  itself — don't  yet  exist. 

Let  there  be  no  mistake  as  to  the  benevolent  nature  of  the 
dominant  participant.  Southern  Pacific  like  39  or  so  other  corpora* 
tions  found  their  conduct  in  the  marketplace  so  unacceptable  that 
we  have  had  no  choice  but  to  file  a  private  antitrust  suit  against 
A.T.  &  T.  We  sincerely  believe  the  Justice  Department  is  correct  in 
its  Government  antitrust  suit  against  A.T.  &  T.,  when  it  states  that 
A.T.  &  T.  has  illegally  monopolized  the  markets  for  telecommunica- 
tions service  through  a  deliberate  and  persistent  pattern  of  exclu- 
sionary behavior. 

It  is  because  of  A.T.  &  T.'s  tremendous  incentive  and  ability  to 
monopolize  all  of  the  markets  that  the  Justice  Department  seeks 
both  injunctive  relief  and  industrial  reform  of  A.T.  &  T.  as  the  only 
meems  to  eliminate  A.T.  &  T.'s  existing  inherent  structured  incen- 
tive and  ability  to  thwart  competition.  Thus  we  believe  it's  appro- 
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I  priate  for  Justice  to  seek  the  separation  of  A.T.  &  T.  and  its 
I  ownership  of  interstate  facilities  from  its  ownership  of  local  facili- 
ties, in  order  to  eliminate  the  incentive  and  ability  of  a  joint 
provider  of  intercity  and  local  services  to  deny  or  delay  the  ability 
of  new  entrants  for  providing  competing  services. 

All  intercity  transmission  and  switching  facilities  of  the  current 
Bell  network  should  be  separated  from  the  local  facilities  of  the 
Bell-operated  companies. 

We  welcome  the  remarks  delivered  by  chairman  of  the  board 
Charles  L.  Brown  of  A.T.  &  T.  during  the  opening  day  of  the 
hearings  on  April  24,  when  he  stated  private  antitrust  suits  should 
be  allowed  to  go  forward.  I  quote,  "If  we  have  behaved  in  a  fashion 
which  is  illegal,  then  we  should  go  to  trial  and  should  thrash  that 
out."  Unfortunately,  Mr.  Brown  is  asking  the  Congress  to  grant  his 
company  immunity  from  the  antitrust  laws  of  the  United  States  by 
urging  you  to  save  him  from  what  he  calls  the  tender  mercies  of 
the  Justice  Department. 

He  does  this  by  making  the  statement  that  S.  611  and  S.  622  are 
dealing  with  the  horizontal  and  vertical  structure  of  the  Bell 
System,  and  thus  when  legislation  is  passed,  all  structural  remedy 
issues  will  have  been  sufficiently  and  effectively  resolved. 

S.P.  Communications  believes  that  such  a  view  is  a  gross  mis- 
reading of  the  present  legislation. 

Further,  we  believe  it  s  proper  for  A.T.  &  T.  like  other  corpora- 
tions to  be  subjected  to  euititrust  remedies,  including  structural 
relief  for  past  and  present  behavior  which  violate  such  laws. 

S.P.  Communications  believes  S.  611  provides  a  behavioral  fmd 
organizational  remedy  to  the  present  market  condition. 

We  have  stated  earlier  we  welcome  the  behavioral  and  organiza- 
tional reforms,  but  continue  to  believe  that  a  major  restructuring — 
that  is  ownership  divestiture  of  A.T.  &  T. — may  be  the  only  remedy 
which  will  adequately  prevent  them  from  illegally  cross-subsidizing 
and  making  other  anticompetitive  actions. 

S.P.  Communications  recommends  Congress  pass  legislation 
which  would,  one,  separate  the  management  of  A.T.  &  T.  intercity 
services  and  facilities  from  intraexchange  services  and  facilities. 

Two,  separate  A.T.  &  T.  intercity  services  in  a  manner  whereby 
services  subject  to  effective  competition  are  in  one  entity,  while 
services  not  subject  to  effective  competition  are  in  a  separate 
entity. 

For  this  approach  to  be  effective,  A.T.  &  T.  long  distance  should 
be  establishea  as  a  separate  entity.  This  would  require  that  truly 
independent  directors,  management,  financing,  assets,  and  employ- 
ees, as  well  as  nonpreferential  access  charges  and  interconnections 
be  established  for  the  separate  entity,  as  well  as  all  of  the  other 
separate  entities. 

Independent  financing  is  crucial,  as  this  would,  first,  help  assure 
separation  from  the  deep  pocket  of  the  parent  and,  second,  aid  in 
exposing  improper  intracompany  transfers  or  cross-subsidies. 

Such  a  separation  of  entities,  combined  with  an  adequate  uni- 
form system  of  accounts,  cost  allocation  methodologn',  division  of 
revenues  plem,  along  with  evenhanded  regulation  of  services  not 
subject  to  effective  competition,  will  provide  the  basis  for  moving 
toward  the  establishment  of  full  and  fair  competition. 
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Mr.  Chairmtui,  in  my  final  seconds  let  me  raise  one  other  point 
The  other  day  during  the  testimony  you  made  reference  to  the  fact 
that  A.T.  &  T.  has  26  separate  subsidiaries  and  that,  therefore,  the 
requirement  to  establish  one  more  doesn't  seem  to  create  any  kind 
of  major  burden  for  A.T.  &  T. 

We  concurred  in  your  thought  and  went  back  and  attempted  to 
research  how  many  subsidiaries  A.T.  &  T.  heid. 

What  we  discovered  was  that  A.T.  &  T.  has  63  sepeirate  subsidiai^ 
ies  as  shown  on  this  chart. 

The  chart  illustrates  the  breakdown  of  these  subsidiaries  as  we 
see  them. 

It  might  not  be  fully  correct,  but  that  is  as  we  see  it. 

Obviously,  most  of  these  subsidiaries  are  minor  and  don't  affect 
the  day-to-day  operations. 

The  point  is  that  adding  one  or  two  more  would  not  pose  an 
insurmountable  problem. 

What  is  critical  is  that  the  new  subsidiary  or  subsidiaries  which 
should  be  required  to  have  to  be  established  as  fully-separated 
entities  within  the  definition  of  S.  611. 

On  the  overlay  of  the  chart  we  show  the  two  fully-separated 
entities  which  we  believe  are  the  minimum  which  must  be  estab- 
lished in  order  to  bring  about  fair  competition  in  the  intercity  area. 
We  probably  need  a  new  chart  more  than  anything  else. 

Thank  you. 

[The  statement  follows:] 

Statembnt  of  C.  Gub  Grant,  Prmidbnt,  Southern  Pacific  Couhumicationb 
Co. 

Mr,  Chairman  and  members  of  the  subcommittee.  I  am  C.  Gub  Grant,  president  of 
S.P.  Communications  Company,  a  wholly  owned  subsidiary  of  the  Southern  Pacific 
Company. 

S.P.  CommunicationB  Company  submitted  a  statement  for  the  record  on  April  25, 
1979,  containing  our  overview  comments  on  S.  611  and  S.  622.  Ab  we  stated  then,  we 
applaud  the  objectives,  goals  and  fmdings  of  both  S,  611  and  S.  622  and  whoieheart- 
edly  endorse  these  attempts  to  amend  the  Communications  Act  of  1934  in  ways 
designed  to  make  it  more  suitable  to  the  technological  trends  of  this  last  20  years  of 
the  20th  century.  We  firmly  believe  that  a  competitive  telecommunications  industry 
is  the  best  means  to  realize  the  promise  that  advancements  in  technology  offer. 
Competition  will  also  insure  the  provision  of  varied,  high  quality  communications 
services  to  the  public,  at  the  lowest  practical  cost. 

We  welcome  this  opportunity  to  appear  on  a  panel  discussing  the  structure  of  the 
telecommunications  industry  because  it  is  the  existing  structure  which  is  the  heart 
of  the  nresent  debate.  Unless  the  structure  and  related  behavioral  issues  are  proper- 
ly resolved,  the  laudatory  goals  and  findings  will  never  be  adequately  accomplished. 

We  have  three  reasons  for  recommending  the  adoption  of  structural  safeguards  in 
legislation: 

1.  The  sheer  size,  power  and  particular  organization  of  AT&T. 

2.  Regulation  alone  is  inadequate  to  police  behavior  given  their  size  and  organiza- 

3.  Structural  reform — in  form  of  separate  subsidiaries— creates  arms-length  rela- 
tionships that  improve  the  possibility  of  detection  collusive  behavior. 

It  is  indisputable,  by  any  reasonable  measure  of  revenues,  profits,  asset  baae, 
number  of  employees  or  market  share  that  AT&T  overwhelmingly  dominates  the 
domestic  common  carrier  transmission  and  equipment  markets.  In  addition,  AT&T 
has  established  an  integrated  organizational  structure  that  facilitates  its  control 
over  aH  relevant  communications  markets. 

Through  its  operating  companies,  AT&T  provides  local  service  to  about  85  percent 
of  the  phones  in  the  United  States.  Through  its  long  lines  department,  it  provides  a 
substantial  part  of  all  intercity  transmission  services.  Through  Western  Electric,  it 
supplies  a  substantial  portion  of  all  equipment  used  by  customers  and  the  family  of 
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Bell  companies  in  the  proviaion  of  commuDicationa  aerviceB.  It  invests  moet  of  the 
caE^ial  required  to  maintain  and  expand  the  Nation's  TelecoromtinicationB  Plant. 

Thus,  the  Bell  Syatem  represents  a  unique  organization  which  occupies  both 
monopoly  and  competitive  markete,  utilizing  largely  fungible  facilities;  providing 
both  intrastate  and  interstate  services  (also  with  common  facilities);  and  which 
controls  its  principal  equipment  supplier. 

This  structure  provides  the  Bell  System  with  the  opportunity  to: 

(a)  Control  the  visible  costs  of  the  bulk  of  its  physical  plant,  through  its  controls  of 
Western  Electric; 

(b)  Control  the  allocation  of  those  costs  as  between  intrastate  and  interstate 
juriadictions; 

<c)  Control  the  allocation  of  those  costs  as  between  monopoly  and  competitive 
•ervices; 

(d)  Establish  the  terms  and  conditions  under  which  essential  monopoly  services 
and  facilities  provided  by  its  subsidiary  operating  companies  will  be  made  available 
to  entities  competing  with  the  long  lines  competitive  services. 

Further,  through  a  number  of  processes,  like  the  separations  and  settlement 
procedures  and  various  licensing  arrangements,  AT&T  dominates  the  entire  tele- 
phone industry,  including  those  portions  it  does  not  directly  own.  Thus,  the  econom- 
ic conditions  essential  for  a  truly  competitive  market — the  presence  of  a  number  of 
drms  with  no  one  firm  able  to  dominate  the  market  by  itself — do  not  yet  exist. 

Let  there  be  no  mistake  as  to  the  benevolent  nature  of  this  dominant  participant. 
Southern  Pacific  like  39  or  so  other  corporations,  has  found  their  conduct  in  the 
marketplace  so  unacceptable  that  we  had  no  choice  hut  to  file  a  private  antitrust 
Buit  against  AT&T.  We  sincerely  believe  that  the  Justice  Department  is  correct  in 
its  Government  antitrust  suit  against  AT&T  when  it  states: 

"AT&T  has  illegally  monopolized  the  markets  for  telecommunications  services 
and  for  telecommunications  equipment  through  a  deliberate  and  persistent  pattern 
of  exclusionary  behavior.  This  pattern  or  behavior  has  been  made  possible  through 
the  coordination  of  all  the  constituent  parts  of  the  int«£ral«d  Bell  System," 

It  is  because  of  AT&T's  tremendous  incentive  and  ability  to  monopolize  all  the 
maritets  in  which  they  operate  that  the  Department  of  Justice  seeks  both  injunctive 
relief  and  structural  reform  of  AT&T  as  the  only  means  to  eliminate  AT&T's 
existing  inherent,  structural  incentive  and  ability  to  thwart  competition.  Thus,  we 
believe  it  is  appropriate  for  Justice  to  seek  the  separation  of  AT&Ts  ownership  of 
intercity  facilities  from  its  ownership  of  local  facilities  in  order  to  eliminate  the 
incentive  and  ability  of  a  joint  provider  of  intercity  and  local  services  to  deny  or 
delay  the  ability  of  new  entrants  from  providing  competing  services.  All  intercity 
transmission  and  switching  facilities  of  the  current  Bell  network  should  be  separat- 
ed from  the  local  facilities  of  the  Bell  operating  companies. 

S.P.  Communications  welcomes  the  remarks  delivered  by  AT&T  Chairman 
Charles  L.  Brown,  during  the  opening  day  of  hearings  on  Apnl  24,  1979,  when  he 
stated  that  the  private  antitrust  suits  should  be  allowed  to  go  forward: 

"If  we  have  behaved  in  a  fashion  which  is  illegal,  then  we  should  go  to  trial  and 
we  should  thrash  that  out," 

Unfortunately,  Mr.  Brown  is  askins  the  Congress  to  Grant  to  his  company  immu- 
nity from  the  antitrust  laws  of  the  United  States  by  urging  you  to  save  him  from 
what  he  calls  "The  tender  mercies  of  the  Justice  Department,"  He  does  this  by 
ma^ns  the  statement  that  S.  Gil  and  S.  622  are  dealing  with  the  horizontal  and 
vertical  structure  of  the  Bell  System  and  thus  when  legislation  is  passed  all  struc- 
tural remedy  issues  will  have  been  effectively  resolved,  S.P,  Communications  be- 
lieves that  such  a  view  is  a  gross  misreading  of  the  present  legislation.  Further,  we 
believe  it  is  proper  for  AT&T,  like  other  corporations,  to  be  subjected  to  antitrust 
remedies,  including  structural  relief  for  past  and  present  behavior  which  violates 
such  laws. 

S.P.  Communications  believes  S,  611  pro'ddes  a  behavioral  and  organizational 
remedy  to  the  present  market  condition.  As  we  have  stated  earlier,  we  welcome  the 
behavioral  and  organizational  reforms  but  continue  to  believe  that  a  major  restruc- 
turing, that  is,  ownership  divestiture,  of  AT&T  may  be  the  only  remedv  which  will 
ade(]uately  prevent  them  from  illegally  cross-subsidizing  and  making  other  anticom- 
petitive actions, 

S.P,  Communications  therefore  recommends  that  Congress  pass  legislation  which 
would:  (1)  Separate  the  management  of  AT&T's  intercity  services  and  facilities  from 
intraexchange  services  and  facilities  and;  (2)  Separate  AT&T's  intercity  services  in  a 
manner  whereby  services  subject  to  effective  competition  are  in  one  entity  while 
services  not  subject  to  effective  competition  are  in  a  separate  entity. 

For  this  a^iproach  to  be  effective,  AT&T  long  lines  should  be  established  as  a 
separate  entity.  This  would  require  that  truly  independent  directors,  management, 
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^,  „._,  .      .._ _i  well  as  nonpreferential  access  charges  and 

interconnections  be  established  far  the  separate  entity.  Independent  flnaocing  it 
crucial  as  this  would  (1)  help  assure  separation  from  the  deep  pocket  of  the  parent 
and  (2)  aid  in  exposing  improper  intra-company  transfers  or  crae»«ub8idiea. 

Such  a  separation  of  entities,  combined  with  an  adequate  uniform  sjrstem  of 
accounts,  coat-allocation  methodology,  division  of  revenues  plan,  alimg  with  even- 
handed  regulation  of  services  not  subject  to  effective  competition  will  [wovide  the 
basis  for  moving  toward  the  establishment  of  full  and  fair  competition. 

If  the  Congress  elects  not  to  fully  undertake  the  necessary  studies  l«adinf[  to  a 
major  restructuring  at  this  time,  we  believe  the  bill  should  provide  for  a  review  of 
this  subject  at  the  end  of  Tive  years.  Secretary  Geller  during  his  testimony  properly 
pointed  out  that  this  area  can  be  restudied  then  the  light  of  the  intervening 
experience. 

Senator  Hollings.  Mr.  Schnee? 

Give  Mr.  Goldstein  a  chance  to  look  at  that.  We  want  his  com- 
ments. 

You  look  at  that.  We  will  come  back  to  you,  Mr.  Goldstein. 

Mr.  Schnee.  Mr.  Chairman,  members  of  the  committee: 

I  am  appearing  here  at  the  request  of  the  committee  staff.  At  the 
outset,  let  me  point  out  that  this  appearance  was  totally  unsolicit- 
ed by  us  at  Probe  Research.  We  did  not  have  a  proposal  we  wished 
to  make  for  legislative  consideration.  However,  we  are  only  too 
pleased  to  appear  here  to  assist  in  discussing  the  restructuring  of 
the  industnj,  and  particularly  the  separated  entity  plan  proposed 
in  S.  611.  The  other  members  of  this  panel  represent  companies 
and  organizations  with  well-known  interests  in  telecommunica* 
tions.  By  contrast,  we  are  an  independent  research  orgetnization 
with  no  ties,  financial  or  other,  to  any  party  in  this  i^islative 
controversy.  We  represent  no  vested  interest. 

We  do  have  a  deep  interest  in  the  industry,  and  the  issues  of 
competition  and  industry  structure.  For  those  not  familiar  with  our 
work,  let  me  say  that  2'/s  years  ago,  we  published  a  book  entitled, 
"The  Future  of  A.T.  &  T.,"  which  was  the  most  comprehensive,  and 
most  carefully  documented  study  of  A.T.  &  T.  ever  published.  The 
book  received  wide  acclaim  in  the  industry  and  in  the  press,  and  it 
was  read  by  telecommunications  authorities,  not  only  in  the  United 
States  and  Canada,  but  Japan,  Europe  and  Third  World  countries 
as  well.  As  the  American  Banker  just  stated  on  April  25,  1979, 
"  'The  Future  of  A.T.  &  T.'  became  a  widely  used  basic  primer  on 
the  communications  giant  and  •  •  *  contained  many  projections 
that  have  come  true." 

We  regularly  publish  a  quarterly  journal  devoted  to  competitive 
issues  and  new  technologies.  And  we  publish  other  in-depth  studies. 
Recent  studies  which  are  relevant  to  competitive  issues  include:  A 
25(}-page  study  of  the  impact  and  future  markets  for  fiber  optic 
communications  in  the  telephone  industry,  to  1990,  a  145-page 
study  on  the  digital  future  of  the  telephone  network,  a  65-page 
study  of  A.T.  &  T.'s  entity  proposal  for  equipment  purchasing  made 
to  the  FCC,  a  35-page  study  of  the  new  equipment  purchasing 
procedures  of  GTE  under  the  riT-GTE  consent  decree,  a  67-pa^ 
study  of  A.T.  &  T.'s  price  comparison  studies  and  their  use  in 
competitive  equipment  purchasing,  a  30-page  study  of  how 
A.T.  &  T.  funds  research  and  development  expenses  trough  its 
license  contract,  a  50-page  study  of  how  the  A.T.  &  T.  general 
departments  operate,  a  42-page  studv  of  the  use  of  tax  benefit 
financing  subsidies  to  fund  A.T.  &  T.'s  capital  expenditures.  We 
have  also  published  in-depth  articlee  on  uie  U.S.  antitrust  suit 
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against  A.T.  &  T.,  legislative  proposals,  and  various  FCC  and  other 
r^ulatory  proceedings. 

Against  that  background,  we  have  reviewed  S.  611  and  S.  622.  At 
the  outset,  the  legislation  makes  a  strong  statement  in  favor  of 
competition  as  the  primary  goal  for  structuring  the  telecommunica- 
tions industry.  This,  in  our  view,  is  a  very  sound  objective.  The 
question  is,  of  course,  do  the  measures  dictated  by  the  legislation 
constitute  sound  steps  in  favor  of  that  objective. 

Assuming  the  establishment  of  the  fully  separated  entity  or  enti- 
ties, by  A.T.  &  T.,  a  number  of  questions  could  be  raised.  For 
example,  are  there  effective  sanctions  in  the  legislation,  including 
the  1934  act,  which  would  allow  the  FCC  to  enforce  the  arms- 
length  standard  of  dealing? 

However,  we  would  like  to  concentrate  on  certain  financial  as- 
pects of  the  entity  proposal.  It  is  unfortunate  that  there  has  been 
no  attempt  to  draw  up  a  preliminary  financial  model  of  what  it 
would  look  like  in  dollars  and  cents  terms. 

For  example,  on  a  rough  basis,  we  estimate  that  putting  the 
interconnect  equipment  business  of  A.T.  &  T.  and  its  private  line 
business  into  the  entity  would  produce  revenues  of  about  $4  billion. 
Other  activities  could  increase  this  number  very  sharply.  For  ex- 
ample, if  the  FCC  changes  the  accounting  rules  under  which  tele- 
phone installation  costs  are  capitalized,  and  there  is  a  proposal 
before  the  FCC  by  A.T.  &  T.  along  these  lines,  and  if  the  installa- 
tion business  became  competitive,  several  billion  in  revenues  could 
be  added  to  the  entity.  If  the  entity  became  a  marketing  arm  for 
Western  Electric  transmission  and  switching  equipment,  another 
$2  to  $3  billion  in  sales  could  be  added. 

The  entity,  in  other  words,  could  be  an  extremely  significant 
business  orgtmization,  perhaps  dwarfing  fill  others  in  the  industry 
besides  A.T.  &  T.  itself. 

In  view  of  these  facts,  we  think  it  is  unfortunate  that  the  legisla- 
tion does  not  provide  for  very  clear  breakdowns  of  the  various 
activities  of  the  entity.  Furthermore,  as  we  read  the  bill,  there  is 
no  surveillance  called  for  regarding  the  relationship  of  Western 
Electric  and  the  entity. 

However,  leaving  these  points  aside,  deeper  issues  revolve 
around  the  financing  question.  Competitive  companies  in  this  capi- 
tal-intensive industry  typically  depend  critically  upon  the  fineuicial 
marketplace  to  raise  capitttl. 

This  new  entity,  however,  will  get  its  equity  money  from  the 
monopoly  business.  This  means  that  A.T.  &  T.  raises  money 
through  its  earnings  or  its  stock  or  its  credit,  or  through  the 
subsides  it  receives  every  year,  which  I'll  discuss  in  a  moment. 

Now,  what  happens  if  the  entity  company  sells  or  leases  PBX's 
below  cost?  It  will  lose  some  money — which  will  be  diHicult  to  trace 
because  the  entity  contains  several  lines  of  business. 

Furthermore,  if  the  entity  needs  more  money,  it  goes  back  to  the 
A.T.  &  T.  monopoly  for  money. 

As  you  can  see,  what  I  am  suggesting  is  that  we  have  transferred 
the  cross-subsidization  evil  downstream,  but  it's  still  there.  Fur- 
thermore, in  a  single,  multiline  entity,  it's  going  to  be  difficult  to 
identify. 
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Now  one  might  think  that  ultimately  the  stockholders  of 
A.T.  &  T.  are  some  sort  of  restraining  force,  if  the  investment  in 
the  entity  mounts  up  smd  it  is  losing  money.  But  my  preliminary 
observation  is  that  this  practice  could  go  on  for  many  years  before 
it  would  raise  questions  on  the  investor  level. 

The  nub  of  the  problem  is  that  unless  the  purse  string  is  cut  or 
controlled,  the  anticompetitive  bifis  of  an  affiliated  entity  is  hard  to 
protect  against. 

This  leads  us  back  to  that  word  which  is  raised  over  and  over 
£igain  in  discussing  industry  structure,  which  is  divestiture.  Under 
divestiture  the  resulting  competitive  entity  or  entities  must  stand 
on  their  own  feet  Financially.  This,  I  fear,  is  not  the  case  with  the 
fully  separated  entity  concept. 

As  we  have  reflected  more  and  more  deeply  over  the  problems  of 
competition  in  telecommunications,  we  have  found  that  the  ques- 
tion of  capital  allocation — who  gets  it,  how  much,  and  at  what 
cost — is  often  at  the  root  of  the  competitive  problem.  In  other 
words,  it  isn't  just  a  question  of  who  is  allowed  in  the  PBX  busi- 
ness, or  who  is  allowed  to  provide  packet  switched  networks. 

An  equally  important,  even  more  important  question  is,  what 
access  do  they  have  to  the  capital  markets,  and  is  the  process 
rigged  in  favor  of  certain  participants.  The  fact  is  that  the  Bell 
system  has  priority  access  to  the  capital  markets. 

If  I  were  to  try  to  sum  up  a  standard  for  jut^ng  this  legislation, 
if  passed,  I  would  say  the  legislation  was  a  success  if  it  gave  to  the 
Bell  system  a  right  which  Bell  has  never  enjoyed.  That  is  the  same 
right  which  every  other  industry  competitive  company  has — 
namely  the  right  to  feiil — at  least  the  right  to  fail  in  its  competitive 
activities. 

We  who  have  studied  the  subject,  have  seen  repeated  instances 
where  the  Bell  system — caught  off  balance  by  competition,  or  by  its 
own  mistftkes,  simply  [>ours  the  rate  payers'  money  in  to  extend  or 

[>rotect  its  market  position.  We've  seen  it  with  multihundred  mil- 
ion  dollar  failures,  such  as  Picturephone,  we've  seen  it  with  crash 
projects,  such  as  catchit^  up  in  PBX's  where  in  their  own  internal 
memos,  they  admit  they  sadly  neglected  the  business  for  several 
years.  But  the  money  is  always  available.  There  never  is  truly 
failure  as  a  company  like  Datran  experienced,  or  as  MCI  might 
have  experienced  if  the  money  ran  out. 

Now,  we're  not  wishing  failure  on  A.T.  &  T.  and  we're  not  saying 
they  shouldn't  respond  to  challenges.  But  when  one  company  has 
virtually  unlimited,  priority  access  to  the  capital  trough  through 
monopoly  activities,  we  believe  the  whole  competitive  process  is 
distorted. 

There  is  a  supreme  irony  here.  As  serious  as  the  capital  alloca- 
tion problem  is,  and  £is  central  as  it  is  to  telecommunications 
competition — the  fact  is  the  problem  has  been  greatly  exacerbated 
by  legislation  passed  by  the  U.S.  Congress.  This  legislation  grants 
subsidies  to  A/T.  &  T.  which  make  it  the  most  heavily  subsidized 
company  in  U.S.  history.  The  subsidies  also  apply  to  other  tele- 
phone companies  and  some  other  utilities,  but  the  really  big  dollars 
go  to  A.T.  &  T. 

Last  year,  1978  alone,  A.T.  &  T.  received  $2.2  billion  through  this 
subsidy.  This  is  money  on  which  it  pays  no  return — no  dividends. 
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no  interest  to  anyone.  Since  1969,  the  company  has  received, 
return-free,  about  $1 1  billion  of  subsidies. 

The  subsidies  are  buried  in  technical  provisions  of  the  IntemEtl 
Revenue  Code.  However,  in  1977  we  wrote  a  42-page  Emetlysis  of  the 
problem  which  has  remained  unchallenged.  Our  study  was  report- 
ed by  Business  Week  on  April  17,  1978,  in  an  article  in  which 
A.T.  &  T.  agreed  with  my  estimate,  that  absent  regulatory  or  legis- 
lative intercession,  the  total  cumulative  credits  could  grow  to  $25 
billion  by  1982.  The  problem  remains  uncorrected  except  for  an 
isolated  action  by  r^ulators  in  California. 

Now,  I  did  not  come  here  just  to  raise  clouds  about  this  legisla- 
tive endeavor.  I  view  it,  unequivocally,  as  an  important  attempt  to 
instill  competition  in  telecommunications. 

We've  asked  ourselves,  are  there  any  suggestions  we  can  make 
which  could  be  helpful  to  this  effort?  Respectfully,  I'd  like  to  make 
two  suggestions: 

First,  I  suggest  that  the  committee  undertake  a  formal  attempt 
to  develop  a  preliminary  financial  model  of  the  fully  separated 
competitive  entity.  We  think  it  will  be  very  helpful  to  identify  the 
magnitude  of  dollars  involved  in  terms  of  sales,  eissets,  and  investr 
ment.  It  will  help  in  anticipating  the  potential  for  cross-subsidiza- 
tion and  may  suggest  some  safeguards. 

Second,  we  suggest  that  some  consideration  be  given  to  the  tax 
benefit  financing  subsidy  as  it  affects  the  issue  of  competition  and 
this  legislation.  We  believe  this  will  lead  to  a  fuller  understanding 
of  the  competitive  problems  of  the  industry,  and  the  financitd 
pitfalls  which  may  await  this  legislation.  We  surmise,  of  course, 
that  remedial  legislation  on  the  tax  benefit  subsidy  issue  is  appar- 
ently not  the  function  of  this  committee. 

This  bill,  S.  611,  as  well  as  S.  622,  has  been  described  by  commit- 
tee members,  accurately  we  believe,  as  a  transition  step,  Certainly, 
it  is  aiming  in  the  right  direction.  It  has  some  good  elements.  We 
are  trying  to  be  helpful  in  the  process,  and  we  hope  we  have 
fulfilled  the  staffs  expectations  in  inviting  us  here. 

Senator  Hollings.  Thank  you,  sir, 

Mr.  Harcharik. 

Mr.  Harcharik.  Mr.  Chairman,  members  of  the  subcommittee: 

I  Eun  Robert  Harcharik,  president  of  Tymnet,  Inc.,  a  resale  data 
communications  common  carrier,  certificated  by  the  FCC.  Tymnet 
is  a  wholly  owned  subsidiary  of  Tymshare,  Inc.  Tymnet's  corporate 
headquarters  is  located  in  Cupertino,  Calif 

l^mnet  is  fully  committed  to  the  philosophy,  articulated  in 
S.  611  and  S.  622,  that  fair  competition  is  the  best  mechanism  for 
assuring  the  development  and  delivery  of  sophisticated,  diverse, 
quality  telecommunications  services.  I  believe,  in  particular,  that 
S.  611  properly  builds  on  the  existing  regulatory  structure  by 
adding  flexibility  and  directing  the  Commission  to  encourage  com- 
petition. I  believe  that  it  strikes  the  right  balance  between  fair 
competition  and  the  need  to  regulate  where  such  fair  competition 
cannot  or  does  not  exist, 

S.  611  is  a  subtle  and  sophisticated  approach  to  the  solution  of  a 
variety  of  complex  problems.  Because  of  the  intricacies  of  the  inter- 
relationships between  various  sections  of  this  legislation,  we  be- 
lieve that  care  should  be  taken  that  tinkering  does  not  unbalance  a 
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whole  series  of  carefully  crafted  relationships  which  a^  critical  to 
the  intent  of  this  legislation.  Nonetheless,  Tymnet  has  several 
specific  suggestions  about  amendments  to  sections  of  the  bill  which, 
with  the  chairman's  permission,  we  wish  to  submit  to  the  commit- 
tee before  the  record  on  this  matter  closes. 

Today,  however,  at  the  committee's  invitation,  I  would  propose  to 
discuss  the  broader  questions  of  industry  structure.  Simply  stated. 
Tymnet  has  concluded  that  it  is  absolutely  essential  that  carriers 
enjoying  monopoly  power  offer  competitive  service  only  through 
fully  separated  arms-length  subsidiaries. 

Frankly,  I  believe  that  Tymnet  offers  the  sophisticated  and  inno- 
vative communications  services  which  S.  611  and  S.  622  intend  to 
encourage.  Specifically,  Tymnet  was  developed  to  meet  needs  which 
were  not  being  met  by  the  traditional  carriers.  Tymnet's  communi- 
cations network  evolved  from  the  private  shared  network  of  Tym- 
share.  Inc.,  a  computer  services  company,  which  provides  a  wide 
variety  of  data  prcx^essing  services.  A^r  Tymshare  was  founded  in 
1965,  it  recognized  the  limitations  that  the  voice  telephone  network 
imposed  on  data  transmission,  and  undertook  to  design  a  reliable 
efficient  communications  system  for  its  own  use.  In  1969  it  in- 
stalled communications  processors  of  its  own  manufacture  and 
design  which  enabled  Tymshare  to  obtain  more  efficient  utilization 
of  ite  facilities  and  to  achieve  significant  reductions  in  transmission 
errors. 

In  1972  the  Nationtd  Library  of  Medicine,  which  had  initiated  an 
on-line  bibliographical  retrieval  system  for  the  biomediced  commu- 
nity, became  a  joint  user  of  Tymshare's  national  data  communica- 
tions facilities.  Thereafter,  the  number  of  the  joint  users  increased 
to  34. 

The  company  found  that  its  ability  to  expand  service  to  existing 
users  and  to  offer  service  to  new  users  was  restricted.  Therefore, 
Tymshare  founded  Tymnet  in  1976  as  a  separate  common  carrier 
subsidiary  and  sought  and  received  Commission  authorization  to 
provide  a  resale  data  communications  service  to  61  cities  in  the 
continental  United  States.  Today,  less  than  2  years  later,  Tymnet 
offers  service  in  over  150  cities.  The  service  allows  users  to  inter- 
connect virtually  any  terminal,  a  wide  variety  of  computers  and 
entire  networks  employing  totally  different  protocols.  "Tyninet  has 
interconnection  Etgreements  with  the  international  record  carriers 
and  Canada's  Datapac  which  makes  the  service  available  in  over  20 
foreign  countries.  It  is  Tymnet's  technology  that  is  being  used  by 
the  postal,  telephone  and  telegraph  authorities  in  these  jurisdic- 
tions. 

If  indeed  imitation  is  the  sincerest  form  of  flattery.  Tymnet  is 

fetting  its  fill  of  flattery  from  the  traditional  monopoly  carriers.  In 
uly  of  last  year,  A.T.  &  T.  filed  a  petition  for  declaratory  ruling 
which  would  have  authorized  it  to  offer  its  advanced  communica- 
tions service,  which  is  verisimilar  to  Tymnet's  service  offering.  In 
December  of  last  year,  GTE,  the  second  largest  carrier,  announced 
that  it  intended  to  acquire  Telenet  Communications  Corp. — the 
only  carrier  presently  competing  with  TVmnet.  Obviously,  we  rap- 
idly became  quite  interested  in  the  industry  structure  under  which 
monopoly  carriers  could  or  should  offer  resale  or  value  added  data 
communications. 
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We  undertook  an  extensive  review  of  the  history  of  monopoly 
carriers'  responses  to  other  competitors  and  the  manner  in  which 
they  proposed  to  compete  with  us.  Frankly,  what  we  saw  was  both 
alarming  and  depressing.  A  review  of  the  FCC's  orders  and  the 
opinions  of  the  various  courts,  which  have  considered  the  ofTering 
of  competitive  services  by  monopoly  carriers,  revealed  that  those 
carriers  have  not  competed  fairly  in  the  past,  and  that  the  current 
regulatory  structure  is  not  wholly  capable  of  halting  practices 
which  the  Commission  and  courts  have  found  to  be  unlawful. 

As  a  matter  of  corporate  policy,  and  as  the  record  will  show, 
Tymnet  has  relied  on  technology  and  service  and  not  on  the  regula- 
tory process  to  achieve  its  success.  However,  since  our  review  of 
A.T.  &  T.'s  ACS  filing,  and  the  filings  of  GTE  with  regard  to  its 
acquisition  of  Telenet,  we  have  realized  that  industry  structure  is 
vital  to  the  question  of  whether  competition  can  continue  to  exist 
in  the  resale  data  communications  market.  This  review,  coupled 
with  Tymnet's  experience  over  the  last  9  months  in  its  dealings 
with  competitors,  leads  us  to  one  conclusion — competing  with  a 
monopoly  carrier  offering  competitive  services  on  an  integrated 
basis  will  be  like  being  in  a  street  fight  with  a  man  who  has  the 
battery  to  your  pacemaker  in  his  pocket. 

In  other  words,  we  are  convinced  that  the  monopoly  carriers  will 
continue  to  use  their  economic  power  and  control  of  facilities, 
which  are  vital  to  Tymnet,  to  unfairly  aid  their  competitive  offer- 
ings and,  ultimately,  destroy  the  fMjssibility  of  competition. 

One  of  their  most  effective  tactics  has  been  to  file  noncompensa- 
tory rates  for  competitive  services  and  to  cross-subsidize  competi- 
tive services  from  monopoly  revenues.  The  committee  should  be 
aware  that  since  1971,  when  the  Commission  authorized  competi- 
tion in  its  specialized  common  carrier  decision,  not  a  single 
A.T.  &  T.  tariff  offering  of  a  major  competitive  service  has,  upon 
investigation,  been  found  to  be  lawful:  the  high/low  tariff  was 
declared  unreasonable,  the  MPL  tariff  was  rejected,  the  WATS 
tariff  was  rejected,  the  DDS  tariffs  have  been  considered  and  reject- 
ed four  times,  and  a  number  of  terminal  equipment  tariffs  are  still 
under  investigation. 

I  am  aware  that  last  week  Mr.  Charles  Marshall  of  Illinois  Bell 
argued  that  A.T.  &  T.'s  detailed  accounting  system  would  provide 
sufficient  safeguards  against  cross-subsidization,  and  Mr.  Brown 
made  much  the  same  argument.  Unfortunately,  that  is  just  not  so, 

The  Commission  has  admitted  that  its  current  accounting  system 
does  not  retrieve  the  type  of  information  necessary  to  detect  cross- 
subsidization.  Consequently,  the  FCC  has  undertaken  to  revise  the 
Uniform  System  of  Accounts.  While  A.T.  &  T.  is  arguing  here  that 
all  that  is  needed  is  detailed  accounting,  in  the  USOA  proceeding  it 
is  arguing  against  the  kind  of  complete  disaggregation  of  costs  and 
revenues  which  many  parties  believe  to  be  essential.  Further,  one 
witness  before  this  committee  has  testified  that  the  revision  will 
not  be  ready  and  in  place  for  10  years.  While  that  estimate  may  be 
unduly  pessimistic,  I  believe  that  even  the  revised  USOA  will  not 
in  and  of  itself  prevent  cross-subsidization.  The  problem  is  not  just 
in  determining  that  a  rate  is  unlawful,  but  is,  as  we  shall  see,  in 
enforcing  that  determination. 
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A.T.  &  T.'s  claim  that  it  wilt  develop  an  accounting  system  that 
will  retrieve  £uid  properly  attribute  costs,  must  be  greeted  with  a 
great  deal  of  skepticism.  Since  1971  its  cost  and  rate  methodologies 
have  not  generated  lawful  competitive  rates.  The  DDS  rates  are 
the  classic  example  of  how  A.T.  &  T.  reacts  to  an  opportunity  to 
develop  a  cost  of  service  records  system  for  competitive  services.  As 
early  as  1974,  the  Commission  indicated  that  A.T.  &  T.'s  DDS  rates 
were  not  adequately  supported.  It  was  not  until  1977  that  the  FCC 
rejected  the  rates  and  ordered  A.T.  &  T.  to  tile  revised  rates.  It  also 
ordered  A.T.  &  T.  to  develop  a  cost  of  records  system  equivalent  to 
a  system  under  which  a  separate  entity  would  offer  DDS.  In  other 
other  words,  A.T.  &  T.  was  ordered  in  1977  to  do  what  it  says  it 
will  do  now. 

In  1978  the  Commission  reviewed  the  new  tarifb  submitted  by 
A.T.  &  T.  and  rejected  them.  Furthermore,  the  Commission  con- 
cluded that  the  DDS  cost  of  service  records  system  is  unauditable. 
Unfortunately,  during  this  lengthy  process,  Datran,  A.T.  &  T.'s 
m^or  competitor  in  DDS,  went  bankrupt.  Seven  years  after 
A.T.  &  T.  applied  for  authority  to  offer  DDS,  it  still  has  not  filed 
lawful  tarifTs  for  this  service.  It  has  not  even  developed  a  cost 
system  from  which  such  tarifls  could  be  derived,  nor  has  it  said 
when  it  will. 

As  you  can  see,  A.T,  &  T.  does  not  have  a  track  record  with  cost 
systems  which  would  inspire  confidence.  We  believe  that  a  separate 
subsidiary  with  a  separate  financial  structure,  would,  however, 
eliminate  much  of  the  incentive  for  cross-subsidization,  avoid  the 
need  to  rely  on  A.T.  &  T.'s  good  intentions,  and  would  substantially 
lessen  an  otherwise  impossible  regulatory  burden. 

The  separate  arms-length  subsidiary  structure  should  not,  how- 
ever, be  regarded  merely  as  an  accounting  system.  It  also  prevents 
the  carrier,  enjoying  a  monopoly  power,  from  abusing  its  control  of 
vital  facilities — the  batteries  upon  which  Tymnet  relies. 

Tymnet,  of  course,  secures  all  of  its  channels  from  underlying 
carriers.  It  spends  approximately  30  percent  of  its  total  expense 
budget  on  these  communications  services.  Obviously,  we  are  con- 
cerned that  underlying  carriers  will  discriminate  against  us,  since, 
in  the  past,  when  faced  with  competition,  the  monopoly  carriers 
have  imposed  a  variety  of  discriminatory  interconnection  require- 
ments on  competitors.  It  happened  with  cable  TV,  it  happened  for 
5  years  to  the  specialized  carriers,  it  happened  to  the  domestic 
satellite  ceu'riers,  and  it  happened  to  terminal  equipment  vendors. 
We  believe  a  separated  arm's-length  subsidiary  for  competitive 
services  reduces  the  incentive  to  impose  discriminatory  restrictions, 
makes  it  easier  to  identify  and  correct  them  when  they  exist,  and 
thus  reduces  the  regulatory  burden. 

The  committee  must  understand  that  the  problems  1  have  de- 
tailed are  not  merely  of  historic  interest.  As  I  told  you,  the  recent 
ACS  filing  illustrates  that  A.T.  &  T.  continues  to  employ  the  same 
old  discredited  [>olicies.  An  analysis  of  that  filing  reveals,  for  exam- 
ple: (1)  Just  as  in  DDS,  A.T.  &  T.  sought  permission  to  offer  ACS 
while  refusing  to  provide  the  illustrative  rates  required  by  the 
Commission's  rules;  (2)  A.T.  &  T.  has  stated  that,  for  ratemaking 
purposes,  it  will  cost  feicilities  used  in  ACS  on  the  basis  of  the 
unauditable  cost  systems  from  which  the  recently  rejected  D£^ 
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rates  were  derived;  (3)  Even  though  A.T.  &  T.  will  utilize  employees 
which  market  and  sell  the  monopoly  services  to  market  and  sell 
ACS — a  patent  illustration  of  croBB-subsidization — A.T.  &  T.  itself 
projected  that  ACS  would  not  recover  startup  costs  and  the  appro- 
priate rate  of  return  for  6  years;  and  (4)  while  A.T.  &  T.  stated  that 
ACS  would  be  offered  in  DDS  cities,  19  of  the  first  100  cities 
targeted  for  initial  service  are  not  authorized  DDS  cities.  The  only 
remarkable  thing  about  the  choice  of  these  19  cities  is  the  fact  that 
Telenet  and  Tymnet  have  local  access  in  those  cities. 

I  find  most  disturbing,  however,  the  fact  that  the  service  pro- 
vided to  Tymnet  by  A.T.  &  T.  has  deteriorated  over  the  last  6  to  9 
months.  Prior  to  the  middle  of  last  year,  Tymnet  received  excellent 
service  from  A.T.  &  T.  A  year  ago  A.T.  &  T.  was  meeting  90  to  95 
percent  of  the  due  dates  for  installation  of  lines.  Today,  they  are 
meeting  only  60  to  65  percent  of  the  due  dates.  It  appears  tKat  in 
some  cases,  TVmnet's  customers  can  get  lines  more  rapidly  than 
Tymnet  can.  There  has  also  been  at  least  one  recent  delay  with 
respect  to  GTE  services. 

Obviously,  Tymnet  cannot  say  that  the  deterioration  in  service 
results  from  the  decision  of  these  monopoly  carriers  to  enter  the 
resale  data  communications  market.  It  appears  to  me,  however, 
that  the  only  way  of  assuring  that  facilities  will  be  made  available 
to  competitors  on  a  nondiscriminatory  basis,  is  to  require  that 
competitive  services  are  provided  by  an  arm's-length  subsidiary. 

The  history  of  monopoly  carriers'  reaction  to  competition,  and 
our  recent  experiences,  has  lead  Tymnet  to  conclude  that  the 
center  piece  of  this  legislation  is  the  requirement  that  monopoly 
carriers  offer  competitive  services  only  through  fully  separated 
arm's-length  subsidiaries.  This  structure  is  flexible  and  nonpuni- 
tive.  It  encourages  innovation  and  limits  the  need  or  regulatory 
involvement  in  competitive  services.  We  endorse  and  support  it. 

Thank  you. 

Senator  Holungs.  Well,  Mr.  Goldstein,  before  we  give  you  a 
chance  to  rebut,  let  me  £isk  Mr.  Schnee  of  Probe  Research,  as  an 
independent  research  organization  how  is  Probe  Research  fi- 
nanced? 

Mr.  Schnee.  It  is  financed  completely  by  the  principals  and  by 
our  revenues. 

Senator  Holungs.  Does  it  work  for  all  kinds  of  communications? 

Mr.  Schnee.  Yes.  Our  reports  cover  the  widest  possible  range, 
our  customers  run  from  the  Bell  System,  U.S.  Government  on 
down  to  the  small  participants  in  the  industry. 

We  have  quite  a  number  of  clients  overseas  as  well. 

Senator  Holungs.  I  am  not  doubting  you.  I'm  wondering,  the 
cost  of  all  these  studies,  you  say  the  first  thing  we  should  do  is  get 
a  model. 

I  don't  know  whether  Chairman  Cannon  would  allow  us  to 
employ  that  big  a  staff  around  here  to  try  to  break  down  A.T.  &  T. 
I  don't  know  whether  a  6-year  term  is  sufficient  for  a  Senator  to 
talk  about  building  a  model  up  here. 

We  just  have  to  move  in  as  best  we  see  fit.  Who  asked  for  these 
studies  and  who  paid  for  these  studies? 

Mr.  Schnee.  We  have  paid  entirely.  None  of  our  costs  were  paid 
by  anybody. 
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We  have  never  been  financed  or  subsidized  by  anyone.  It  was  all 
paid  out  of  the  pockets  of  the  principals  of  the  company  and  the 
proceeds  of  what  we  have  been  able  to  sell. 

We  look  at  ourselves  as  people  who  have  tried  to  build  a  busi- 
ness, doing  something  we  think  we  know  how  to  do. 

Senator  HoLUNGS.  How  long  has  Probe  Research  been  in  busi- 
ness? 

Mr.  ScHNBB.  As  a  formal  entity,  it  was  in  business  about  2H 
years  or  so.  The  work  had  been  going  on  for  sometime  prior  to  that 
before  we  actually  started  as  an  entity. 

Senator  Hollings.  Mr.  Goldstein,  have  you  had  a  chance  to  look 
at  the  chart  where  Mr.  Grant  spoke  of  63  subsidiaries?  Do  you  find 
anything  unfair  or  improperly  reflected? 

Mr.  Goldstein.  No,  Mr.  Chairman.  I  learned  something  this 
morning.  Some  of  these  I  didn't  know  about.  I  did  know  about  the 
Manufacturers'  Junction  R.R.,  which  constitutes,  I  believe,  8  miles 
of  track  between  the  Hawthorne  works  at  Western  Electric  and  the 
main  line. 

I  have  no  question  that  this  is  probably  an  accurate  chart  I 
would  like  to  comment  on  that  if  you  don't  mind. 

Senator  Hollings.  Surely. 

Mr.  Goldstein.  There  are  two  areas  of  comment. 

The  first  one  pertains  to  the  two  additional  subsidianes  on  the 
overlay.  While  I  think  one  can  read  the  bill  as  requiring  only  those 
two  subsidiaries,  there  are,  of  course,  some  practical  problems.  I 
believe  some  of  these  practical  problems  with  respect  to  the  bond- 
holders have  been  Eilluded  to  in  prior  sessions  of  this  subcommittee 
so  we  may,  in  fact,  be  talking  about  more  subsidiaries  than  that. 

There  may  be  some  subsidiaries  of  operating  companies  rather 
than  national  subsidiaries  as  have  been  indicated  there. 

But  that  brings  me  to  the  next  point.  We  do  have  a  lot  of 
subsidiaries.  We  couldn't  run  the  business  without  these  subsidiar- 
ies. 

I  don't  think  two  or  four  or  even  more  subsidiaries  will  explode 
or  sink  the  Bell  System.  We  don't  object  to  subsidiaries  per  se. 

Let  me  just  suggest  that  there  are  three  conditions  we  would  like 
to  see  with  respect  to  subsidiaries. 

First,  we  ought  not  have  any  unnecessary  ones. 

Second,  we  need  to  make  sure  that  the  subsidiaries,  once  created, 
are  flnancially  viable  and  legally  viable. 

Part  of  the  point  Mr.  Schnee  made  about  the  fact  that  we  don't 
yet  have  financial  models  of  what  these  would  look  like  once  set  up 
is  a  valid  point. 

We  would  need  to  look  at  that. 

Third,  once  we  have  these  subsidiaries,  we  must  be  able  to  work 
with  them.  In  other  words,  subsidiaries  must  be  controllable  by  the 
parent  and  there  needs  to  be  the  possibility  of  reasonable  interac- 
tion between  the  affiliates.  What  I  am  suggesting,  Mr.  Chairman,  is 
that  once  we  understand  the  full  implications  of  the  legislation 
when  it  becomes  law,  that  you  give  the  management  a  chance  to 
exercise  its  judgment  on  the  precise  nature  of  the  subsidiaries  we 
would  be  required  to  set  up. 
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I  simply  would  represent,  I  think,  that  there  has  been  perhaps  a 
misunderstanding.  We  don't  object  to  the  setting  up  of  additional 
subsidiaries  per  se  provided  they  make  sense. 

Senator  Holungs.  Provided  they  are  at  arm's  length.  Let's  talk 
about  that  for  a  second. 

When  you  say  make  sense,  and  dealing  at  arm's  length,  you  have 
£m  entirely  different  cost  accounting  system  for  the  wholly  owned 
subsidiary  as  I  envision  it. 

Is  that  the  way  you  do,  also? 

Mr.  Goldstein.  I  would  eissume  each  subsidiary  would  have  its 
own  accounting  system. 

Senator  Hollings.  We  could  identify  the  cost.  We  might  never 
solve  the  total  cost  allocations  of  the  mammoth  A.T.  &  T.  but  we 
could  say  if  you  went  into  competition  with  Mr.  Harcharik  and 
these  other  organizations,  we  can  see  that  subsidiary  and  find  out 
its  cost  and  capital  euid  financing  and  operation's  expenses,  where 
they  came  from  and  how  to  allocate  it,  so  we  can  see  whether  the 
monopolistic  power  of  A.T.  &  T.  was  being  unfairly  employed  in 
order  to  compete  with  him,  is  that  correct? 

Mr.  Goldstein,  Mr.  Chairman,  there  is  one  problem. 

I  think  certainly  most  of  the  things  you  said  would  be  correct. 
You  could  certainly  separate  a  lot  of  the  costs  if  you  had  a  separate 
subsidiary.  There  is  one  area  where  it  remains  a  difficulty  that  still 
requires  accounting  systems  and  still  requires  some  allocational 
rules. 

That  has  to  do  with  the  joint  use  of  facilities.  What  I  mean  by 
that  is  that  if  a  particular  microwave  system,  for  example,  has  in  it 
circuits  that  serve  both  a  monopoly  and  competitive  service,  one 
still  needs  to  account  for  the  costs  of  that  system  and  needs  to 
separate  these  costs  and  allocate  them  equitably  in  some  way  to 
service  one  and  service  two,  so  that  the  setting  up  of  the  subsidiary 
does  not  obviate  the  need  for  an  accounting  system  and  the  alloca- 
tional rules. 

Senator  Hollings.  Senator  Cannon? 

The  Chairman.  Thank  you,  Mr.  Chairman. 

Mr.  Schnee,  I  was  interested  in  your  comments  about  the  subsidy 
that  A.T.  &  T.  is  getting  now. 

You  say  that  since  1969,  the  company  received  return-free  about 
$11  billion  of  subsidies.  Elaborate  on  that  a  bit,  will  you? 

Mr.  ScHNEE.  Certainly. 

First,  regarding  the  terminology,  this  is  money  that  the  company 
has  the  use  of  return-free.  No  interest  paid  on  it.  No  dividends.  No 
dispute  about  that  point. 

The  way  it  came  about  was  through  two  provisions  in  the  tax 
law  which  went  through  in  the  1969  and  1971  tax  revisions,  and 
there  was  very  little  discussion  of  these  provisions. 

There  were  a  few  witnesses  who  appeared.  I  might  add  in  the 
1969  legislation  the  Chief  of  the  Common  Carrier  Bureau  of  the 
FCC  made  a  statement  criticizing  the  depreciation  provisions.  B^- 
sentially,  what  is  involved  here  are  tax  benefits,  the  use  of  deferred 
taxes  for  tax  purposes  using  accelerated  depreciation,  thereby 
giving  you  a  lower  tax  than  if  you  used  your  normal  straight  line 
for  a  straight-line  company,  emd  the  use  of  investment  tax  credits. 
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Every  company  has  the  right  to  use  those  tax  benefits.  There  is 
no  dispute  about  that.  There  is  no  dispute  about  the  policy  of 
allowing  companies  to  use  the  tax  benefits. 

What  the  legislation  provided  in  effect  was  that  when  A.T,  &  T. 
got  the  tax  break  and  didn't  pay  as  much  taxes  because  it  used 
accelerated  depreciation  and  didn't  pay  as  much  taxes  because  of 
the  investment  tax  credit,  it  still  continued  collecting  those  taxes 
from  the  ratepayers  as  if  they  had  to  be  paid.  This  was  provided  by 
the  law  and  the  distinction  here  is  that  any  other  company  that 
uses  a  tax  break,  whether  it's  an  investment  tax  credit  or  acceler- 
ated depreciation  and  doesn't  pay  the  taxes,  doesn't  have  a  l^al 
right  to  charge  its  customers  as  if  it  were  paying  those  taxes. 

If  it's  in  a  competitive  business,  it  certainly,  if  all  its  competitors 
are  getting  tax  breaks  and  lowering  their  prices,  it  wouldn't  be 
able  to  charge  its  customers  as  if  it  were  still  paying  the  taxes. 

Now,  the  result  of  all  this  is  that  the  whole  theory  of  public 
utilities  in  this  country,  and  all  the  textbooks  agree  on  this,  is 
based  on  the  assumption  that  the  regulators  are  going  to  make  the 
utility  behave  as  much  like  a  competitive  company  as  possible. 

They  are  supposed  to  instill  the  incentives  they  don't  get  because 
they  are  monopolies.  What  we  have  done  here  is,  I  think,  very 
unwittingly  on  the  Congress'  part  because  I  don't  think  there  was 
any  real  discussion  of  this  when  these  very  large  tax  bills  were 
being  considered,  but  what  we  have  done  here  is  we  have  defied 
the  competitive  model. 

In  the  competitive  situation,  you  simply  couldn't  be  charging 
your  customer  for  taxes  you  were  no  longer  collecting  and,  in  fact, 
we  saw  an  example  of  this  when  the  Bell  system  itself  had  to  go 
out  and  sell  PBX's  on  a  competitive  basis. 

The  question  came  up  what  do  they  do  when  they  are  pricing 
this  individual  product? 

We  found  a  case  in  Massachusetts  where  the  record  was  estab- 
lished clearly  and  the  Massachusetts  Commission  stated  in  writing 
their  opinion:  What  the  Bell  system  did  was  price  the  thing  as  if 
their  taxes  had  been  reduced,  as  they  were,  and  didn't  try  to 
chaise  the  PBX  customer  for  this  tax  saving. 

They  passed  it  on  as  a  reduction  in  prices. 

The  Chairman.  What  you  are  really  saying  is  that  that  form  of 
subsidy  found  itself  into  the  competitive  activities  of  the  compaiiy 
in  an  unfair  competition  way  against  other  competitors. 

Mr.  ScHNEE.  What  I  am  saying  is  on  the  competitive  side  where 
they  had  an  incentive  to  try  to  cut  their  price  to  meet  competition, 
they  acted  like  a  competitive  company. 

On  the  other  hand,  they  loaded  it  on  to  the  monopoly  ratepayer, 
that  ratepayer  has  to  keep  paying  these  taxes  because  they  are 
built  into  the  company's  rate  structure  and  into  the  bills. 

Some  of  the  State  regulators,  incidentally,  have  been  trying  to 
f^ure  out  ways  to  avoid  the  impact  of  this  legislation. 

The  only  one  that  apparently  has  succeeded  is  California.  But  I 
think  the  method  used  in  California  is  not  to  be  preferred  to 
actually  rethinking  this  whole  policy  of  how  these  subsidies  came 
about  and  the  impact  on  competition  and  the  capital  market  in  this 
industry. 
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The  Chairman.  Do  you  see  anything  in  this  legislation  that 
would  stop  a  parent  company  from  continually,  let's  say,  lending 
money  to  prop  up  a  competitive  subsidiary  which  is  underpricing 
its  product  and  losing  money? 

Mr.  ScHNEE.  As  legislation  stands  now,  I  don't  see  it. 

The  Chairman.  Do  you  think  that  is  a  problem? 

Mr.  ScHNEE.  Yes,  I  think  it's  a  very  serious  problem  because 
A.T.  &  T.  is  so  large.  If  it  were  a  smaller  company,  if  it  went  on  for 
a  few  years,  I  am  sure  it  would  become  apparent  to  the  financial 
community  that  this  was  financially  an  unhealthy  venture  and 
there  might  be  some  check  on  it. 

But  I  feel  with  A.T.  &  T.,  the  numbers  we  are  talking  about  here 
are  so  lat^e,  and  also  this  entity  might  be  so  complex,  they  might 
be  doing  it  in  selective  areas  and  you  could  see  a  good  deal  of 
competition  wiped  out. 

I  am  sure  in  areas  such  eis  Mr.  Harcharik  was  talking  about,  if 
they  came  on  with  ACS  and  wanted  to  do  that  kind  of  exercise, 
they  could  do  it  for  a  number  of  years  and  you  could  see  competi- 
tion wiped  out  in  a  number  of  areas. 

In  the  final  results,  you  would  have  a  difficult  time  identifying 
what  was  going  on. 

The  Chairman.  What,  if  anything,  do  you  think  we  can  do  about 
that? 

Mr.  ScHNEE.  As  the  legislation  now  stands,  I  eon  very  hard- 
pressed  to  offer  you  an  easy  solution. 

One  of  the  things  I  intended  by  suggesting  that  a  financial  model 
would  be  helpful  was  not  to  get  off  into  an  endless  exercise.  I  think 
some  preliminary  model  is  the  way  to  put  it. 

If  we  looked  at  where  the  money  was  coming  from,  how  big  this 
entity  might  be,  what  the  areas  were  where  there  might  be — and 
how  cross-subsidization  might  occur,  by  breaking  out  the  activities 
of  this  entity  very  carefully,  we  might  come  up  with  some  sugges- 
tions. 

At  the  present  time,  it's  a  very  difficult  problem,  because  this 
le^Iation  stops  short  of  divestiture  and  the  dividing  line  really  as 
I  see  it  between  divestiture  and  what  you  have  done  here  is  that 
the  parent  company  puts  up  the  equity  money. 

That  is  the  right  that  you  have  given  the  compamy.  I  think  that 
trying  to  put  limitations  on  that,  such  as  by  later  regulation,  the 
Bell  system  would  complain  you  have  left  us  this  right  under  the 
legislation. 

That  is  what  we  understand  the  legislation  to  mean. 

I  don't  think  there  are  restraints  that  exist  that  will  help  you 
out  on  that.  I  think  you  are  left  to  their  juo^:ment  as  the  legislation 
stands. 

That  is  the  dividing  line  between  divestiture  and  separated  enti- 
ties, that  purse  string. 

The  Chairman.  Mr.  Goldstein,  as  I  understand  the  existing  Com- 
munications Act,  you  can  continue  to  offer  a  service  which  has 
been  declared  unlawful  until  such  time  as  a  lawful  tarifT  is  settled 
on  by  the  Commission,  is  that  correct? 

Mr.  Goldstein.  With  some  exceptions,  I  believe  that's  true.  I  am 
not  the  expert  on  this. 
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The  Chairman.  Then  if  that  is  given,  in  your  statement  you  say 
and  I  quot«:  "We  obviously  have  an  incentive  to  get  these  tariilis 
approved  so  we  can  get  on  with  the  business  of  offering  service  to 
our  customers." 

It  seems  to  me  there  isn't  any  real  incentive  there  if  you  could 
continue  to  offer  that  service  and  take  tariff. 

For  example,  how  many  years  did  A.T.  &  T.  offer  Telpac  services 
at  rates  which  the  Commission  determined  to  be  unlawful? 

Mr.  Goldstein.  I  don't  know  the  answer. 

The  Chairman.  Would  you  supply  that  for  the  record? 

Mr.  Goldstein.  Surely. 

[The  following  information  was  subsequently  received  for  the 
record:] 

TELPAK  Ratbb 

During  the  hearings  on  May  2,  1979,  Edward  Goldstein,  Aasistant  Financial 
Ofllcer  of  AT&T,  agreed  to  supply  for  the  record  a  response  to  the  question,  "How 
many  years  did  AT&T  offer  TELPAK  services  at  rates  which  the  Commiasion 
determined  to  be  unlawful?" 

TELPAK  has  not  been  offered  at  rates  which  the  Commiasion  has  determined  to 
be  unlawful. 

Soon  alter  the  TELPAK  offering  was  made  in  the  early  1960s,  the  FXX:  instituted 
an  investigation  of  the  lawfulness  of  the  TELPAK  rates  (Docket  No.  14251)  and  in  a 
series  of  orders  found  that  TELPAK  was  a  "like"  communications  service  with 
other  private  line  services  which  were  not  obtainable  at  bulk  rates.  The  Commission 
held  that  the  rate  differentials  established  for  the  former  TELPAK  A  and  B  claaeifi- 
cations  (12  and  24  voice  channels)  could  not  be  justified  in  terms  of  cost  or  competi- 
tive necessity  and  should  be  eliminated.  With  respect  to  the  TELPAK  C  and  D 
classifications  (60  and  240  voice  channels),  the  Commission  concluded  that  these 
rates  were  justified  by  competitive  necessity  but  that  further  investigation  was 
requried  to  determine  whether  these  rates  were  compensatory,  i.e.,  whether  they 
would  bear  their  own  costs  or  would  be  a  burden  on  other  customers  of  Uk 
company.  38  F.C.C.  370  (1964),  37  F.C.C,  1111,  1117-1118  (1964),  38  F.C..C  761  (1965). 
afrd  sub  nom.  American  Trucking  Ass'ns  v.  FCC.  126  U.S.  App.  DC.  236,  377  F.2d 
121  (1966),  cert,  denied.  386  U.S.  943  (1967).  Following  judicial  afTirraance  of  the 
Commission's  decision,  TELPAK  A  and  B  were  eliminated. 

Following  this  Court's  afilrmance,  the  commission  incorporated  the  remaining 
TELPAK  issues  into  Docket  No.  1625S,  which  was  later  consolidated  with  Dodcet 
No,  18128.  The  FCC's  first  Order  in  Docket  No.  18128,  releaed  October  1,  1976,  61 
F.C.C,  2d  587  at  657-59,  had  ordered  that  TELPAK  be  eliminated  by  June  8.  1977. 
becaue  the  rate  differentials  embodied  in  TELPAK  C  and  D  purportedly  were  not 
justified  on  the  grounds  of  competitive  necessity.  However,  in  an  order  adopted  June 
6.  1977,  the  FCC  revoked  its  previous  order  that  TELPAK  be  eliminated  by  June  8, 
and  concluded  It  had  failed  te  give  adequate  notice  of  certain  iseues,  including 
competitive  necessity. 

Contemporaneously  with  these  developments,  in  Docket  No.  20097  regarding  the 
broad  issues  of  whether  resale  and  sharing  of  telecommunications  service  should  be 
required,  the  FCC  found  that  unlimited  sharing  and  resale  of  private  line  services, 
including  TELPAK,  was  appropriate.  60  F.C.C.  2d  261  (1976),  reconaid.  62  F.C.C.  2d 
588  (1977).  affd,  AT&T  v.  FCC  572  F.2d  17  (2d  Cir.  1978).  cert,  denied.  47  U.S.L.W. 
3225  (Oct.  3,  1978).  AT&T  had  previously  indicated  that  a  requirement  of  resale  and 
unlimited  sharing  would  destory  the  economic  validity  of  TELPAK;  accordingly 
tariff  revisions  were  filed  in  March  1977  providing  for  the  elimination  of  TELPAK 
upon  the  effectiveness  of  resale  and  sharing  and,  by  order  adopted  June  2.  1977,  the 
FCC  denied  petitions  to  suspend  or  reject.  64  F.C.C.  2d  959.  The  Department  of 
Justice  and  others  had  filed  judicial  appeals  to  prevent  AT&T's  voiuntai?  withdraw- 
al of  TELPAK  and  such  withdrawal  has  been  temporarily  stayed  by  the  United 
States  Court  of  Appeals  for  the  District  of  Columbia  over  the  objection  of  the  FCC. 
On  July  21,  1977,  over  the  objection  of  the  FCC,  the  D-C.  Circuit  ordered  that  AT&T 
be  enjoined  from  discontinuing  TELPAK  to  customers  served  and  under  the  terms 
and  conditions  then  existing  (i.e..  pre  resale  and  sharing  which  became  effective  on 
July  22.  1977).  The  TELPAK  cases  (No.  77-1333  el  al.)  were  argued  before  the  Court 
on  February  27, 1979. 
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The  Chairman.  Isn't  that  a  disincentive  rather  than  an  incen- 
tive? If  you  can  continue  to  charge  rates,  like  we  heard  here  now, 
the  numerous  rates  that  have  been  held  and  determined  to  be 
unlawful,  and  yet  you  are  continuing  to  charge  them  because  no 
lawful  rate  has  been  approved. 

Mr.  Goldstein.  Senator,  the  question  of  lawful  rates  of  course, 
turns  often  around  this  very  thing  that  I  had  discussed  earlier, 
namely  disagreements  on  the  costing  methodology  that  is  to  be 
used. 

The  problem  with  rates  that  have  been  declared  unlawful  to  us  is 
that  they  raise  the  rather  considerable  uncertainty  in  everybody's 
mind,  since  we  obviously  will  have  to  change  these  rates,  so  the 
incentive  we  have  is  to  remove  that  cloud  from  over  these  tariffs. 

Of  course,  with  respect  to  new  tariff's,  the  Commission  has  no 
requirement  to  allow  these  rates  to  go  into  effect.  So  again,  the 
incentive  is  to  get  these  tariffs  into  effect. 

I  wonder  if  I  might  comment  on  the  tax  matters  that  you  and 
Mr.  Schnee  have  been  discussing. 

The  Chairman.  Sure. 

Mr.  Goldstein.  To  begin  with,  I  believe  there  was  rather  consid- 
erable discussion  when  this  tax  legislation  was  passed  about  the 
issue  of  flowthrough,  which  is  what  Mr.  Schnee  is  talking  about. 

Namely,  whether  these  tax  beneflts  should  be  flowing  through  to 
the  customer  in  the  form  of  immediate  rate  reduction.  With  respect 
to  the  accelerated  depreciation,  of  course,  this  is  a  tax  reduction, 
but  in  the  long  run  we  still  owe  these  taxes  to  jhg  Government. 

With  respect  to  the  investment  tax  credit,  thal^rpose  of  that 
was  to  give  an  incentive  to  ourselves  as  well  as  to  others  who 
benefit  from  this  to  invest  this  money  in  new  facilities. 

Of  course,  if  that  were  flowing  through  to  the  customers,  that 
money  would  not  be  there.  With  respect  to  the  tariff  in  Massachu- 
setts, I  am  not  too  familiar  with  that  particular  matter,  but  I 
believe  that  our  rates,  whether  they  be  for  competitive  services  or 
otherwise,  don't  flow  through  the  tax  benefit  either  for  competitive 
or  monopoly  services. 

As  for  your  question  as  to  how — the  point  Mr.  Schnee  made 
about  the  parent  being  able  to  subsidize  in  effect  a  subsidiary, 
presumably  what  we  are  concerned  about  here  is  that  the  parent 
or  whatever  the  affiliate  is  that  offers  monopoly  services  would  be 
able  to  cross-subsidize  the  competitive  services. 

We  think  there  ought  to  be  a  safeguard  against  that.  I  would 
simply  remind  you  that  the  monopoly  services  will  continue  to  be 
r^ulated  and  presumably  the  regulators  will  have  the  right  to 
make  sure  that  we  don't  cross-subsidize  from  these  services. 

The  Chairman.  My  10  minutes  are  up,  but  if  the  Chairman  will 
permit  me,  I  would  like  to  give  you  the  opportunity  to  respond  to 
that  if  you  care  to. 

Mr.  Schnee.  Well,  about  the  tax  benefit  issue,  Mr.  Goldstein 
made  three  points. 

One  was  on  the  amount  of  discussion  had  at  the  time.  We  went 
back  to  the  records  of  the  legislation  and  you  will  find  those  bills, 
as  I  am  sure  you  will  recall,  contained  quite  a  number  of  other 
provisions  that  got  quite  a  bit  of  attention  but  I  don't  think  this 
issue  of  the  treatment  of  tax  benefits  by  utilities  got  very  much. 
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On  the  record,  the  number  of  statements  made  on  it  were  quite 
few.  I  think  on  ^e  investment  tax  credit  flowthrough,  it  may  have 
been  as  little  as  two  statements  in  the  record. 

A  number  of  the  statements  made  were  quite  perfunctory.  There 
was  no  real  debate.  When  you  consider  the  amount  of  money 
involved  here,  this  is  a  $2.2  billion  a  year  subsidy  to  A.T.  &  T., 
alone. 

The  kind  of  debate  we  had  on  issues  such  as  extending  loan 
guarantees  to  Lockheed  Corp.  or  the  city  of  New  York,  where  the 
gross  dollars  are  really  not  a  fraction  of  what  is  involved  here,  I 
think  the  amount  of  discussion  was  extremly  light. 

Second,  I  think  that  this  idea  of  the  investment  tax  credit  being 
meant  to  provide  an  incentive,  I  think  that  is  likely  to  get  con- 
fused. 

What  we  are  ttilking  about  here  is  not  the  effect  of  the  tax  laws. 
Nobody  is  disputing  that  these  tax  benefits  are  available.  What  we 
are  talking  about  here  is  what  happens  when  a  company  prices  its 
product?  Does  it  charge  its  customer  as  if  it  didn't  nave  an  invest- 
ment tax  credit? 

The  fact  is  that  in  a  competitive  environment,  I  don't  see  and  I 
don't  think  anybody  came  up  with  a  way  that  the  company  can 
price  its  product  as  if  its  tax  rate  were  higher  because  its  competi- 
tors are  getting  the  same  tax  benefits  and  price  their  product 
accordingly. 

It  will  be  underpriced  in  the  market.  There  is  confusion  about 
when  you  cut  taxes— we  had  a  lot  of  discussion  about  that  in  the 
country  in  the  last  year,  about  the  effect  of  cutting  taxes — and  a 
tax  cut  is  designed  to  spur  business  by  lowering  the  level  of  taxes  it 
pays. 

Now,  suppose,  if  somebody  proposed  to  you  that  the  taxes  on 
corporate  income  were  entirely  cut  out  and  said  to  you:  "Will  that 
spur  business?"  We  would  say:  "Yes,  it  has  to." 

But  what  Mr.  Goldstein  is  saying  with  the  A.T.  &  T.  position  is 
that:  "No,  that  isn't  what  spurs  business.  It's  when  you  allow  us, 
eifter  we  have  stopped  paying  taxes,  to  keep  collecting  that  money 
from  our  customers  in  our  prices." 

I  don't  think  there  is  logic  to  that  position.  Furthermore,  in  the 
context  of  the  Massachusetts  case,  since  Mr.  Goldstein  brought  up 
the  point  that  A.T.  &  T.  does  not  flow  through  in  their  competitive 
pricing,  I  would  like  to  read  one  sentence  from  the  opinion  of  the 
Massachusetts  Public  Service  Commission  which  stated  in  r^ard 
to  the  pricing  of  PBX's:  "For  the  purpose  of  determining  the  costs 
of  providing  a  competitive  service.  New  England  Telephone  has 
reversed  this  historic  position  and  in  effect  proposes  direct  flow 
through  of  tax  benefits. ' 

The  Chairman,  Just  one  comment. 

You  might  think  about  this  and  telk  about  this  a  little  later 
because  my  time  is  up,  but  it  would  seem  to  me  on  the  investment 
tax  credit,  if  they  are  using  that  for  a  real  true  investment,  this  is 
saving  them  from  going  out  on  the  open  market  and  acquiring 
funds  to  create  that  investment  with. 

If  they  do  that,  that  certeinly  is  a  proper  part  of  the  rate  base. 

My  time  is  more  than  up.  Just  think  about  that  a  little.  That 
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Thank  you. 

Senator  Hoixinos.  Thank  you. 

Senator  Goldwater. 

Senator  Goldwater.  Yes,  Mr.  Chairman. 

The  purpose  of  this  legislation  is  to  provide  the  best  service  to 
the  customer. 

Frankly,  I  believe  the  proponents  are  thinking  in  that  direction, 
the  main  thrust  of  their  argument  seems  to  be  cut  down  A.T.  &  T. 

We  hear  a  lot  about  fair  competition.  We  hear  that  A,T.  &  T. 
long  lines  should  be  established  as  a  separate  entity. 

I  would  like  to  suggest,  Mr.  Chairman,  that  these  people  who  are 
opposed  to  A.T.  &  T.  prepare  a  model  we  can  look  at. 

Frankly,  this  chart  doesn't  show  me  anything. 

We  are  trying  our  best  to  make  head  or  tail  out  of  a  system  that 
is  leu^ely  Greek  to  most  of  us. 

I  would  like  to  see  the  opponents  of  A.T.  &  T.  or  any  other 
company  that  seems  to  be  in  a  dominant  antitrust  position  prepare 
a  model  of  what  the  system  would  look  like. 

We  have  the  best  telephone  system  in  the  world.  It  was  brought 
about  by  a  large  number  of  small  telephone  companies  working 
together  with  one  big  telephone  company. 

Our  rates  go  down  year  after  year.  Profits  seem  to  stay  up.  The 
question  in  my  mind,  Mr.  Chairman,  is  if  we  break  up  A.T.  &  T.  as 
is  being  suggested,  do  we  wind  up  with  better  or  worse  telephone 
service? 

There  is  a  strong  tendency  in  this  country— unfortunately,  I 
believe — to  criticize  bigness.  While  I  don't  propose  for  1  minute  to 

Erotect  unwarranted  domination  of  am  industry,  until  something 
etter  can  be  su^ested,  I  will  have  to  go  along  with  it. 

I  would  like  to  begin  to  see  some  models  presented  to  us  on  what 
would  happen. 

For  example,  how  are  we  going  to  break  up  the  A.T.  &  T. 
switching  system?  There  is  no  way  that  I  can  think  of  that  more 
than  one  company  could  handle  this. 

More  than  one  company  might  participate  in  its  management, 
participate  in  its  profits,  but  I  don't  know  if  that  would  make  it 
better  or  worse. 

I  have  a  question  for  Mr.  Goldstein. 

Last  week  I  asked  your  chairman  how  enactment  of  the  provi- 
sions of  S.  611  requiring  fully  separate  subsidiaries  would  affect  the 
ability  of  A.T.  &  T.  and  its  operating  companies  to  fulfill  their 
obligations  to  bondholders. 

I  didn't  get  much  of  an  answer.  Do  you  have  one? 

Mr.  Goldstein.  I  referred  to  that  very  briefly  when  I  commented 
on  that  chart.  We  believe  that  in  order — if  we  were  to  set  up  a 
subsidiary,  that  there  would  be  some  considerable  difficulty  in 
setting  up  some  national  8ul»idiary  such  as  the  one  that  has  been 
depicted  on  this  chart. 

We  need  to  have  the  present  telephone  companies,  the  issuer  of 
these  bonds,  in  some  instances,  at  least,  be  the  owner  of  that  same 
business. 

You  can't  just  transfer  property  back  and  forth  willy-nilly.  I 
believe  there  is  a  paper  being  prepared.  Senator  Goldwater,  to 
Emswer  that  more  specifically,  but  there  is  in  fact  deep  concern  to 
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us  with  respect  to  these  bondholders  if  we  were  to  start  transfer- 
ring property  around. 

Senator  Goldwater.  I  was  told  after  last  week's  hearing  that 
you  are  proceeding  in  an  assiduous  way  to  develop  an  auditing 
system. 

Are  you  really  doing  that? 

Mr.  Goldstein.  Yes,  sir.  We  have  spent  about  $400  million  so  far 
since  1973.  We  are  probably  about  half  way  through. 

Right  now,  the  main  activity  there  is  the  revision  of  the  uniform 
system  of  accounts.  As  you  know,  the  FCX^  promulgated  a  notice  of 
proposed  rulemaking  Ifist  July.  We  responded  to  that. 

Incidentally,  I  might  say  that  we  don't  object  to  the  disaggr^fa- 
tion  of  our  costs  that  has  been  required  by  the   USOA   notice. 

We  have  told  the  FCC  we  would  disaggregate  our  cost.  We  do 
have  some  problems  with  the  particular  method  they  have  suggest- 
ed, but  we  have  no  objection  to  the  kind  of  disaggr^ation  they  are 
talking  about.  We  are  proceeding  on  it. 

We  hope  to  hear  from  the  FCC  with  some  preliminary  decisions 
at  lesist  this  summer. 

Chairman  Ferris  said  there  would  be  information.  We  don't 
know  when  we  will  get  a  final  order  from  the  FCC  on  that  or  what 
it  will  say,  but  we  are  working  assiduously  on  doing  the  work  that 
is  necessary  for  any  kind  of  accounting  system  r^ardless  of  how 
that  order  will  finally  come  out  from  the  FCC. 

Senator  Goldwateh.  What  is  the  present  bonded  indebtedness  of 
A.T.  &  T? 

Mr.  Goldstein.  I  guess  it's  a  little  less  than  half  of  the  capital 
structure.  It  must  have  been  around  $50  billion. 

Senator  Goldwater.  Fifty? 

Mr.  Goldstein.  $50  billion,  yes,  sir,  something  like  that.  Give  or 
take  a  few  billion. 

Senator  Goldwater.  What  are  your  present  financing  arrange- 
ments? 

Mr.  Goldstein.  I  am  not  sure  I  understand  that  question. 

Senator  Goldwater.  What  are  your  present  financing  arrange- 
ments? Can  you  give  us  a  quick  guess  as  to  how  you  go  about 
acquiring  $50  billion? 

Mr.  Goldstein.  As  I  say,  our  debt  ratio  is  something  less  than  50 
percent.  We  finance  basically  from  three  sources.  Equity,  debt,  and 
then  internal  finamcing,  a  good  deal  of  which  is  the  tax  issues  that 
Mr.  Schnee  talked  about,  plus,  of  course,  retained  earnings. 

We  go  to  the  bond  market  fairly  often.  Generally  a  couple  of 
hundred  million  dollars  at  a  time. 

Mostly  the  bond  market  we  take  advantage  of  is  through  our 
subsidiaries.  That  is,  through  the  operating  telephone  companies 
rather  than  the  parent.  It's  the  parent  that  offers  equity  that  is 
necessary. 

I  am  not  sure  I  answered  your  question  properly  but  I  will  be 
glad  to  furnish  more  information. 

Senator  Goldwater.  How  would  these  arrangements  be  changed, 
if  the  legislation  required  fully  separate  subsidiaries? 

Mr.  Goldstein.  I  am  not  sure  I  know.  That  would  depend  on  just 
what  the  l^islation  said. 
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If  they  are  truly  subsidiarieB  of  A.T.  &  T.,  I  assume  we  could 
continue  to  finance  more  or  less  in  the  same  way  that  we  are 
financing  now.  But  clearly  there  is  some  uncertainty  at  the 
moment  as  to  just  what  this  legislation  will  say. 

Senator  Goldwater.  Do  any  of  the  rest  of  you  disagree  with 
that? 

That  is  the  way  I  read  the  legislation. 

I  think  you  gentlemen  can  understand  our  problem.  When  we 
are  looking  at  a  company  that  hfis  bonded  debt  of  about  $50  billion, 
and  that  is  half  their  worth,  that  is  a  big  company.  Now  it's  easy 
for  the  average  American  and  the  average  Member  of  Congress, 
who  only  associates  money  like  that  with  the  Federal  Government, 
to  see  in  that  operation  a  dominance  approaching  complete. 

I  am  not  saying  at  this  moment  that  I  believe  A.T.  &  T.  does 
dominate,  or  dominates  to  the  point  that  it  harms  service. 

I  think  you  provide  a  great  service.  Not  just  you,  but  all  people 
in  this  particular  branch  of  the  communications  business.  But  I 
would  close,  Mr.  Chairman,  by  suggesting  that  these  witnesses  and 
others,  if  they  feel  inclined,  get  their  heads  together  and  come  up 
with  something  that  they  can  present  to  us  that  can  guide  our 
deliberations  on  a  Communications  Act  that  unfortunately  has  to 
contain  some  reference  to  size. 

I  am  at  a  loss  right  now  to  picture  in  my  mind  a  model  emd  I 
don't  understand  why  some  small  companies  would  want  to  break 
away  from  this  system.  I  am  not  the  least  bit  convinced  that 
breaking  up  A.T.  &  T.'s  long  lines  will  cause  rates  to  come  down, 
but  my  mind  is  open. 

If  any  of  these  witnesses  want  to  come  back  at  any  time  of  the 
day  or  night  and  present  us  with  arguments  relatii^  to  the  writing 
of  this  bill,  1  would  certainly  like  to  hear  them,  because  it  hfis 
become  obvious  to  me  that  the  general  thrust  in  this  small  part  of 
the  total  communications  picture  is  to  cut  down  A.T.  &  T. 

That  is  all  I  have. 

Senator  Holungs.  Let  me  say  a  word  before  I  yield  to  Senator 
Exon. 

For  one  thing,  we  have  given  incentives  to  develop  expertise  in 
this  accounting  field.  We  do  it  with  the  Department  of  Defense.  A 
distinguished  Senator  told  me  the  average  stay  of  the  Secretary  in 
the  Etefense  Department  was  only  about  1 1  months,  if  run  by  the 
Civil  Service,  and  we  were  all  looking  at  Defense  and  the  budget  in 
a  different  light. 

When  the  institution  put  in  the  mission  control  approach,  we 
found  out  the  armed  services  is  following  that  same  approach,  and 
so  is  the  Appropriations  Committee,  so  Congress  is  banning  to 
look  at  what  is  the  mission  to  be  accomplished  and  how  much 
money  is  to  be  allocated. 

California  gets  a  lump  sum  for  personnel  and  equipment  and 
operations  and  maintenance  and  that  sort  of  thing. 

We  began  to  develop  some  awareness — not  necessarily  exper- 
tise— about  the  mammoth  problems  involved  there  with  A.T.  &  T. 
as  to  how  you  allocate  all  these  things.  It's  a  real  problem.  1  know 
one  school  of  thought  says  you  have  complete  divestiture  and  that 
is  what  we  will  do  in  this  bill. 
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I  don't  think  we  will  get  that  through  the  Congress.  But  various 
groups  are  saying  we  are  not  an  antitrust  group.  The  Senator  from 
Arizona  and  others  asked,  and  we  will  have  the  Attorney  General 
come  up,  and  I  don't  think  we  are  an  antitrust  group  that  will 
foster  immunity.  One  group  would  like  us  to  have  divestiture  and 
another  would  like  us  to  grant  immunity.  I  don't  think  either  one 
will  get  through  the  national  Congress. 

I  am  back  to  my  real  question  of  an  important  panel  of  this  kind: 
Can  you  really  intelligently  legislate  without  divestiture  or  without 
immunity  and  move  on  realisticEiIly  to  confront  the  developing  field 
of  competition  and  computerization  in  communications  without  de- 
stroying the  fundamental  service  on  the  one  hand  and  being  fair  to 
all  these  folks  who  are  out  there  that  are  competing  without  caus- 
ing further  bankruptcies,  and  what  have  you,  through  noncompeti- 
tive practices? 

I  don't  know  that  we  Cfui.  We  are  making  an  honest  try.  We  are 
not  out  to  get  A.T.  &  T.  But  we  are  not  out  to  be  snookered  by 
them  either. 

We  will  have  to  do  our  level  best. 

Senator  Exon. 

Senator  Exon.  To  follow  up.  basically,  what  Senator  Goldwater 
said  and  what  the  chairman  said,  gentlemen,  we  find  ourselves  up 
here — specially  myself  as  a  new  member  of  the  committee — like  an 
umpire  between  two  competing  teams,  it  seems  to  me. 

Generally  speaking,  my  philosophy  has  been  that  I  am  not 
against  bigness  as  such.  If  we  had  the  ideal  situation,  I  suspect,  we 
would  allow  companies  to  grow  and  develop  as  they  see  fit  Etnd 
maybe  have  only  the  antitrust  laws  to  make  sure  that  there  is  not 
total  monopoly  control.  I  guess  the  first  question  I  would  like  to 
ask  is  probably  of  you,  Mr.  Goldstein,  because  I  suspect  the  other 
three  witnesses  we  heard  this  morning  are  indeed  in  favor  of  some 
kind  of  change  in  the  law,  but  what  about  you?  Is  the  position  of 
A.T.  &  T.  that  we  should  not  tamper  with  the  present  act  we  have 
on  the  books? 

Mr.  GOLOSTEiN.  No;  that  is  not  our  position.  Our  position  is  that 
clarification  of  these  issues  is  needed,  and  it's  needed  through 
legislation  from  the  Congress,  which  is  really  the  only  agency  that 
can  express  policy  of  the  people. 

Senator  Exon.  I  asked  a  similar  question  of  your  superior,  when 
he  testified  before  the  committee,  I  think,  last  week 

Mr.  Goldstein.  I  hope  I  didn't  disagree  with  him. 

Senator  Exon.  I  didn't  ask  that  question.  I  was  warning  you  of 
the  question  I  am  about  to  ask. 

What  communications,  discussion,  understanding  or  attempts  at 
understanding  have  been  made  between  A.T.  &  T.  and  the — in 
other  words,  the  mother — and  the  kid,  adopted,  illegitimate  or 
otherwise,  that  are  in  this  business? 

What  discussion  goes  on  between  A.T.  &  T.  and  the  smaller 
companies  that  are  involved  in  the  overall  communications  busi- 
ness? Do  you  sit  down  and  talk  or  try  to  work  out  your  problems? 

Following  what  was  suggested  by  several  members  of  the  com- 
mittee this  morning,  if  you  people  could  get  together  and  be  of  help 
to  us,  then  we  could  be  more  effective  as  umpires. 
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Mr.  Goldstein.  Are  you  referring  specifically  to  discussions  re- 
garding this  legislation,  sir? 

Senator  Exon.  Yes,  specifically  about  this  legislation.  Have  you 
attempted  meeting  with  the  other  companies  to  come  to  some 
general  agreement  among  the  conflicting  parties? 

Mr.  Goldstein.  I  have  not  been  part  of  any  such  agreement,  but 
I  believe  there  does  exist  a  coordinating  council  of  the  industry 
that  includes  A.T.  &  T.,  as  welt  as  the  independent  telephone 
companies,  and  I  believe  that  they  have  held  considerable  discus- 
sions on  this  subject. 

As  I  say,  I  have  not  been  party  to  that. 

Senator  Exon.  If  they  held  these  meetings,  is  there  anything 
they  agree  on  and  possibly,  after  you  answer  that  question,  is  there 
anythmg  they  agree  on,  maybe  the  other  members  of  the  panel 
would  comment? 

Mr.  Goldstein.  There  are  a  number  of  things  they  ain-ee  on. 
Indeed,  in  the  preliminary  hearings  last  fall  in  the  House,  Senator, 
I  believe  that  there  were  several  witnesses  on  behalf  of  the  indus- 
try who  submitted  some  documents  on  the  problem  as  they  saw  it 
then.  I  think  there  has  probably  been  some  movement  since  then. 

Yes,  I  believe  there  are  a  number  of  things  they  agree  on,  and  I 
wouldn't  be  surprised  if  there  were  a  number  of  things  they  didn't 
agree  on. 

As  I  say,  I  have  not  been  a  party  to  this,  but  I  am  sure  someone 
could  tell  you  about  those  discussions,  if  you  would  like. 

Senator  Exon.  Are  those  discussions  continuing  during  the 
Senate  deliberations  on  this  bill  and  counterparts  in  the  House? 

Mr.  Goldstein.  I  wouldn't  be  surprised,  but  I  don't  have  direct 
knowledge. 

Senator  Exon.  Would  you  gentlemen  care  to  comment? 

Mr.  Grant.  There  have  been,  of  course,  some  outputs  from  the 
industry  on  this  matter  in  the  form  of  recommendations  to  Con- 
gress. 

Just  look  over  the  past  few  ^ars  on  this  matter,  there  is  what 
we  fondly  call  the  Bell  bill.  That  was  a  recommendation.  That 
recommendation  would  put  us  out  of  business.  Then  there  was  the 
dilenmia  in  telecommunications.  That  was  an  industry  committee 
formed.  We  weren't  invited,  but  it  v/aa  an  industry  committee  of 
the  established  telephone  companies. 

They  did  a  lot  of  hard  work  on  that,  I  am  satisfied  of  that. 

And  that  one  would  have  put  us  out  of  business.  So  from  the 
standpoint  of:  Has  there  been  some  consideration  on  the  part  of  the 
telephone  industry?  Yes,  I  believe  that  question  can  be  answered 
rather  positively. 

And  I  think  it's  the  output  of  the  industry  plus  the  results  that 
have  been  coming  out  of  the  marketplace  that  have  brought  this 
bill  to  the  point  where  it  is  today.  It's  not  a  divestiture.  It's,  in  my 
personal  opinion,  a  very  practical  approach  to  the  solution  of  a 
very  difficult  problem. 

It  isn't  fill  we  would  like.  We  would  prefer  divestiture  as  a 
solution.  On  the  other  side  of  the  offense,  we  believe  the  bill  Is  a 
practical  bill  that  takes  a  step  that  if  it  works,  that  is  enough. 

If  it  doesn't  work,  maybe  divestiture  is  the  only  answer.  So  we 
look  on  it  as  a  practical,  workable  step  of  setting  up  subsidiaries 
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which  in  themselves  must  be  independent  in  their  management, 
flnancing  and  directors. 

Senator  Exon.  If  it  doesn't  work,  we  will  have  to  do  more? 

Mr.  Grant.  If  it  doesn't  work,  the  Congress,  as  is  the  case  with 
other  industries,  is  perhaps  faced  with  takuig  Euiother  step. 

In  our  opinion,  this  is  a  very  practical,  workable  approach  to  a 
knotty  problem. 

Senator  Holungs.  Was  Mr.  Goldstein  nodding  his  head  there? 

Mr.  Goldstein.  Usually,  I  find  a  lot  to  agree  about  with  Mr. 
Grant.  The  point  I  was  making  here  is  that,  as  I  underatood  him  to 
say,  that  he  does  not  believe  that  there  need  be  any  more  drastic 
steps  taken  and  that  you  want  to  look  at  this  in  an  experimental 
way.  Will  this  do  the  job  or  won't  it? 

We  believe  something  like  the  approach  in  this  bill  with  some  of 
the  changes  we  would  suggest  and  have  suggested  could  very  well 
work. 

We  believe  it  will  work.  If  it  doesn't  work,  then  you  gentlemen 
obviously  have  another  job  to  do. 

Mr.  Haschasik.  I  would  like  to  say  that  I  think  the  industry 
council  Mr.  Goldstein  refers  to  includes  all  the  traditional  carriers, 
but  I  don't  think  it  includes  we  folks  out  there  competing,  I  don't 
know  if  we  are  in  that  circle.  I  don't  want  to  infringe  upon  your 
time,  but  I  am  disturbed  that  in  general  you  are  concluding  that 
we  all  just  want  to  break  up  A.T.  &  T.  That  is  not  at  all  the  case. 

Roughly  10  years  ago,  somebody  decided  they  wanted  to  encour- 
age competition  in  the  communications  industry. 

Shortly  thereEifter,  there  begsm  to  be  very  good  results  for  John 
Q.  Public,  as  a  result  of  competition. 

Services  that  our  company  provides  are  offered  roughly  at  one- 
fifth  the  price  to  users,  that  A.T.  &  T.  services  were  ofTered  that 
solved  that  same  type  of  problem. 

I  think  our  point  is  without  some  kind  of  legislation — again,  we 
think  S.  611  comes  very  close  to  this — that  can  protect  the  competi- 
tor from  the  cross-subsidization,  competition  can't  exist. 

I  too  believe  we  have  a  good  phone  system.  Even  Mr.  Grant 
probably  uses  A.T.  &  T.  phones  every  day.  However,  we  are  com- 
peting. We  are  improving  areas  of  the  communications  industry  to 
the  user. 

It  doesn't  take  the  breaking  up  of  A.T.  &  T.  It  simply  takes 
something  that  will  avoid  them  taking  monopoly  ratepayer  money 
and  subsidizing  in  an  unfair  way  anticompetitive  practices  with 
which  we  must  compete. 

So  I  don't  think  we  should  focus  on  the  idea  we  want  to  smash 
up  A.T.  &  T.,  because  it's  big. 

Senator  Exon.  That  was  a  lengthy  reply  to  my  question,  but  I 
understand  you  wanted  to  get  that  in  the  record.  I  have  no  other 
questions  at  this  time,  Mr.  Chairman.  Thank  you. 

Senator  Holungs.  We  will  leave  that  record  open.  I  would  like 
the  specifics,  the  specifics  of  a  separate  arm's  length  entity. 

Do  you  think  we  have  adequately  addressed  the  problem  in  the 
l^islation  or  not? 

Mr.  Hahchasik.  You  certainly  addressed  it.  There  are  a  few 
areas  in  which  we  would  like  to  see  some  things  strengthened  and 
tightened  up. 
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I  am  still  concerned  that  it  leaves  too  much  to  the  Commission  to 
decide  when  a  monopoly  carrier  needs  to  create  a  category  1  carri- 
er for  competition.  There  is  too  much,  I  feel,  that  the  Commission 
can  decide  after  hearing  that  might  continue  to  allow  the  present 
circumstances  to  exist  in  the  future. 

So  in  that  regard,  we  would  like  to  see  it  made  more  specific, 
about  the  creation  of  arm's  length  subsidiaries. 

The  other  thing  is 

Senator  Holungs,  Or  perhaps  grant  them  more  power.  You  get 
a  litany  of  the  illegalities  of  the  various  rates  but  nothing  has  been 
done. 

The  Commission  itself  has  not  had  adequate  power,  in  other 
words,  so  that  is  another  thing  we  would  put  in  the  legislation. 
Seemingly,  the  Commission  made  objective  studies. 

They  have  led  the  way  to  competition. 

Mr.  Harcharik.  Yes,  sir.  That  leads  me  to  the  second  point. 

I  don't  know  how  you  do  this  but  I  would  like  to  see  more  teeth 
in  it.  I  would  like  to  see  something  that  would  prevent  things  like 
we  were  referring  to  earlier  where  we  csui  go  on  for  5  to  7  years 
with  tariffs  beii^  declared  unlawful  by  the  Commission  and  in 
some  cases,  by  courts,  and  still  continue  to  have  these  services 
offered. 

There  seems  to  be  no  penalty  for — maybe  take  all  the  revenues 
for  something  like  7  years  and  subsidize  social  security  with  it  or 
something,  I  don't  know. 

But  there  is  no  penalty  now. 

Senator  Exon.  If  you  were  smart,  you  would  withdraw  that 
statement  from  the  record. 

Senator  Holungs.  Mr.  Schnee,  seemingly  as  you  see  it,  you  will 
have  to  have  complete  divestiture  or  do  you  see  this  as  an  interim 
approach  as  Mr.  Grant  has  testified  where  given  a  try,  it  could 
work  or  do  you  think  from  your  expertise  you  will  have  to  have 
divestiture,  it  just  won't  work? 

I  don't  want  to  improperly  characterize.  I  am  trying  to  get  the 
real  thrust  of  your  statement. 

Mr.  Schnee.  I  would  not  reject  this  approach  because  I  think  you 
are  doing  a  number  of  things  in  the  l^slation  that  could  be 
beneficial. 

My  concern  is  that  if  we  just  get  a  rather  gigantic  entity  with  a 
bunch  of  lines  of  business,  and  we  have  broken  off  from  A.T.  &  T.'s 
some-odd  billion  dollars  revenue  $15  billion  or  something  and  now 
we  will  try  to  figure  out  what  both  of  those  resulting  companies 
are  doing,  I  don  t  think  you  will  get  the  benefits  of  it  that  the 
I^islation,  I  think,  anticipates.  I  think  it  was  drafted  with  the 
benefits  in  mind. 

I  think  there  has  to  be  some  clear  breakdown  of  each  line  of 
business  that  that  entity  is  doing.  I  think 

Senator  Holungs.  What  about  conditions  on  a  monopoly  parent 
continuing  to  pour  equity  money  into  a  loss-making  subsidiary? 

Can  we  place  conditions  in  the  legislation— it's  difficult  to  cate- 
gorically write  it  in  black  and  white  in  the  legislation,  particularly 
when  it  s  either  competitive  or  noncompetitive. 

Someone  has  to  make  that  financing. 
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Mr.  ScHNEE.  I  haven't  found  a  solution,  frankly.  I  have  given  it 
some  thought.  Perhaps  not  as  much  as  it  deserves  yet.  But  you 
have  a  real  problem.  The  way  limitations  have  classically  been 
placed  on  has  been  through  things  like  rate  of  return  regulation 
which  is  something  you  absolutely  don't  want  here. 

That  entity  has  the  right  to  earn  as  much  as  it  can  as  a  competi- 
tor and  trying  to  regulate  its  rate  of  return  on  the  downside  nugbt 
give  you  a  mechanical  tool,  but  I  suspect  alt  you  would  wind  up 
doing  is  promoting  some  regulatory  excercises  that  you  probably 
don't  want  to  promote  anyway. 

I  think  in  terms  of  any  absolute  limit  on  it,  it's  very  difficult  to 
see.  Whatever  you  did  would  have  the  degree  of  artificiality. 

For  example,  if  you  said  to  A.T.  &  T.,  OK,  desi^ate  these  activi- 
ties and  prescribe  how  much  equity  you  will  put  in  at  the  start  so 
this  can  be  self-financing  in  wie  future— if  it  wants  to  go  into 
another  line  of  business,  go  through  that  same  activity  at  the 
outset. 

You  get  one  shot  to  put  equity  in  and  after  that,  this  business 
goes  on  as  a  competitor  or  not.  I  am  sure  that  A.T.  &  T.  would 
object  because  there  are  a  lot  of  things  you  can't  foresee  at  the 
outset. 

I  have  gone  through  financing  new  companies  myself  on  a  small- 
er scale  than  this. 

But  nonetheless,  I  am  aware  of  the  practical  problems.  Finding  a 
formula  which  actually  somehow  gives  you  some  way  to  check  on 
the  equity  flow  is  where  I  think  you  run  into  you  knottiest  prob- 
lem. 

I  see  suggestions  but  I  don't  say  they  are  the  answer. 

Senator  Hollings.  What  about  the  bottom  line?  When  you  have 
separate,  arm's  length  subsidiaries,  are  they  workable  in  the  con- 
text of  the  continued  good  interstate  total  ctilling  system,  long- 
distance lines? 

I  can  see  myself  on  the  Senate  floor  and  they  say,  "Well,  you 
have  done  a  good  job.  We  appreciate  ell  the  hard  work.  But  you 
can't  do  it  because  it  will  mess  up  all  the  long-distance  calling.  You 
have  to  have  A.T.  &  T.,  one  entity,  operates  all  long-distance  calls 
and  this  arm's  length  subsidiary  sounds  good  in  the  classroom  but 
in  real  life,  it  won't  work." 

Do  you  find  it  workable? 

Mr.  ScHNEE.  I  am  not  too  frightened  of  that.  One  of  the  reasons 
is  when  you  get  down  to  the  real  record  of  accomplishment  in  this 
area,  I  think  the  company  takes  credit  for  a  good  deal  more  than 
th^  have  accomplished. 

One  of  the  pieces  I  wrote  noted,  and  it's  interesting  to  me,  that 
Chairman  deButts  was  up  before  the  House  committee  and  gave  a 
three-paragraph  description  on  what  it's  like  to  manage  the  system 
and  it  contained  phrases  such  as  "constantly  balance  and  rebalance 
the  capacity  of  our  switching  centers  and  treinsmission  lines  *  *  * 
take  account  of  changing  call  patterns  *  *  *  the  opportunities  that 
new  technology  edfords  *  *  *  do  it  at  the  lowest  cost  *  *  *  requires  a 
unified  system,  requires  a  unified  approach  to  its  management,  et 
cetera. 

It  happened  that  shortly  before  that — this  testimony  took  place 
in  early  1977 — the  Commission  came  down  with  an  opinion  in 
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docket  19129,  which  had  gone  into  the  management  of  the  network 
in  great  detail.  There  was  a  lot  of  discussions  about  it  in  the 
docket.  The  FCC  found,  first  of  all,  there  had  been  persistent 
overinvestment  in  the  network.  It's  presently  underutilized. 

It  was  underutilized  in  prior  years  as  well."  A  high  percentage  of 
idle  plant  during  most  of  the  business  day.  Much  excess  capacity.  A 
general  overbuilding  of  the  interstate  total  network." 

What  was  even  more  shocking  to  me  was  that  in  the  preliminary 
opinion  of  the  judge  who  heard  the  evidence — an  opinion  which 
was  almost  ill-advisedly  favorable  to  A.T.  &  T.,  due  to  a  number  of 
findings  the  FCC  later  threw  out — but  when  he  came  to  the  issue 
of  the  management  of  this  interstate  network,  what  he  said  was: 

It's  strange,  perhape  bordering  on  the  Kafkaesque,  that  the  Commission  has  never 
attempted  to  examine  in  depth  the  engineering  of  Bell's  telephone  network. 

One  is  also  left  in  some  doubt  insofar  as  the  present  record  is  concerned — and  it 
was  a  very  thorough  record^whether  Bell  itself  ever  conducted  a  thorough  analysis 
of  its  own  network  which  for  all  that  appears  herein  grew  by  leaps  and  bounds 
without  a  great  deal  of  serious  consideration  to  possible  cost  savings, 

[  don't  think  on  the  record  we  have,  that  1  am  frightened  by 
'ng  alternatives  in  the  long-distance  system, 
"bought  must  be  given  to  that.  The  good  parts  of  what  long  lines 
accomplished  we  want  to  retain  but  the  company  has  consistently 
taken  much  too  much  credit  and  painted  this  as  being  an  achieve- 
ment which  exceeds  reality. 

Senator  Holungs.  We  have  another  panel. 

Do  you  have  any  further  questions? 

The  Chairman.  1  think  1  better  defer  them. 

Senator  Holungs.  Thank  you  very  much. 

Our  next  panel  consists  of  Mr.  Jerritts,  Mr.  McGowan,  Mr. 
Beere,  and  Mr.  Whitney. 

We  will  start  with  Mr,  Beere. 

STATEMENTS  OF  STEPHEN  G.  JERRITTS,  HONEYWELL  INFOR- 
MATION  SYSTEMS,  INC.;  WILLIAM  G.  HcGOWAN,  MCI  COMMU- 
NICATIONS CORP.;  MAX  BEERE,  TRW;  AND  L.  C.  WHITNEY. 
COMPUTER  &  COMMUNICATIONS  INDUSTRY  ASSOCIATION 

Mr.  Beere.  Thank  you,  Mr.  Chairman,  and  members  of  the  sub- 
committee. 

I  must  preface  my  remarks  by  issuing  a  disclaimer — I  am  not 
representing  TRW  and  the  positions  I  am  presenting  are  not  neces- 
sarily those  of  TRW. 

I'm  speaking  as  an  industry  observer  and  as  an  industry  partici- 
pant. But,  as  my  experience  has  in  part  been  with  TRW,  I  will  rely 
heavily  on  that  experience  using  TRW  as  an  example.  My  remarks 
then  will  be  based  on  TRW  and  companies  like  TRW,  the  multina- 
tionals. 

The  companies  who  find  themselves  operating  in  many  countries 
of  the  worm,  many  States  of  the  Union  and  cities  of  all  sizes.  It's 
these  large  companies  from  which  the  communications  industry 
derives  large  portions  of  its  revenue  that  will  be  impacted  by  the 
efforts  of  this  committee. 

These  companies,  made  up  of  many  smaller  divisions  and  smaller 
companies,  are  usually  widely  dispersed  geographically,  diversified 
in  product  line  and  held  together  by  tight  financial  controls. 


Dig,, z.d  by  Google 


1126 

Though  my  current  experience  is  with  larger  companies,  my 
remarl^  are  equally  applicable  to  the  sjnall  business  because  TRW, 
like  many  large  companies,  is  a  composite  of  many  small  businesB- 
es,  each  of  which  heis  a  responsibility  for  its  own  destiny. 

I've  taken  the  time  to  develop  this  beise  bo  that  you  might  better 
understand  my  position.  It  is  within  this  business/induatry  envi- 
ronment that  communication  is  so  critical. 

I  believe  the  work  that  is  being  done  now  to  rewrite  the  Commu- 
nications Act  of  1934  is  of  pivotal  interest.  I  say  pivotal  because  I 
believe  that  the  great  strides  industry  will  or  can  make  in  the  near 
future  will  be  made  based  on  industry's  communication  knowledge 
and  the  freedom  to  exercise  that  knowledge. 

This  translates  into  higher  productivity,  lower  costs  and  more 
jobs.  I  applaud  your  efforts  toward  controlled  deregulation  of  com- 
munications and  the  introduction  and  fostering  of  competition 
which  in  my  estimation  will  hasten  technological  advances  that 
will  make  more  communication  capability  available  to  more  people. 

But  1  have  some  concerns.  I'm  concerned  that  there  be  full  and 
fair  competition  and  1  wonder  if  this  can  be  guaranteed  by  the  FCC 
via  an  appropriate  accounting  structure  as  is  indicated  could  be  the 
case  for  a  category  II  entrant  into  a  competitive  market  s^ment 

I  believe  the  fully  separated  subsidiaries  might  be  a  more  work- 
able option. 

I'm  concerned  that  the  FCC  is  to  be  given  such  blanket  authori- 
zation to  establish  and  enforce  requirements  with  respect  to  design, 
manufacture,  and  maintenance  standards  for  telecommunication 
equipment  and  electronic  equipment  intended  for  connection  with 
a  telecommunication  network. 

I  understand  the  interest  is  to  merely  foster  the  already  existent 
registration  or  certification  program,  but  the  bill  is  much  broader 
than  that. 

I  believe  the  interest  and  attention  of  the  bill  should  be  at  the 
physical  and  electrical  interface  to  the  telecommunications  net- 
work only. 

I'm  concerned  that  once  the  FCC  has  this  increased  jurisdictional 
authority  over  interexchange  service  and  terminal  standards,  et 
cetera,  it  will  be  sensitive  to  competitive  thrusts  that  would,  ac- 
cording to  this  revision,  argue  for  deregulation  or  at  least  a  lessen- 
ing of  regulations. 

I  look  forward,  however,  to  a  common  pricing  structure  covering 
inter-  and  intrastate  service. 

I'm  concerned  over  the  lack  of  precise  definition  of  very  impor- 
tant gaging  terms.  I  would  like  to  see  them  more  specifically  de- 
fined. Terms  such  as:  "Media,"  £is  in  telecommunications  media; 
"market;"  "Electronic  equipment;"  "Telecommunications  equip- 
ment;" "Terminals;"  "Telecommunication  service;"  "information 
service;"  "Interface  standards;"  and  "Accounting  practices." 

These  bills  seem  to  be  written  from  a  position  of  knowledge  of 
what  the  telecommunications  carriers  would  like,  would  nera  or 
would  not  like  or  need. 

But  I'm  concerned  that  adequate  attention  is  being  given  to  the 
needs  and  interests  of  the  user — from  the  user's  point  of  view 
rather  than  from  the  vendor's  point  of  view. 
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Let  me  explain  what  I  mean  by  usii^  a  TRW  example.  TRW  ia, 
in  its  electronics  division,  a  manufacturer,  seller,  and  installer  of 
terminal  equipment. 

In  three  product  areas,  point  of  sale,  electronic  funds  transfer 
and  credit  information  systems,  TRW  includes  a  communication 
quotient  in  the  equipment  we  sell. 

This  quotient  exists  in  the  sophisticated  terminals  of  today  be- 
cause advances  in  technology  have  made  it  possible  to  include  It^c 
in  the  terminals. 

The  logic  elements  are  composed  of  small  microprocessors  and  an 
adequate  amount  of  memory  on  a  few  small  chips  and  at  a  very 
low  cost. 

These  logic  elements  expcmd  the  capability  of  the  terminals 
vastly,  depending  upon  the  dexterity  of  the  programer  and  the 
availability  of  understood  communication  service,  because  of  the 
terminal's  ability  to  massage  information  before  or  after  or  in 
conjunction  with  other  terminals  or  even  with  dissimilar  machines 
like  large-scale  computers. 

This  technology  has  various  names  but  the  one  most  used  is 
distributed  data  processing — or  it  could  be  termed  distributed  com- 
munication processing. 

I  believe  them  to  be  the  same.  This  capability  seems  to  be  cov- 
ered under  what  your  bill  calls  information  service.  My  point  is 
that  since  these  devices  switch,  a  bfisic  processor  trait,  they  fall 
within  the  bill's  jurisdiction — unintentioneilly,  from  what  I  under- 
stand but  nevertheless  there. 

And,  further,  since  many  such  systems  appear  on  customer-pro- 
vided facilities  both  on  the  premises  and  sometimes  interconnect- 
ing different  premises,  it  appears  that  under  this  bill  the  FCC 
must,  or  could,  determine  the  extent  to  which  the  entity  is  subject 
to  effective  competition  in  the  provisions  of  this  integrated  service. 

The  FCC  could  then  decide  whether  to  classify  the  system  as  a 
category  I  or  category  II  carrier.  I  do  not  believe  in  this  case  FCC 
intervention  is  reasonable. 

In  order  to  fully  utilize  the  benefits  of  decentralization  and  the 
efficiencies  of  centralized  support,  a  highly  decentralized  organiza- 
tion must  make  use  of  communications. 

Since  increasingly  lai^e  amounts  of  data  must  be  circulated 
among  the  members  of  a  corporation,  a  private  network  soon,  in 
today  B  world  at  least,  appears  to  become  an  economic  and  expedi- 
ent necessity.  It  would  also  appear  that  great  economies  and  effi- 
ciencies could  be  gained  from  such  networks  by  sharing  with  other 
customers  or  even  competitors  who  have  like  needs. 

It  appears  under  this  bill  that  if  a  company  were  to  develop  such 
a  network  even  though  it  used  carrier  facilities,  it  may  be  forced  to 
become  a  category  I,  or  even  II,  carrier  depending  upon  how  the 
FCC  looks  at  the  network  switching  modes. 

Finally,  let  me  bring  out  another  concern  not  necessarily  caused 
by  your  bills,  but  by  the  evolving  situation. 

Your  bills  deal  with  two  very  important  aspects  of  telecommuni- 
cation— der^ulation  and  competition. 

May  I  respectfully  suggest  that  you  bear  in  mind  a  third  equally 
as  important  aspect — education.  You  see,  we  have  for  so  long  de- 
pended upon  the  common  carriers  to  build  our  communications 
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systems  for  us  that  when  given  the  opportunity  now  to  throw  away 
the  carrier  crutch  and  weilk  relatively  unaided  we  are  a  little 
wobbly. 

Industry  needs  time  to  learn  to  expand  its  thinking  in  the  use  of 
communication  services.  We  would  like  to  know  that  there  is 
enough  flexibility  in  the  regulation  principles  to  allow  us  to  expand 
our  communications  systems  as  we  learn  how  to  do  so. 

That  incentive  inhibiting  rules  will  not  be  promulgated  prior  to 
their  effects  being  fully  understood.  Up  to  now,  relatively  speaking, 
our  involvement  in  communications  was  to  purchase  or  lease  and 
supply  to  the  carrier  interface  devices — black  boxes,  modems,  mul- 
tiplex controllers,  et  cetera. 

We  now  find  ourselves  with  this  black  box  mentality  in  a  sys- 
tems environment.  And  I  don't  believe  that  the  majority  of  us  are 
aware  of  it  or  know  how  to  deal  with  it  now,  but  we  shall  in  time. 

We  don't  need  another  crutch — we  do  need  a  communicationB 
environment  to  deal  in  that  is  free  of  as  many  use  inhibiting 
factors  as  possible. 

What  we  require  is  the  freedom  to  develop  systems  using  commu- 
nications that  are  consistent  with  our  evolving  techndogy  and 
business  needs. 

I  believe  the  revision  of  the  Communications  Act  of  1934  is  badly 
needed  and  timely.  Let's  be  sure  we  are  liberated  from  past  struc- 
tures and  keenly  aware  of  the  explosive  potential  of  telecommuni- 
cations. 

We  are  in  an  age  where  man's  intellect  can  be  expanded  by  the 
computer  but  it's  going  to  be  of  little  value  unless  the  result  can  be 
easily  transported  from  where  it  is  obtained  to  where  it  is  needed. 

Thank  you. 

Senator  Holungs.  Thank  you  very  much,  Mr.  Berre. 

Mr.  Jerritts. 

Mr.  ilERsms.  Mr.  Chairmam,  members  of  the  subcommittee,  my 
name  is  Stephen  G.  Jerritts.  I  am  vice  president  of  Honeywell 
Information  Systems  Inc.,  and  I  head  up  Honeywell's  computer 
business  in  the  United  States. 

I  am  grateful  for  the  opportunity  to  appear  before  you  today  to 
contribute  to  this  group's  work  on  what  may  well  turn  out  to  be 
the  single  most  important  piece  of  legislation  of  the  coming  decade 
affecting  the  computer  industry. 

Mr.  Chairman,  I  am  here  today  in  a  dual  capacity.  First,  I  am 
pleased  to  submit  the  written  testimony  of  our  industry  associ- 
ation, CBEMA,  the  Computer  and  Business  Equipment  Memufac- 
turers  Association,  on  S.  611  and  8,  622,  As  you  will  note  from  the 
CBEMA  statement,  Mr.  Chairmiui,  a  wide  variety  of  interests  are 
represented  by  CBEMA  member  companies.  There  are  differing 
views  on  some  of  the  particular  questions  raised,  and  in  other 
Cftses,  definitive  judgments  may  not  have  been  reached.  Neverthe- 
less, CBEMA  is  able  to  provide  its  statement  as  the  majority  view 
of  CBEMA  members  concerning  the  basic  issues  raised  by  S.  611 
and  S.  622. 

I  personally  share  and  support  CBEMA's  full  accord  with  the 
intent  of  both  bills,  which  is  to  promote  competition  and  to  pre- 
empt State  regulation  of  terminal  equipment.  We  are  wholehcuut- 
edly  in  favor  of  those  purposes. 
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I  also  share  with  CBEMA  the  concern  it  expresses  in  its  written 
testimony  about  the  sweeping  language  of  S.  611.  That  language 
would  give  the  FCX?  jurisdiction  over  all  commerce  in  telecommuni- 
cations and  electronics  equipment  and  services,  and  information 
software  and  services.  It  would  extend  the  FCC's  regulatory  author- 
ity into  currently  unregulated  areas.  This  is  contrary  to  the  de- 
clared purpose  of  the  proposed  legislation. 

I  cannot  emphasize  too  strongly  the  importance  of  assuring  that 
there  be  no  regulation  of  the  computer  industry.  In  an  unr^ulated 
environment,  the  computer  industry  has  exemplified  the  values  of 
competition.  It  is  an  industry  with  unparalleled  growth,  technologi- 
cal innovation,  diversified  services  and  decreasing  prices.  The  spec- 
ter of  regulation  which  could  result  from  unclear  statutory  lan- 
guage, would  inhibit  the  dynamic  performance  of  this  industry. 

CSEMA  stresses  that  the  present  language  of  the  bills  may  un- 
dercut their  intent  and  purpose,  and  suggests  explicit  language  to 
clear  up  potential  problem  areas. 

I  am  sure  none  of  us  here,  Mr.  Chairman,  would  want  to  see  a 
relitigation  of  issues  already  resolved,  such  as  the  customer's  right 
of  interconnection. 

Now,  Mr.  Chairman,  speaking  eis  a  senior  executive  in  the  com- 
puter industry,  with  many  years  of  international  and  domestic 
experience,  I  would  like  to  focus  the  attention  of  this  committee  on 
three  specific  areas  of  concern.  My  comments  are  intended  to 
assure  that  the  legislative  intent  of  the  bills  is  achieved.  This  is, 
after  all,  why  we  are  all  here. 

My  basic  message  is  that  our  industry  welcomes  competition. 
Indeed,  it  thrives  on  it.  But  only  eis  long  as  all  the  competitors  play 
by  the  same  rules. 

Simply  stated,  the  three  areas  of  concern  are:  First,  regulation  of 
data  processing  services,  facilities  and  equipment.  There  should  be 
none.  None  is  needed. 

Second  is  the  subject  of  maximum  separation  and  cross-subsidiza- 
tion of  r^ulated  and  unregulated  activities  of  carriers.  This  subject 
must  be  dealt  with  thoughtfully,  thoroughly  and  explicitly — with- 
out ambiguities — in  the  proposed  legislation. 

My  third  concern  is  a  matter  of  definition:  The  issue  of  what 
constitutes  a  regulated  carrier  service  and  what  constitutes  a  com- 
petitive unregulated  service  is,  I  believe,  a  mcuor  problem,  and 
should  be  l^islatively  defined. 

Within  my  allotted  time,  I  want  to  deal  with  each  of  these 
concerns  in  slightly  more  detail. 

First,  "no  regulation" — as  I  said,  Mr.  Chairman,  we  wholeheart- 
edly support  this  subcommittee's  intention  to  achieve  full  and  fair 
competition,  and  enthusiastically  applaud  its  efforts  to  preempt 
State  regulation  of  terminal  equipment. 

In  an  unregulated  environment,  the  computer  industry  has  ex- 
emplified free  competition  in  action.  The  price  performance  of  our 
prCKlucts  has  doubled  approximately  every  4  years.  The  trend  of 
our  industry,  because  of  competitive  pressures,  is  totally  counterin- 
flationary.  We  produce  products  that  do  more  and  sell  them  for 
ever-lower  prices.  Also  because  of  competitive  pressures,  our  tech- 
nolt^y  is  advancing  at  a  dramatic  rate.  And  still  in  this  unr^ulat- 


D,g,,z.d  by  Google 


1130 

ed  environment,  our  industry  annually  produces  about  $2.8  billion 
favorable  balance  of  trade. 

Therefore,  in  the  interest  of  preserving  free  competition  in  the 
computer  marketplace,  we  submit  that  the  present  wording  of  ca- 
tain  sections  of  S.  611  could  lead  to  unintended  results  in  that  the 
jurisdiction  of  the  FCX^  could  be  extended  into  areas  beyond  its 
current  sphere.  This,  as  I  understand  it,  is  the  opposite  of  what  you 
Eu*e  trying  to  achieve — that  is  to  diminish,  not  increase.  Federal 
r^:ulation — an  objective  whose  achievement  is  eminently  worthy  (rf 
this  subcommittee.  As  I  have  noted,  the  CBEMA  statement  con- 
tains specific  recommendations  in  this  regard. 

Let  me  now  turn  to  the  subject  of  separating  regulated  and 
unregulated  activities  of  monopoly  carriers.  And,  in  doing  so,  Mr. 
Chairman,  I  would  like  to  speak  first  for  the  Honeywell  poeition. 

Honeywell  fully  endorses  the  bfisic  intention  to  separate  competi- 
tive and  tariffed  carrier  activities.  My  company,  in  fact,  believes 
there  should  be  maximum  separation  between  the  two,  meaning 
fully  separate  subsidiaries.  In  our  view,  separation  is  a  prerequisite 
of  competition,  because  it  is  the  only  way  of  effectively  preventing 
cross-subsidization. 

In  Honeywell's  view,  maximum  separation  should  mean: 

There  should  be  no  common  directors,  officers,  employees,  finan- 
cial structure  or  facilities. 

Services  and  equipment  from  dominant  carriers  should  be  made 
available  to  everyone  at  the  same  price  and  under  the  same  set  (^ 
terms  and  conditions. 

There  should  be  no  shared  research  and  development,  no  shared 
product  facilities,  marketing  prc^ams  nor  marketing  data. 

Dominant  carriers — and  I  emphasize  "dominant" — should  be  pre- 
cluded from  majority  ownership  of  subsidiaries.  They  should  be 
limited  to  minority  positions. 

Additionally,  maximum  separation  should  be  buttressed  by  an 
approved  set  of  accounting  and  audit  procedures  in  conjunction 
with  the  establishment  of  any  nonregulatory  subsidiary. 

In  other  words,  we  believe  in  free  competition — but,  as  I  stated 
earlier,  all  competitors  should  play  by  the  same  rules. 

To  achieve  this  maximum  separation,  it  is  imperative  that  we 
have  explicit  legislative  guidance. 

FinEilly,  neither  of  the  bills  clearly  distinguishes  between  what 
may  be  offered  as  regulated  service,  and  what  must  be  offered  by 
unregulated  entities.  Basically,  the  problem  of  distinguishing  be- 
tween regulated  and  unregulated  services  is  still  with  us.  More 
specific  language  is  needed  to  assure  that  the  regulatory  issues  of 
the  past  years  are  not  relitigated. 

Turning  to  CBEMA,  let  me  emphasize  that  the  majority  CBEMA 
view  also  underscores  the  importance  of  full  separation.  However, 
in  the  CBEMA  written  testimony,  the  CBEMA  majority  [x>sition  as 
to  particular  items  that  would  be  encompassed  by  the  full  separa- 
tion concept  is  stated  in  more  general  terms  than  I  have  just  used, 
and  does  not  refer  to  some  of  the  areas  I  have  noted. 

Thank  you  for  the  opportunity  to  participate  in  your  hearing 
today.  We  are  prepared  and  would  be  happy  to  work  with  tiie 
subcommittee  to  resolve  these  issues. 

[The  statement  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Stephen  Jerrttts,  I 
am  a  Vice-President  of  Honeywell  Infonnation  Systems  Inc.,  a  member  company  of 
the  Computer  and  Business  Equipment  Manufacturers  Association  (CBEMA).  I  am 
pleased  to  submit  the  following  testimony  for  CBEMA  on  S.  611  and  S.  622,  the 
nropoeed  "Communications  Act  Amendmentss  of  1979"  and  "Telecommunications 
Competition  and  Deregulation  Act  of  1979,"  respectively. 

CBEMA  is  an  organization  whose  membership  includes  both  small  and  lai^e 
manufacturer  of  computer,  data  processing  and  office  equipment.  A  number  of  our 
ntMnbers  also  provide  infonnation  services  to  the  business,  industrial,  educational 
and  other  B^mente  of  our  society.  In  the  statement  todav,  we  use  the  term  "infor- 
mation servicer"  and  "information  software"  to  include  the  variety  of  services 
covered  tn  Uiose  terms  in  S.  611  including  those  services  and  software  frequently 
■ubsumea  by  the  term  "data  processing."  Attachment  I  to  the  testimony  is  a  listing 
of  our  member  companies.  During  1978,  CBEMA  members  had  total  industry  relat- 
ad  revenues  in  excess  of  $40  billion.  They  directly  employ  close  to  a  million  people 
and  provide  jobs,  through  customer  use  of  our  products  and  services,  for  several 
timea  that  number.  Our  industry  shows  a  favorable  balance  of  international  trade  of 
2.8  billion  dollars.  Attachment  II  to  the  written  testimony  is  a  report  summarizing 
some  of  the  pertinent  information  in  that  area. 

Mr.  Chairman,  a  wide  variety  of  interests  are  represented  by  CBEMA  member 
companies.  There  are  differing  views  on  some  of  the  particular  questions  raised,  and 
in  other  cases,  dermitive  judgments  may  not  have  been  reached.  Nevertheless,  we 
are  able  to  provide  this  statement  as  the  majority  view  of  CBEMA  members  con- 
oeming  the  basic  issues  raised  by  S.  611  and  S.  622. 

Regulatory  policies  and  legislation  in  the  communications  field  can  have  a  direct 
and  Butwtantial  impact  on  the  economic  health  and  growth  of  the  information 
service  and  office  equipment  industries.  Recognizing  this  to  be  the  case,  CBEMA  has 
submitted  position  statements  in  this  r^ard  over  the  past  several  years  in  a 
number  of  forums — to  this  and  other  Congressional  committees,  as  well  as  to  the 
FXX  and  other  government  agencies.  In  its  submission  to  this  Committee  in  Febru- 
ary of  this  year,  CBEMA  reiterated  its  view  that  maximum  feasible  reliance  should 
be  placed  on  competition  in  the  communications  field  and  recommended  minimal 
changes  to  the  present  Communications  Act. 

S.  611  and  S.  622  declare  a  m^or  policy  that  telecommunications  services  and 
equipment  be  provided  under  conditions  of  full  and  fair  competition,  to  the  maxi- 
mum extent  feasible.  The  embodiment  of  this  Congressional  directive  in  the  FCC'a 
basic  charter  is  an  important  legislative  affirmation  of  the  efforts  in  recent  years  to 
introduce  substantial  competition  in  the  provision  of  communications  services  and 
equipment.  S.  622  proceeds  upon  the  same  basic  policy.  CBEMA  commends  the 
authors  and  sponsors  of  both  bills  for  building  their  proposals  on  this  premise,  and 
for  recognizing  that  regulation  can  be  tailored  to  allow  and  promote  competition  as 
it  develops  in  various  communications  submarkets.  while  safeguarding  the  provision 
of  essentially  non -competitive  services  at  fair  and  reasonable  rates. 

CBEMA's  comments  today,  the  product  of  a  committee  effort,  are  presented  from 
a  full  appreciation  of  the  difficulties  of  balancing  conflicting  viewpoints  and  inter- 
ests ana  of  drafting  statutory  language.  Both  of  the  Bills  before  us  show  a  simitar 
balancing  process,  as  well  as  the  eflort  to  frame  new  statutory  language  that  is 
sufBciently  clear  and  precise  to  insure  that  the  authors  intent  is  carried  out.  It  is 
well  recognized  that  in  an  extensive  revision  of  a  major  statute,  there  is  a  risk  of 
overruling  important  past  policy  decisions,  either  inadvertently  or  by  new  language 
which  is  open  to  ambiguity  or  interpretations  in  conflict  with  the  prior  law.  For  this 
raason,  CBEMA  members  strongly  favor  that  any  new  statute  oe  limited  to  the 

Eoints  at  which  Congressional  intervention  or  guidance  are  most  needed.  Of  the  two 
ills  before  us,  S.  622  follows  this  model  more  closely,  and  it  would  be  the  preference 
of  many  CBEMA  members  from  a  drafting  point  of  view. 

Addressing  the  more  comprehensive  amendments  of  S.  611  initially,  CBEMA's 
prindpal  concerns  with  respect  to  S,  611  relate  to  the  sweeping  jurisdiction  given 
the  FCC  over  information  services,  software  and  electronic  equipment,  and  to  the 
possible  extension  of  regulatory  burdens  and  constraints  into  the  hitherto  unregu- 
lated information  service  and  equipment  industries.  We  do  not  believe  this  exten- 
sion of  r^(ulation  was  intended,  or  that  it  is  in  the  public  interest.  However,  the 
point  is  so  basic  that  there  is  need  for  revision  and  clarification  in  S.  611  to  assure 
guarantees  of  non-reflation  in  these  areas.  We  will  address  these  matters  more 
niUy  in  a  moment. 

W«  also  want  to  discuss  the  need  for  more  explicit  assurance  that  consumers  may 
interconnect  equipment  of  their  choosing  with  carrier  services,  and  obtain  similar 
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connections  for  privately  owned  communications  aystems  and  facilitiea,  so  long  u 
no  technical  harm  is  done  to  carrier  facilitiee.  And  finally  CBEIMA  urges  fuie-tuning 
of  the  statutory  language  and  definitions  in  several  areas. 
Our  discussion  turns  first  to  the  jurisdictional  area. 

1.  JURISDICTIONAL  CONSIDERATIONS 

A.  Exteiuion  of  federal  regulatory  jurisdiction  to  business  activities  heretofore  anr^ 

ulaled 

As  CBEMA  sec«  it,  the  essential  purpose  of  this  legislation  should  be  to  reduce 
the  scope  of  regulation  over  business  activities— not  to  bring  currently  unregulated 
business  activities  under  the  regulatory  blanket.  As  we  read  its  "jurisdictkaal" 
language,  however,  S,  611  broadens  the  scope  of  federal  regulatory  iurisdictjon  in 
both  the  equipment  and  services  areas,  while  it  narrows  the  scope  of  possible  stats 
regulation. 

We  look  with  apprehension  and  surprise  upon  the  provisions  of  Section  102  of  Sl 
611  which  directs  that — 

"■  •  •  the  Commission  shall  exercise  jurisdiction  with  respect  to  *  *  •  all  com- 
merce in  telecommunications  and  electronics  equipment  and  services,  information 
software,  and  information  services," 

In  terms  of  jurisdictional  reach,  it  seems  clear  that  this  provision  confere  B  banc 
Federal  regulatory  jurisdiction  over  important  areas  which  nave  heretofore  not  been 
considered  subject  to  regulation  and  which  best  serve  the  public  on  an  unr^ulated 
basis,  as  has  been  widely  recognized, 

CBEMA  believes  most  strongly  that  new  le^lation  should  not  encompass  areaa  of 
viable,  competitive  economic  activity  which  have  to  dale  been  unregulated.  "Hiis 
proposal  to  extend  the  jurisdiction  of  the  FCC  is  inconsistent  with  the  declared 
purpose  and  intent  of  S,  611  and  is  clearly  inconsistent  with  the  prevailing  trend 
toward  deregulation.  The  information  service  and  software  industries  aa  wellas  the 
provision  of  electronics  equipment,  have  always  been  characterized  by  a  competitive 
unregulated  marketplace  and  have  experienced  a  remarkable  development  and 
technological  innovation  on  that  basis.  Since  the  landmark  Carterfone  caae  this  has 
also  been  true  of  telecommunications  equipment.  There  is  no  overriding  reason, 
CBEMA  believes,  to  expand  the  current  jurisdictional  reach  of  the  FCC. 

It  is  our  understanding  that  one  major  purpose  of  the  Bill  is  to  obviate  re^ulatioii 
of  information  services  and  electronics  equipment  as  such  by  state  governments. 
Such  an  enproach  recognizes  the  national  policy  that  such  services  and  equipment 
olTerings  should  be  provided  in  an  unregulated,  competitive  marketplace.  And  to  the 
extent  the  Bill  seeks  to  assure  that  varying  and  conflicting  state  regulation  does  not 
undercut  that  national  policy,  we  are  in  agreement  with  the  drafters'  objective. 

At  the  federal  level,  we  believe  the  bill  intends  that  information  services  indua- 
tries  be  free  of  regulation.  Similarly,  in  the  case  of  electronics  and  telecommunica- 
tions equipment,  federal  regulation  would  be  limited  only  to  those  matters  involving 
the  requirements  for  the  interface  of  equipment  with  the  telephone  network  to  the 
extent — but  only  te  the  extent— that  this  may  be  necessary  to  protect  llie  technical 
intf^ity  of  that  network.  We  ere  in  full  agreement  with  that  objective  as  well. 

Our  concern  is  that  the  broad  statement  of  jurisdiction  in  the  Bill  could,  despite 
present  intentions,  be  construed  te  permit  regulation  in  these  areas.  We  believe  that 
the  Bill's  objective  can  be  achieved  without  expanding  the  jurisdiction  of  the  FCC. 
One  solution  would  be  te  include  a  statement  in  the  Bill  that  national  policy  is  not 
to  extend  either  Stete  or  Federal  regulation  te  information  services,  electronics 
equipment  and  telecommunications  equipment,  except  te  the  hmited  extent  neces- 
sary te  permit  the  FCC  to  specify  technical  interface  criteria. 

B.  Potential  extension  of  regulation  to  equipment 

In  the  area  of  telecommunications  and  electronics  equipment,  the  reach  of  regula- 
tion could  be  expansive  under  the  present  wording  of  the  Bill,  The  avoidance  of 
litigation  and  unnecessary  future  confusion  requires  modification  of  the  present 
wording  of  S,  611, 

Section  203(dXl)  of  the  Bill  permits  the  FCC  to  esteblish  and  enforce  such  require- 
ments with  respect  to  design,  manufacture  and  maintenance  stendards  "as  are 
necessai?  *  *  *  to  foster  competition  in  the  relevant  telecommunications  equipment, 
electronics  equipment,  information  software  and  information  services  market  or 
markets."  Read  literally,  this  section  gives  the  FCC  the  power  to  order  changes  in 
the  design  of  computers,  te  prevent  the  introduction  of  new  computer  models,  or  to 
require  specific  interfaces  for  date  processing  equipment,  if  these  actions  would 
plausibly  foster  competition  in  the  information  soltware  or  service  market.  More- 
over, with  respect  to  equipment  more  clearly  intended  to  be  covered,  the  language  is 
broad  enough  to  encompass  a  wide-ranging  control  of  "design,  manufacture,  and 
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maintenance  standards"  in  order  to  foeter  competition  in  the  equipment  and  infor- 
mation services  and  software  fields. 

Read  together  with  the  authority  granted  in  amended  Section  102(a),  the  Bill 
could  even  be  construed  so  broadly  as  to  give  the  FCC  power  to  set  design  standards 
for  digital  watches,  pocliet  calculators,  electronic  grocery  scales  and  all  manner  of 
consumer  devices  which  employ  solid  state  electronic  components.  While  such  a 
reading  of  S.  611  seems  strained,  nonetheless  the  words  clearly  permit  such  con- 
struction. 

The  Section  102(a)  award  of  jurisdiction  over  "all  commerce"  in  electronics  and 
telecommunications  e<juipment  is  not  necessary  to  implement  the  drafters'  apparent 
intent,  as  expressed  m  Section  203  (a)  and  (c),  to  establish  a  fully  competitive 
equipment  marketplace,  subject  only  to  sBfeguards  needed  to  protect  the  technical 
integrity  of  the  telephone  network.  Such  an  objective  could  be  met,  however,  if  the 
Bill  were  to  declare  that  the  provision  of  equipment  used  with  the  telephone 
network  shall  not  be  part  of  a  r^pjlated  activity,  except  in  the  most  limited 
circumstances  of  the  smallest  cr    ---- 


"Hie  FCCs  role  in  the  equiiiment  marketplace  would  be  confined  to  assuring  that 
carriers  not  subject  to  effective  competition  may  participate  in  this  market  only 
through  fully  separated  entities,  and  that  all  equipment  attached  to  the  telephone 
network  meets  mterface  standards  necessary  to  prevent  technical  harm  to  the 
network. 

These  objectives  can  be  accomplished  by  drafting  a  new  Section  102(c),  omitting 
the  "all  commerce"  clause  of  Section  102(a),  deleting  Section  203(c)  and  (dXD  entire- 
W  and  leaving  203(a)  intect.  Attached  to  this  written  statement  is  the  text  of 
Sections  102  and  203  as  they  would  read  with  these  revisions.  In  line  with  CBEMA'e 
view  that  maximum  separation  ie  the  most  feasible  means  at  present  of  preventing 
CT0e»4ubeidie8  and  assuring  a  fairly  competitive  marketplace,  our  statutory  revi- 
sions would  require  this  approach  as  outlined  tielow. 

In  framing  a  new  Section  102(c),  moreover,  one  further  point  should  be  noted.  As 
presently  drafted,  there  is  no  provision  which  states  explicitly  that  customers  iiave 
the  right  to  connect  any  equipment  of  their  choosine  te  the  telephone  network  and 
to  Category  11  carrier  services,  so  long  as  applicable  technical  standards  are  met. 
This  n^tomer  right  was  won  after  long  litigation  before  the  FCC  and  the  Courts, 
and  it  should  be  explicitly  included  in  any  revision  of  the  Communications  Act. 
Similarly,  the  Bill  should  make  explicit  that  customers  have  a  right  to  connect  duly 
authorized  private  communications  systems,  such  as  private  microwave  networks  or 
satellite  earth  terminals,  to  local  exchange  facilities  and  services  of  Category  II 
carriera  as  necessary  to  achieve  the  purposes  for  which  the  private  systems  were 
authorized. 

This  principle  was  also  established  in  a  body  of  case  taw  under  the  1934  Act,  and 
it  should  not  be  inadvertently  left  out  of  the  new  statute. 

CBEMA'a  suggested  new  Section  102(c)  is  framed  to  speciTically  limit  FCC  jurisdic- 
tion over  customer  premises  equipment  used  with  telecommunications  sr  -----  ---■ 


to  declare  the  consumer's  right  to  interconnect  private  equipi 

tions  facilities  to  the  services  of  local  exchange  and  category  II  ci 

C  Potential  exteuMion  of  regulation  to  information  services  and  software 

Under  S.  611,  data  processing  services  and  software  as  they  are  sold— and  have 
been  for  many  years — could  be  construed  to  be  carrier  offerings,  at  least  in  part. 


Manv  vendors  of  information  services  have  custemeis  at  widely  dispersed  loca- 
tions throughout  the  United  Stetes  and  in  foreign  countries.  Because  of  this  pattern 
of  service,  oata  processing  ofTerings  are  available  even  in  rural  areas—i.e.,  wherever 
basic  telephone  service  is  present.  However,  the  computer  and  related  equipment 
needed  to  receive,  process  and  provide  for  the  retrieval  of  the  data  may  be  located 


1  distant  central  locations.  The  information  service  vendor  frequently,  therefore, 
teases  communications  services  from  common  carriers  and  uses  these  services  in 
moving  data  from  the  point  at  which  it  is  obteined  from  the  customer  to  the  point 
at  which  the  processing  activity  occurs.  The  same  services  are  used  to  move  re- 
trieved date  from  the  point  at  which  it  has  been  processed  and  stored  back  to  the 
point  at  which  it  Is  turned  over  to  the  customer. 

No  separate  charge  is  made  to  the  information  service  customer  for  the  communi- 
cations expense  involved,  but  obviously,  it  is  one  of  the  expenses  that  must  be  met 
by  the  information  service  vendor.  In  a  broad  sense,  it  is  one  of  the  expenses 
covered  by  the  customer's  payment  for  the  information  service. 

In  a  similar  vein,  for  example,  airline,  hotel  and  automobile  reservation  systems 
provide  access  to  their  computer  capabilities — usually  through  WATS  lines— to 
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accommixlate  the  public  need  for  reservations.  Here  again,  the  coinniuniCBtkiii* 
expenses  must  be  covered  by  the  charges  to  customers  for  airline,  hotel,  or  auto- 
mobile accommodations. 

A  reasonable  reading  of  the  working  Jn  S.  Gil  would  say  that  information  servicea 
such  as  those  described  do  not  involve  the  offer  of  a  telecommunications  service  "for 
hire".  But  a  "telecommunications  service"  is  broadly  defined  in  Section  103  of  S.  611 
as  "the  oFTering  for  hire  of  a  telecommunications  capability  under  any  terms  aitd 
conditions",  "Telecommunications"  is  defined  in  Section  104  of  S.  611  ae  "the 
transfer  of  information  from  one  location  or  locations  to  another  location  or  loca- 

It  is  critical,  in  our  view,  that  the  Bill  explicitly  n^ate  any  possible  argument 
that  the  provision  of  an  information  service  dependent  upon  telecom municatknti 
services  to  move  information  between  the  user  and  the  information  pitxieatfns 
center  could  be  considered  to  include  a  telecommunications  capability  for  hire. 
For  if  the  use  of  such  telecommunications  services  by  the  information  aenriee 
vendor  to  provide  an  information  service  were  considered  the  provision  of  "for  hire" 
telecommunications  capabilities,  the  entity  providing  such  a  service  would  apparent 
ly  be  classified  as  a  Category  I  carrier. 

The  prospect  of  data  processing  service  vendors  being  regulated  as  Category  I 
carriers  results  also  form  Section  203(g)  of  S.  611.  This  section  is  directed  to  the 
provision  of  "a  telecommunications  service  either  as  a  separate  or  integral  port  of 
an  information  or  other  non-telecommunications  service" — referred  to  as  a  "joint  or 
integrated  telecommunications  and  information  service,"  The  seciton  further  pro- 
vides that  "any  entity"  providing  a  telecommunications  service  "either  as  a  eeiun- 
ble  or  integral  part  of  an  information  or  other  non-telecommunications  serv- 
ice *  *  *  snail  be  deemed  a  telecommunications  carrier  with  respect  to  such  tele- 
'     "  If  the  provisions  of  Section  203(g)  were  to  be  construed  to 


Letplace 


too^  existing  policy  and  judicial  holding— this  heretofore  unregulated  marketpl___ 
activity  would  be  brought  within  the  scope  of  federal  regulatory  jurisdiction. 
CBEMA  believes  there  simply  is  no  warrant  for  such  a  result. 

In  expressing  these  concerns,  we  do  not  overlook  the  limiting  language  of  Section 
203(a)  which  provides  that  "the  sale,  lease,  or  other  provision  of  telecommunications 

ajipment,  information  software,  or  information  services  shall  not  be  deemed  a 
ecommunications  service"  and  the  admonition  that  such  activities  may  be  regu- 
lated "only  as  provided  in  this  Section."  But,  as  noted,  Section  202(g)  could  nonethe- 
less be  read  to  designate  any  entity  providing  a  remote  access  information  service — 
that  is,  one  which  uses  a  communications  capability  in  the  provision  of  an  informa- 
tion service — as  "a  telecommunications  carrier  with  respect  to  such  telecommunica- 
tions service," 

It  may  be  urged  by  some  that  regulation  of  information  service  vendor*  as 
Category  I  carriers  would  not  be  onerous  given  the  Bill's  limitations  on  the  PCCs 
regulation  of  such  carriers.  Nonetheless,  as  the  Committee  is  aware,  S,  611  grants 
the  FCC  broad  discretion  to  carry  out  the  mandates  of  the  Act,  and  future  yean 
could  see  growing  regulation  of  Category  I  carriers  and  information  service  vendor* 
despite  the  Committee's  present  intentions.  Section  211  of  the  Act,  for  example. 
gives  the  FCC  unbounded  discretion  to  require  "information  relating  to  telecommu- 
nications operations"  BuRlcient  to  allow  monitoring  of  the  carrier's  activities  or 
otherwise  necessary  to  the  exercise  of  the  FCC's  power  and  duties  under  the  Act. 
Further,  the  carrier  must  update  this  information  as  often  as  necessary  to  assure  ila 
continuing  accuracy.  Although  Section  212,  prescribing  tariff  regulation,  applies 
only  to  Category  H  carriers,  the  Information  requirements  of  Section  211  could 
easily  mushroom  into  a  requirement  to  file  the  equivalent  of  "informational  tarif&" 
for  some  type  of  Commission  review  prior  to  instituting  new  or  changed  service*. 

In  addition,  the  Section  216  notice  requirements  for  Category  1  carriers  with 
respect  to  constructing  or  operating  facilities  or  engaging  in  telecommunications 
over  new  facilities  might  be  read  to  permit  a  prior  notice  requirement,  including 
some  form  of  FCC  review  process.  Finally,  under  Section  221,  the  FCC  has  deacr«- 
tion  to  prescribe  and  require  the  keeping  of  accounts  by  Category  I  carrien,  includ- 
ing trailic  records. 

Despite  the  benign  intent  of  the  framers,  therefore,  it  is  entirely  possible  that  a 
future  regulation -minded  FCC  could  subject  the  information  service  industrjr  to 
major  common  carrier  regulation  under  the  jurisdictional  mandate  of  S.  611  if  it  is 
construed  to  treat  information  service  vendors  as  Category  I  carriers  in  whole  or  in 

Although  the  likelihood  of  a  future  FCC  imposing  such  regulation  on  the  informa- 
tion industry  may  seem  remote  today,  even  a  remote  possibility  could  be  cause  for 
~™~—n.  Common  carrier  regulation,  even  on  a  Category  I  basis,  would  be  a  disa»- 
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trous  burden  to  an  industry  which  has  grown  end  thrived  on  the  diversity  prDmot«d 
by  an  unr^juleted  marketplace.  Indeed,  a  hallmark  of  information  service  ofTerings 
is  their  ability  to  be  tailored  to  each  customer,  both  in  the  equipment  selected  and 
in  the  programs  and  applications  desired.  These  ofTeringB  are  cleart}>  distinguish- 
able from  common  earner  services,  which  emphasize  standardized,  basic  offerings  of 
tnuiBmission  capacity,  open  to  any  member  of  the  public  who  wishes  to  send 


The  FCC  recognized  the  distinctions  between  such  services  and 
ofTerings  in  its  original  Computer  Inquiry,  and  it  has  maintained  the  regulatory 
import  of  these  distinctions  despite  the  growing  use  of  computer  technoloKy  in 
common  carrier  offehngB.  The  Congress  should  similarly  make  clear  beyond  any 
possible  question  that  the  use  of  telecommunications  services  as  one  tool  in  produc- 
ing an  information  product  or  service  is  not  the  offering  of  an  ability  to  send 
meeaages  for  hire,  and  that  it  is  not  a  communications  common  carrier  activity. 

CBEMA  has  previously  suggested  revisions  to  Section  102  which  would  limit  and 
clarify  federal  jurisdiction  over  telecommunications  and  electronics  equipment. 
These  revisions  of  Section  102(a)  would  also  delete  all  references  to  information 
services  and  software  and  commerce  in  such  items.  In  addition,  Section  203(^) 
ahould  be  deleted  in  its  entirety,  leaving  the  only  provisions  for  FOC  action  in  this 
area  those  requiring  Category  U  carriers  to  form  fully  se^u-ate  entities  for  entering 
the  information  industry,  if  these  changes  are  made  and  Section  203(a)  is  left  intact, 
then  the  Committee  will  have  accomplished  its  purpose  of  pre-empting  state  and 
federal  regulation  of  information  services  without  giving  the  FCC  unnecessary 
jurisdiction  over  competitive,  unr^ulated  information  service  vendors.  These  pro- 
posed changes  are  also  shown  in  the  material  attached  to  this  written  statement 
•bowing  how  Sections  102  and  203  of  S,  611  would  read  if  they  were  modified  as  we 

II.  THE  NEED  FOR  MAXIMUM  SEPARATION 

A  majority  of  CBEMA  members  believe  that  maximum  separation  between  r^(U- 
lated  and  unregulated  services  is  essential  both  to  safeguard  the  competitive  mar- 
ketplace for  unrc^lated  services  and  equipment,  and  to  protect  consumers  of  r^u- 
lated  services.  As  CBEMA  has  stated  previously,  the  prospect  of  possible  anti- 
competitive practices  must  be  faced  whenever  a  carrier  is  providing  non-competitive 
services  and  regulated  or  unregulated  competitive  services  from  the  same  or  closely 
related  entities.  The  potential  for  anticompetitive  activity  is  a  problem  so  long  as  a 
carrier  has  the  ability  to  use  financing,  research  and  development,  administrative, 
marketing,  manufacturing,  installation,  and  maintenance  resources  available  for  his 
monopoly  services,  and  mcome  earned  from  those  services,  to  afford  a  market 
advantage  to  its  competitively  provided  services. 

In  the  view  of  most  CBEMA  members,  a  "maximum  separation"  policy  is  required 
to  minimize  the  likelihood  of  anticompetitive  practices  in  the  cross-subsidy,  market- 
ing, and  other  areas.  In  this  view,  there  is  a  need  for  a  statutorily  imposed  prohibi- 
tion on  the  provision  of  competitive  services,  except  through  truly  separate  arms- 
length  subsidiaries  with  facilities,  personnel  and  offices  separate  and  apart  from 
thoae  of  the  related  carrier.  While  the  FCCs  "maximum  separation"  rules  may  be 
used  as  a  starting  point,  CBEMA  believes  that  more  definitive  requirements  cover- 
ing the  areas  noted  above  are  necessary. 

For  example,  the  legislation  should  recognize  the  danger  that  monopoly  derived 
revenues  may  be  utilized,  in  conjunction  with  new  or  existing  endeavors  through 
cross-subsidy  or  otherwise,  to  permit  unfair  competitive  practices  by  a  carrier-owned 
or  carrier-controlled  entity  operating  in  the  competitive  marketplace.  In  sum, 
CBEMA  cannot  overemphasize  the  importance  of  effective  separation  measures  for 
regulated  carriers  seeking  to  enter  unregulated  markets. 

CBEMA  is  concerned  that  the  principle  of  maximum  separation  may  be  undercut 
by  the  provision  in  Section  203(b)  which  allows  FCC  discretion  to  depart  from  the 
maximum  separation  policy  for  Cet^ory  II  carriers  which  offer  information  services 
and  the  analogous  provision  for  carrier  equipment  offerings  in  Section  203(c). 
CBEMA  believes  that  no  such  departures  from  the  present  maximum  separation 
rule  should  be  allowed.  Accordingly,  our  version  of  Section  203,  as  appended,  deletes 
the  discretionary  departure  language.  To  remove  any  possible  confusion  on  this 
point.  CBEMA  has  also  added  a  sentence  to  amended  Section  205(b)  to  specify  that 
the  actions  taken  pursuant  to  latter  section  would  not  be  allowed  to  alter  the 
maximum  separation  requirement  of  Section  203(b). 

Recognizing  that  market  conditions  and  other  factors  may  change  in  the  future, 
however,  CBEMA  has  added  a  new  Section  203(bX3)  which  would  require  the  FCC  to 
report  to  the  Congress  in  five  years  whether  the  policies  mandated  in  Sections 
203(bXl)  and  (2)  adequately  protect  the  public  interest.  If  any  changes  in  policy 
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would  be  warranted  in  view  of  market  developments  and  regulatorj  actiona  duriox 
this  five-year  period.  Congress  can  authorize  such  changes  on  the  basis  of  the  FOC 
report  and  other  pertinent  material.  At  the  least,  a  timely  review  of  basic  policies 
will  be  required. 


Our  statement  thus  far  has  urged  limited  FCC  jurisdiction  over  equipmeat  and  no 
jurisdiction  over  information  services,  including  those  which  lue  teleconununica- 
tions  services  to  facilitate  input  of  information  and  delivery  of  processed  products. 
In  the  final  drafting  of  a  committee  Bill  and  in  its  legislative  historj,  a  number  of 
Other  points  should  be  considered,  some  of  which  will  be  mentioned  oalj  brieflj 

S.  611  reci^nizes  a  need  for  an  orderly  transition  period  between  the  regulation  rf 
common  carriers  we  know  today  and  the  ej^m  of  Cat^ory  I  and  II  earners  whidi 
this  Bill  provides.  To  avoid  unnecessary  litigation,  the  Congress  should  make  dear 
the  major  FCC  policies  and  interpretations  under  the  Communication  Act  of  13M 
which  will  remain  in  effect  under  the  new  Bill,  end  those  major  policiee  and 
interpretations  which  are  being  specifically  overruled  or  changed  in  important 
respects.  The  reports  accompanying  the  l^islation  could  do  much  in  this  respect. 
Moreover,  a  prompt  but  realistic  time-table  should  be  specified  for  those  carrien 
which  must  eliminate  equipment  offerings  from  their  tariffs  and  set  up  fullj  sepa- 
rate entities  if  they  wish  to  continue  in  the  equipment  business. 

Implementation  of  new  l^islation.  including  an  orderly  transition,  would  alio  be 
facilitated  by  additional  attention  to  defmitions  of  phrases  and  terms  such  ss 
services  "not  subject  to  effective  competition,"  or  the  various  "markets"  for  telecom- 
munications services  and  "similar  services"  within  those  markets.  CBBMA  recog- 
nizes that  prescribing  such  defmitions  involves  the  most  difficult  kind  of  economic 
judgments  and  that  precise  solutions  may  not  always  be  feasible.  Still  guidance  it 
needed  as  to  Congressional  intentions  regarding  the  complex  and  eophieticated 
judgments  the  Commission  will  be  asked  to  make,  or  the  result  may  be  endlew 
confusion  and  litigation. 

Lastly,  in  the  area  of  international  communication,  CBEMA  members  are  con- 
cerned over  the  changes  proposed  and  their  possible  impact  on  large  uaers  of 
international  services.  Many  CBEMA  companies  conduct  extensive  operations  over- 
seas and  thus  make  extensive  use  of  international  communications  services.  At  this 
juncture,  however,  CBEMA's  evaluation  of  the  plan  to  set  up  an  International 


tV.  ADDITIONAL  COMMENTS  CONCERNING  S.  Wi 
Mr.  Chairman,  S.  611  is  broader  in  scope  than  S.  622;  however,  the  treatment  of  a 
number  of  areas  in  S,  622  should,  in  our  view,  be  taken  into  account  as  the 
Committee  develops  any  future  propoeed  legislation.  Thus.  S.  €22  explicitly  lecog- 
nizes  the  timetables  needed  to  implement  an  orderly  transition  between  the  scope  of 
regulation  imposed  on  carriers  t^ay  and  the  largely  deregulated  marketplace  con- 
templated in  the  near  future.  The  transition  plan  contemplates  classification  of 
carriers,  the  implementation  of  needed  accounting  rules  and  a  determination  re- 
garding separate  subsidiaries  required  for  monopoly  carriers  to  engs^e  in  unregulat- 
ed activities.  While  CBEMA  has  some  questions  whether  complete  deregulaticMi  can 
be  accomplished  within  a  six-year  period,  we  support  the  establishment  of  a  target 
period  within  which  every  effort  is  to  be  made  to  achieve  that  objec"' 


carrier  and  only  the  receipt,  forwarding  and  delivery  actirities  incidental  to  t 
mission.  No  attempt  is  made  to  separate  information  services  into  any  consitituent 
communications  portions  or  to  regulate  information  service  vendors  as  reeellen  of 
communications.  In  the  use  of  the  term  "common  carrier"  and  in  the  retenUon  <rf 
large  portions  of  present  law  under  the  Communications  Act  of  1934,  S.  622  would 
further  carry  over  the  basic  right  of  customers  to  interconnect  equipment  and 
private  communications  systems  to  the  services  of  common  carriers.  As  the  Commit- 
tee is  considering  its  fmal  legislation,  the  approach  of  S.  622  should  receive  serious 
attention  as  one  method  of  confirming  these  important  points  while  leading  to  the 
deregulated  marketplace  which  most  parties  and  both  bills  enthusiastically  support 
Mr,  Chairman,  again  I  want  to  thank  the  Subcommittee  for  giving  me  the  oppor- 
tunity to  appear  before  vou  today.  I  will  be  happy  te  answer  any  questions  you  may 
have  about  the  points  I  have  discussed. 
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■'APPUCAT10t4  OF  ACT 

"SbC  102.  (a)  The  CongreM  finds  and  declares  that,  whereas  modem  efficient 
int«rexchsnge  telecommunications  services  and  facilities  are  ceaential  to  interatate 
and  forei^  commerce  and  whereas  technological  advances  have  led  to  a  conver- 
gence of  interexcbange  telecommunicatioDS  Bervicea  and  facilities,  such  that  it  is  no 
knger  poeaible  to  distinguish  between  interstate  interenchange  and  intrastate  inter- 
^tcnan^  telecommunications  simply  on  the  basis  of  State  boundaries  without  creat- 
ing artificial  and  irrational  barriers  which  are  a  burden  on  interstate  and  foreign 
omunerce  and  which  will  reduce  the  benefits  otherwise  accruing  to  the  public,  uie 
pmviaions  of  this  Act  shall  apply  to  and  the  Commission  shall  exercise  jurisdiction 
with  respect  to:  all  interexcnaiige  and  international  telecommunications  and  all 


_^  „i  regulating  of  all  radio  stations  as  hereinafter  provided;  ana  all  persons 
engaged  wiuiin  the  United  States  in  such  telecommunications  or  auch  transmission 
of  energy  by  radio  [or  such  commerce}. 

"(b)  &cept  as  otherwise  provided  m  title  II,  and  subject  to  the  provisions  of 
section  301  of  this  Act,  nothing  in  this  Act  BhaU  be  construed  to  ai>ply  or  to  give  the 
Commission  jurisdiction  with  respect  to  charges,  practices,  services,  facilities,  or 
regulations  for  or  in  connection  with  eichange  telecommunications  services  which 
do  not  form  part  of  an  interexchange  service.' 

Skc  IOHCJ  7%e  Congress  finds  and  declares  that  whereas,  a  competitive,  unregu- 
lated marke^lace  for  customer  premises  equipment  used  with  common  carrier  tele- 
eorranunications  services  best  serves  the  in^reats  of  consumers  in  a  diversity  of 
eauipment  choices,  the  provisions  of  this  Act  shall  apply  to  and  the  Commission 
shall  exercise  jurisdiction  over  the  use  of  such  customer  premises  equipment  only  to 
the  degree  necessary  to  prevent  technical  harm  to  common  carrier  services  and 
faeilities  r^ulated  under  Title  II  of  this  Act.  Congress  further  finds  and  declares 
that  customers  have  a  statutory  right  to  connect  customer  premises  equipment  and 
private  telecommunications  systems  to  the  services  of  intraexchange  carriers  and 
Category  It  carriers  regulated  under  T\tle  II,  so  long  as  such  connections  comply  with 
any  nites  and  regulations  of  the  Commission  containing  technical  interface  specifica- 
tions  designed  to  prevent  technical  harm  to  such  carrier  services  and  facilities. 


"Sec.  203,  (a)  Tlie  sale,  lease,  or  other  provision  of  telecommunications  equipment, 
information  software,  or  information  services  shall  not  be  deemed  to  be  a  telecom- 
munications service  within  the  meaning  of  this  Act.  Such  activities  shall  be  subject 
to  Federal  and  State  telecommunications  regulation  only  as  provided  in  this  section. 

"(bXl)  No  carrier  classified  as  a  Category  II  carrier  under  section  204,  and  no 
carrier  which  provides  an  exchange  telecommunications  service  for  which  such 
carrier  is  not  subject  to  effective  competition,  shall  sell,  lease,  or  otherwise  market 
any  telecommunications  equipment  or  electronics  equipment,  information  software, 
or  information  service,  except  through  a  fully  separated  entity,  [unless  the  Com- 
mission determines  afier  hearing  that  conditions  for  effective  competition  in  the 
relevant  market  or  markets,  and  the  interests  of  telecommunications  service  con- 
nunen,  can  be  adequately  protected  through  appropriate  accounting  or  structural 
safiKuards  prescribed  under  section  205(b)] , 

"(2)  Anv  carrier  classified  as  a  Category  II  carrier  under  section  204,  and  anv 
carrier  wnich  provides  an  exchange  telecommunications  service  for  which  sucn 
carrier  is  not  subject  to  effective  competition,  shall  be  fully  separated  from  any 
afliliatad  entity  which  produces  or  providea  any  telecommunications  emiipment  or 
electronics  eauipment,  information  software,  or  information  service,  [unless  the 
Commission  aetermines  after  hearine  that  conditions  for  effective  competition  in 
the  relevant  market  or  markets,  and  the  interests  of  telecommunications  service 
consumers,  can  be  adequately  protected  through  appropriate  accounting  or  structur- 
al safeguards  prescribed  under  section  2D5(b).] 

"(3)  Five  years  following  the  effective  date  of  this  Act,  the  Commission  shall 
lubmit  to  Congress  a  detailed  report  with  respect  to  the  implementation  of  subsec- 
tions (V  and  (3),  above.  Such  report  shall  include  an  analysis  of  the  pertinent 
markets,  the  effectiveness  of  the  requirements  of  subsections  (II  and  (S)  to  meet 
consumen'  neeih,  and  any  recommendations  for  further  legislation. 

"(4)  A  Stale  commission  may  permit  any  exchange  carrier  which,  in  conjunction 
with  any  affiliated  carrier,  provides  only  public  messa^  exchange  services  within  the 
boundaries  of  suck  Stale  to  sell,  lease,  or  otherwise  to  market  any  telecommunica- 
tions equipment  or  electronics  equipment,  information  software,  or  information  serv- 
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ice  within  guck  Slate  where  such  State  Commission  determines  that  the 

of  paragraphs  (1)  and  (S)  of  this  subsection  relating  to  full  sepamtion  would  bt 

unreasonable  because  of  the  small  si^  of  such  exchange  carrier. 

["(cl  No  carrier  claaeified  as  a  Category  II  carrier  under  section  204  shall  oBei 
telecommunications  e<iuipment  as  an  int^al  part  of  a  telecammnnicationa  aenice, 
except  as  the  Commission  may  allow  under  auch  conditions  as  it  may  pnacribt 
under  section  205(b). 

["(dXl)  The  Commission  may  establish  and  enforce  such  requirements  with  re- 
spect to  design,  manufacture,  and  maintenance  standards  for  telecommunicatiaiM 
equipment  and  electronics  equipment  intended  to  be  connected  with  any  teleccKumn- 
nications  network  as  are  necessary  to  protect  such  network  from  unacceptaUe 
technical  or  operational  harm,  and  to  foster  competition  in  the  relevant  telectMnnni' 
nications  equipment,  electronics  equipment,  information  software,  and  informotioa 
services  market  or  markets.  J 

"(c)  The  Commission  may  establish  requirements  relating  to  labeling  of  equipnwDt 
intended  to  be  connected  with  telecommunications  services  or  inlraexchmge  and 
Category  II  carriers  to  indicate  the  country  of  origin  and  to  provide  the  conaumsr 
such  information  as  the  Commission  deems  will  be  of  significant  interest. 

"(d)  Except  as  provided  in  subsection  (c)  of  this  sectbn,  the  ComminiaD  mO 
iropoee  no  requirement  and  exercise  no  control  over  any  person  not  a  talecwiUBOiu- 
cations  carrier  which  is  engaged  in  the  supply  of  any  telecommunicationfl  eqidp- 
ment,  electronics  equipment,  information  software,  or  information  service. 

"(e)  No  State  shall  impose  any  special  requirement  upon  the  mantifocture  or 
marketing  of  electronics  equipment  which  is,  or  is  intended  to  be,  used  in  « 
connectetT  with  any  telecommunications  B3rstem,  other  than  a  requirement  generallf 
applicable  to  the  manufacture  or  marketing  of  other  electronics  equipment. 

t"(c)  Any  entity  which  provides  a  telecommunications  service  either  as  a  separt- 
ble  or  int^ral  part  of  an  information  or  other  nontelecommunicationB  aerrict 
(hereinafter  in  this  subsection  referred  to  as  a  joint  or  integrated  telecmnmunics- 
tions  and  information  service)  shall  be  deemed  a  telecommunications  carrier  with 
respect  to  such  telecommunications  service.  Whenever  the  interexchange  transmis- 
sion portion  of  any  such  service  is  accomplished,  except  for  incidental  segments 
thereof,  solely   through  the  lease  and   resale  of  telecommtmications  facilities  or 


j  bva 

tory  conditions  witn  r    ,  .  _.., 

sucn  entity  shall  be  designated  and  regulated  as  a  Cat^or^  I  carrier  under  aection 
204.  Whenever  the  interexchange  transmission  portion  of^  any  joint  or  integrated 
telecommunications  and  information  service  is  accomplished  in  substantial  part  by 
means  of  telecommunications  facilities  owned  by  or  under  substantial  control  m 
such  entity  or  of  an  affiliated  entity  which  is  not  a  fully  separated  entitv,  the 
Commission  shall  consider  the  extent  to  which  such  entity  is  subject  to  enective 
competition  in  the  firovision  of  such  joint  or  integrated  telecommunications  and 
information  service  m  determining  whether  such  entity  should  be  designated  and 
regulated  as  a  Category  II  carrier  under  Section  204  with  respect  to  the  teleconmiu- 
nications  service."! 

PRESCRIPTION  OF  CARRIER  REQUIREMENTS 

"Sec.  205.  (a)  Consistent  with  the  purposes  of  this  Act  and  the  policy  of  this  title, 
the  Commission  may  prescribe  different  requirements  for  different  cat^ories  or 
subcategories  of  carriera,  different  classes  of  services,  or  combinations  of  carriers 
and  service  classes:  Provided,  That,  with  respect  to  Category  I  carriers,  the  Commis- 
sion shall  impose  no  requirement  except  as  otherwise  specifically  provided  in  this 
title. 

"(b)  With  respect  to  C^tegorj'  II  carriers,  the  Commission  may  prescribe  auch 
conditions  governing  the  provision  of  any  interexchange  telecommunications  serv- 
ice, as  the  Commission  deems  necessary  and  appropriate  to  insure  that  the  initi- 
ation or  continued  provision  of  any  such  service  liy  such  carrier  is  consistent  with 
the  policy  of  this  title.  As  to  any  telecommunications  market  wherein  competition 
either  exists  or  is  capable  of  developing,  auch  conditions  shall  be  designed  to  protect 
the  competitiveness  of  such  market  oy  preventing  cross-subsidization  and  other 
anticompetitive  practices  and  to  protect  the  interests  of  conaumers  of  noncompeti- 
tive telecommunications  services.  Such  conditions  may  include  but  are  not  limited 
to:  reporting  of  information;  accounting  rules;  authorization  of  facility  construction 
and  use;  approval  of  tariffs;  interconnection  of  consumer  equipment;  and  any  other 
rec]uirement  relating  to  corporate  ownership  of  organization.  In  addition,  the  com- 
mission may  impose  any  requirement  relating  to  separation  of  such  carrier's  tele- 
communications services  from  such  carrier's  nontelecommunicationB  activities  or 
services,  or  from  the  non telecommunications  activities  or  services  of  any  afliliated 
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entity;  or  relating  to  separation  of  such  carrier's  telecommunications  services  for 
whi<ji  it  is  subject  to  effective  competition  from  thooe  telecommunications  services 
for  which  it  is  not  subject  to  effective  competition.  Provided,  however,  that  the 
provisions  of  this  Section  shall  not  be  construed  to  override  or  alter  the  requirement 
for  fully  separated  entities  imposed  in  Section  203(b).  The  Commission  may  also 
prescribe  joint  operations  among  Category  II  carriers,  or  among  such  carriers  and 
Category  I  carriers,  award  an  excluaive  franchise  to  one  or  more  carriere,  or  impose 
such  other  requirements  as  the  Commission  deems  necessary  to  ensure  the  provi- 
sion of  an  essential  public  service. 

Attachment  I 
CBEMA  Companies  1979 

3M  Company  Lanier  Business  Products,  Inc. 

A.  B.  Dick  Company  Liquid  Paper  Corporation 

Acme  Visible  Records  Inc.  Litton  Industries,  Inc. 

Addmaster  Corporation  Micro  Switch,  Div.  of  Honeywell  Inc. 

AM  International,  Inc.  NCR  Corporation 

AMP  Incorporated  North  American  Philips  Coriwration 

Burroughs  Corporation  Olivetti  Corporation  of  America 

Control  Data  Corporation  Pitney  Bowes 

Dennison  Manufacturing  Company  Sanders  Associates,  Inc. 

Dictaphone  Corporation  Sony  Corporation  of  America 

Digital  Equipment  Corporation  Sperry  Univac 

Eastman  Kodak  Company  TRW  Communications  Systems  & 

Elxxon  Elnterprises,  Inc.  Services 

OF  Business  Equipment,  Inc.  TAB  Products  Company 

General  Binding  Corporation  Tektronix,  Inc. 

Harris  Corporation  The  Standard  Register  Company 

Hewlett-Packard  Company  Uarco  Incorporated 

Hon^rwell  Information  Systems  Inc.  Xerox  Corporation 

IBM  Corporation 

Attachment  II 

CBEMA, 
Inoustry  News, 
Washington.  DC,  March  21,  1979. 

Favorable  Balance  of  Trade  Hits  $2.8  Billion  for  1978 

Washington.  D.C. — The  favorable  balance  of  trade  for  office,  computing  and 
accounting  machines  and  copiers  in  1978  increased  22.3  percent  over  1977,  according 
to  the  latest  statistics  released  by  the  Computer  and  Business  Equipment  Manufac- 
turers Association,  (CBEMA). 

The  CBEMA  statistics,  which  were  compiled  from  U.S.  Department  of  Commerce 
data,  show  B  $2,872,gl9,405  favorable  balance  of  trade  for  the  industry— an  increase 
of  over  $500  million  over  the  1977  year-end  figures.  Although  the  first  quarter 
showed  only  a  moderate  increase  of  5,5  percent  over  1977,  the  fourth  quarter  hit  a 
four  year  high  of  38  percent  over  the  previous  year. 

Total  exports  were  up  from  $3.9  billion  to  $5.1  billion  while  imparts  rose  from  $1.6 
billion  in  1977  to  $2.27  billion  in  1978.  About  25  percent  of  the  increase  in  exports 
was  due  to  an  increase  in  sales  of  computers  and  related  equipment.  The  total 
increase  in  exports  of  computers  and  related  equipment  in  1978  over  1977  us 
$308,882,784. 

In  addition,  the  ratio  of  exports  to  imports  for  1978  is  2.26, 

Commenting  on  the  new  record,  CBEMA  President  Vico 
"Trade  has  become  a  vital  element  to  the  nation's  overall  ec( 
business  equipment  and  computer  industry  sector  has  continually  contributed  U 
nation's  strength  and  the  figures  for  1978  illustrate  that  fact.  Despite  the  many 
trade  barriers  facing  high  technology  industries,  both  externally  and  internally, 
CBEMA  member  companies  continue  to  grow  and  be  an  important  factor  in  an 
interdependent  world." 

[The  following  information  was  subsequently  received  for  the 
record:] 
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CBEMA  submits  these  further  commenU  to  its  statement  of  May  2,  1979,  to 
reiterate  and  amplify  its  stated  concerns,  in  the  light  of  the  testimony  which  has 
been  given.'  These  concerns  are: 

1.  that  the  Commiasion's  jurisdiction  be  limited  to  the  regulation  of  telecom- 
munications services; 

2.  that  there  be  no  emulation  of  data  processing  and  other  information 
processing  equipment  or  services  markets; 

3.  that  all  customer  premises  equipment  be  deregulated; 

4.  that  cross-subsidization  and  other  anticompetitive  practices  be  prevented  bjl 
requiring  maximum  separation  between  a  carrier's  competitive  and  monopolu- 
tic  service  offerings;  and 

5.  that  there  be  government  support  of  private  sector  representation  in  inter- 
national telecommunications  meetings. 

Because  many  of  our  positions  on  these  concerns  have  met  with  general  accept- 
ance from  virtually  all  mt^or  parties  to  the  legislative  debate,  the  following  discus- 
sion focuses  on  those  matters  which,  upon  review  of  the  testimony  presented  to  the 
Committee,  appear  to  warrant  additional  ci 


CBEMA  has  maintained  that  maximum  separation  of  competitive  and  monopolistic 
carrier  activities  is  a  prerequisite  of  effective  competition.  Representatives  of  the 
Bell  System  have  expressed  a  need  to  allow  both  vertical  and  horizontal  int^ration. 
arguing  that  the  maximum  separation  requirement  would  significantly  hinder  the 
planning  and  operation  of  an  integrated  transmission  network.  CBEMA 's  position  is 
not,  however,  inconsistent  with  A.T.  &  T.'s  concern  for  the  continued  int^rity  ot 
the  nationwide  telephone  network. 

The  arguments  of  the  Bell  System  against  maximum  separation  must  be  exam- 
ined in  tight  of  the  extent  to  which  the  integrated  planning  and  management  of 
what  A.T.  &  T,  now  calls  the  "core  network^''  would,  in  fact,  be  affected  by  the 
imposition  of  maximum  separation  requirements.  The  CBEMA  position  accommo- 
dates rather  than  threatens  the  continued  integrated  and  planned  operation  of  this 
core  network. 

The  Bell  System  aspires  to  provide  services  ranging  from  the  most  characteristic 
of  a  public  utility — local  exchange  and  message  toll  to  residence  customers  and 
business— to  the  least  characteristic  of  a  utility,  such  as  the  many  competitive 
equipment  offerings  and  data  processing  services  (offered  as  a  component  of  network 
services  or  separately).  In  this  range,  basic  private  line  services  and  DDS,  the 
primary  private  line  services  available  on  a  widespread  basis,  fall  closer  to  the 
utility  services  end.  Enhanced  non-voice  services  would  logically  fall  toward  the 
fully  competitive  or  non-utility  services. 

CBEMA  agrees  that  the  Bell  System  and  the  approximately  1500  independent 
carriers  should  continue  to  have  broad,  although  not  unlimited,  leeway  to  take  the 
stepe  necessary  to  assure  the  planning  and  operation  of  a  smoothly  functioning  core 
network.  From  this  perspective,  we  have  not  asked  Congress  to  "break  up"  the  Bell 
System,  nor  do  the  pending  legislative  proposal,  fairly  read,  call  for  such  a  disrup- 
tion of  the  present  telephone  network.  These  (    "'■  ' "'  '  ' 

ty  and  authority  for  the  operation  of  the  ( 
switched  services  just  as  they  do  now.  This  is  not  inconsistent  in  any  way  with  a  full 
separation  requirement  for  the  provision  of  terminal  equipment  and  data  processing 
services,  and  also  for  telecommunications  offerings  providing  more  than  basic  trans- 

ACS  presents  a  good  example.  As  proposed,  it  would  compete  with  the  packet- 
switched  services  of  Telenet  and  Tymnet  and,  in  some  respects,  with  unregulated 
data  processing  services.  The  operation  of  ACS  on  a  fully  separated  basis,  with 
A.T.  &T.  obtaining  basic  transmission  services  from  the  core  network  on  the  same 
basis  as  its  competitors  obtain  such  service,  would  not  undermine  the  int^rated 

'  CBEMA's  membership  represents  a  wide  variety  of  interests.  Individual  memtieni  may  have 
differing  views  on  some  of  the  particular  questions  raised  or  may  nol  have  reached  definitive 
Judgmenta  on  pHrticular  issues.  This  Btatemenl.  however,  presents  the  m^^ority  view  of 
CBEMA's  members  on  the  concerns  raised  by  S.  61 1  and  S.  622. 

"The  term  "core  network  "  as  used  by  A.T.  &  T.  would  seem  to  refer  t«  the  basic  trannniasion 
and  switching  facilities  and  capabilities  to  provide  basis  switched  and  private  lines  servtcea  and 
we  use  the  term  here  in  that  sense. 
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planning  and  management  of  the  core  network.'  In  fact,  A.T,  &  T.  proposed  to 
utiliz«  additional  facilities  essential  to  the  provision  of  ACS  which  are  not  even  part 
of  the  core  network  le.g.,  network  nodes  and  access  controllers). 

Basic  analog  and  digital  private  line  services  present  different  considerations. 
CBEMA  noted  in  its  statement  that  A.T,  &  T,  is  by  far  the  pre-eminent  supplier  of 
these  basic  services  throughout  the  country,  and  the  essential  rote  of  private  tines 
as  the  foundation  for  the  development  of  competitive  services  by  resale  carriers  and 
unregulated  service  vendors  places  such  services  closer  to  the  utility-type  local 
exchange  and  message  toll  services.  Additional  flexibility  may  be  needed  for  the 
PCC  to  permit  less  than  full  separation  with  respect  to  the  provision  of  basic  private 
line  services.  Full  separation  of  such  offerings  must,  however,  be  imposed  to  the 
extent  the  Commission  finds  that  integrated  network  planning  and  operations  will 
not  be  endangered. 

In  this  connection,  the  CBEMA  position  both  before  Congress  and  the  FCC  has 
been  thai,  at  most,  common  carrier  r^ulation  should  be  confined  to  the  provision  of 
basic  switched  and  private  line  services.  Even  within  these  areas,  there  should  be 
reliance  upon  a  competitive  marketplace  to  the  extent  that  this  is  consistent  with 
assuring  the  availability  of  such  basic  services.  We  endorse  FCC  flexibility  to  dereg- 
ulate basic  private  line  services  when  competition  in  this  area  is  adequate  to 
promise  the  availability  of  needed  services  on  a  competitive  basis.  In  the  interim,  if 
all  private  line  services  are  available  for  resale,  at  tariffed  rales,  the  Belt  System 
would  have  fewer  opportunities  to  favor  its  own  competitive  endeavors. 

In  sum,  the  full  separation  policy  supported  by  CBEMA  is  not  inconsistent  with 
the  central  concern  of  A.T.  &  T..  i.e.,  the  ability  to  plan  and  manage  an  efficient, 
integrated  core  network.  The  imposition  of  such  a  requirement  upon  the  monopoly 
jstomer  premises  equipment,  data  processing  services  and  enhanced 
not  jeopardize  the  availability  of  basic  transmission  and  switching 
:apabilities  necessary  to  provide  nationwide,  diverse  telecommunica- 
Such  maximum  separation  supplemented  by  appropriate  accounting 
ot  only  assure  full  and  fair  competition  for  telecommunications  equip- 
ment and  services.  Dut  equally  important,  will  shield  the  captive  ratepayers  from 
the  risks  of  competitive  ventures. 

INTERNATIONAL  COMMUNICATIONS 

Users  of  international  services  often  face  significant  obstacles  in  negotiating  for 
services  (and  standards  of  service)  they  need  overseas,  CEBMA  has  advocated  repre^ 
aentation  of  users  on  U.S.  delegations  and  working  groups  assofiated  with  interna- 
tional telecommunications  organizations  such  as  the  ITU.  including  its  CCIR  and 
CCIT'l'  affiliates.  At  a  minimum,  the  new  legislation  should  institutionalize  such 
user  participation  to  assure  a  substantial  proportion  of  effective  user  representation 
in  the  international  arena. 

The  legislation  should  also  direct  that  non-government  interests  be  provided  the 
aid  of  the  U.S.  government,  to  the  extent  feasible,  in  their  international  business- 
related  negotiations  with  foreign  telecommunications  entities  that  are  of  general 
applicability  to  all  similarly  situated  interests.  Foreign  telecommunications  adminis- 
trations often  will  not  accept  competition  in  the  provision  of  telecommunications 
■ervices  and  therefore  are  opposed  to  any  proposal  to  offer  services  that  may 
compete  with  their  present  or  planned  services.  Many  of  these  administrations  are 
owned  in  whole  or  in  part  by  the  government  of  the  country  involved,  and  the  need 
voiced  most  often  by  U.S.  companies  in  these  circumstances  is  for  stronger  support 
from  the  U.S.  government  to  counterbalance  the  weight  of  the  government  on  the 
other  side. 

Specific  steps  to  aid  U.S.  interests  in  these  areas  may  be  difficult  to  specify  in 
legislation.  However,  the  attached  suggested  general  arnendments  on  these  points 
would,  we  believe,  be  most  helpful  to  solving  international  u 


The  mechanisms  for  tariff  review  of  regulated  telecommunicati 
not  receive  extensive  attention  during  the  hearings.  CBEMA  has  concluded  that  the 
tariff  review  provisions  contained  in  S.  611.  on  the  whole,  provide  useful  protection 
to  user  interests.  However,  the  90-day  tariff  review  period  for  n  on -competitive 
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■  Without  maximum  wparatiun  or  comparablt?  safeguarde,  AT.  &  T.  wuld  be  able  to  obtain 
the  core  network  facititiea  for  ACS  on  a  cost-shsring  basis,  while  ACS'  competitors  could  only 
obtain  basic  AT.  fi  T,  private  line— guch  as  DDS— and  exchange  services  at  tarifTed  rates.  This 
would  constitute  an  immediate  unfair  competitive  advantage,  while  adding  nothing  to  the 
planning  or  integration  of  the  core  network  facilities. 
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services  and  the  30  dsv  tariff  review  period  for  competitive  servicee  are  too  short  for 
thorouRh  review,  and  consideration  should  be  given  to  lengthening  theae  time 
limits.  We  call  your  attention  to  our  earlier  comments  on  these  proviBions. 

OTHES  MAJOS  CONCXSNS 

CBEMA's  testimony  on  Ma^  2,  1979  also  emphasized  a  number  of  other  unportaiit 
concerns.  We  addressed  the  justification  and  desirabili^  of  deregulating  the  provi- 
sion of  terminal  equipment.  We  also  extensivel;ir  discussed  our  strong  position  that 
there  should  be  no  r^ulation  of  data  processing  services  at  either  the  state  at 
federal  level. 

CBEMA  specifically  addressed  the  language  ofS.  611  which  would  give  the  FCC 
"jurisdiction  over  "all  commerce"  in  "information  services  and  software"  aad  the 
possibility  that  the  PCC  might  attempt  to  classify  data  processing  service  vendors  ai 
resale  earners  to  the  extent  that  their  systems  offerings  incorporate  communicatiaa 
lines.  We  do  not  believe  such  an  extension  of  regulation  was  intended  by  the 
provisions  of  S.  611.  CBEMA  has.  nevertheless,  suggeeted  revisions  which  would 
e  the  threat  of  any  such  regulation.  We  catlparticular  attentkn  to  tbost 


suggeeted 
All  mtU' 


^1  mtyor  parties  have  supported  these  positions  or  generally  Stated  their  accept 
unce  of  solutions  like  those  suggested  by  CBEMA.  Such  support  among  maiiy 
interests  subtests,  we  believe,  a  consensus  for  these  poeitioiu  which  compels  that 
they  be  reflected  in  the  legislation. 


CBEMA  believes  the  Committee  has  a , 

structure  a  competitive  telecommunications  market  while  a 

ability  of  reliable  and  economical  nationwide  network  facilities,  CBE!I 

inclusion  of  its  proposals  in  the  legislation. 


4  Ihtrrnational 


The  United  States  delegation  to  any  meeting,  working  group  or  preparatory  effort 
of  or  for  an  international  telecommunications  oi^anLzation  or  conference  shall 
include  substantial  representation  of  user  interests  in  international  telecommunica- 
tions services.  Such  representation  shall  be  designed  to  encompass  effectively  a 
representation  reci^nizing  the  diverse  and  important  non-government  as  well  as 
government  dependence  upon  the  availability  of  a  variety  of  rapid  and  efficient 
international  communication  services  at  reasonable  charges. 


NEGOTIATION   OP  PRIVATE   USERS   FOR   INTERNATIONAL  TELECOMMUNICATIONS 

The  Agency  is  hereby  directed  to  establish  and  implement  procedures  to  lend  the 
aid  of  the  United  States  Ckivernment  to  private  U.S.  parties,  whenever  feasible,  in 
their  negotiations  with  foreign  telecommunications  entities  over  conditions  or  terms 
of  service  of  general  applicability  to  all  similarly  situated  interests  between  liie  U.S. 
and  overseas  points  ana  between  and  among  overseas  points. 

Senator  Holungs,  Thank  you  very  much, 

Mr.  McGowan,  welcome  back. 

Mr,  McGowAN.  Thank  you,  Mr.  Chairman.  I  am  Bill  McGowan 
from  MCI  Communications  Corp. 

In  U.S.  telecommunications,  just  as  regulation  is  the  surrogate 
for  competition,  so  regulation,  in  the  present  legislative  environ- 
ment, has  been  suggested  as  a  surrogate  for  meaningful  structural 
reform  that  will  accelerate  the  transition  from  monopoly  to  compe- 
tition along  sure  and  lasting  paths. 

From  a  competitor's  viewpoint,  I  perceive  the  structural  issue  as 
divisible  into  four  central  points. 

First,  there  is  a  distinct  physical  and  operational  entity  known 
as  the  local  exchange  carrier.  Whether  this  entity  calls  itself 
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C.  &  P.  Telephone  Co.  of  the  District  of  Columbia,  or  United  Tele- 
phone, Rochester  Telephone,  Winter  Park  Telephone — by  whatever 
name  it  is  known,  the  local  exchange  carrier  is  distinct.  Equally 
distinct,  from  physical  and  operational  points  of  view,  is  an  entity 
known  as  the  interexchange  carrier.  Whether  this  entity  calls  itself 
A.T.  &  T.'s  Long  Distance  Network,  MCI,  or  a  private  microwave 
system,  or  a  satellite  carrier — by  whatever  name  it  is  known,  the 
intercity  carrier's  function  is  distinct. 

These  two  distinct  types  of  entities  interface  with  one  another  in 
several  separate  relationships: 

To  begin  with,  there  is  an  operational  relationship,  conducted  by 
operating  people,  generally  at  the  craft  or  clerical  level.  This  rela- 
tionship involves  such  daily  chores  as  scheduling,  installing,  test- 
ing, and  maintenance,  and  occurs  routinely  on  a  daily  basis. 

The  next  relationship  between  local  and  intercity  carriers  is 
planning,  conducted  by  technical  specialists.  This  relationship  in- 
volves such  routine  tasks  as  setting  new  terminal  locations,  new 
switch  installations,  network  expansion  plans,  future  capacity  re- 
quirements, site  selection,  microwave  frequency  coordination.  This 
relationship,  too,  occurs  routinely  as  occasion  requires. 

The  next  relationship  is — or  should  be — engineering,  involving 
all  forms  of  system  interface  between  local  and  intercity  carriers, 
specifically  including  standards,  signalling  interface,  and  new  im- 
proved technological  handshakes.  It  is  a  relationship  conducted 
throughout  this  country  and  around  the  world,  under  the  auspices 
of  the  CCITT  internationally.  It,  too,  is  a  routine  relationship, 
conducted  by  and  between  professionals. 

Senator  Rollings.  Can  you  hold  up  for  a  minute?  Senator 
Cannon  will  be  back,  but  I  have  to  catch  a  rollcall. 

Thank  you. 

[Recess,] 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  McGowan,  you  may  proceed. 

Mr.  McGowAN.  Thank  you. 

The  last  of  these  relationships  is  economic,  and  involves  policy- 
makers and  policy  issues.  Simply  stated,  this  all  boils  down  to  two 
simple  questions:  Who  pays  what  in  the  relationship,  and  who  gets 
what  from  it? 

My  second  point  springs  from  these  relationships.  They  confirm 
the  fundamental  necessity  of  the  local  carrier  to  the  provision  of 
interexchange  service,  because  that  carrier  is  a  monopoly.  Precisely 
because  of  this  bottleneck  status,  each  local  exchange  carrier  must 
treat  each  interexchange  carrier  fairly,  honoring  its  requests  for 
interconnection  on  the  same  terms,  conditions,  rates,  and  technical 
characteristics  as  it  does  each  other  carrier's  request,  including  any 
with  which  it  is  affiliated. 

My  third  point  examines  the  facts  today  regarding  the  evenhand- 
edness  of  these  basic  relationships  between  the  local  exchange 
carriers  and  the  various  interexchange  carriers  who  seek  access  to 
their  facilities. 

The  operational  relationship  is,  from  MCI's  point  of  view,  satis- 
factory insofar  as  it  goes;  normal  people  doing  their  daily  jobs. 

The  plaiming  relationship  is  just  fruitful  enough  to  establish  that 
it  could  be  bountiful  if  the  local  carrier  perceived  MCI  as  anything 
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but  an  enemy,  an  antagonist,  someone  with  whom  it  really  does 
not  want  to  do  business.  So,  I  would  characterize  this  relationship 
as  of  limited  effectiveness  today,  but  with  possibilities  for  salutary 
improvement. 

The  engineering  relationship  simply  does  not  exist.  A.T.  &  T.  has 
instructed  the  local  Bell  exchange  carriers  to  deal  with  MCI  in  this 
area  only  through  A.T.  &  T.  As  a  consequence,  MCI  continually 
petitions  A.T.&  T.  for  the  level  of  interface  that  any  interexchange 
carrier  needs,  only  to  be  turned  down  point  blank  by  195  Broad- 
way, in  most  c£ises. 

For  example,  rotary  dial  telephone  interconnection.  Local  ex- 
change carriers  could  supply  this  interconnection  to  us  witiiin 
hours.  But  A.T.  &  T.  says  no.  That  means  you  or  any  member  of 
the  public  who  wishes  to  use  MCI's  metered  service  can  only  do  so 
from  a  touch  tone  phone  and  not  rotary  phones. 

The  economic  relationship  is,  of  course,  the  real  source  of  all  the 
difHculties  experienced  by  MCI  in  the  previous  three,  because  it  is 
the  economic  relationship  that  A.T.  &  T.  uses  to  keep  the  local 
exchange  carriers  completely  under  control.  As  it  is  axiomatic  that 
the  power  to  tax  confers  the  power  to  destroy,  so  it  is  equally  true 
that  the  control  of  corporate  funds  confers  the  power  to  dictate. 
And  through  its  control  of  the  separations  and  settlements  process, 
A.T.  &  T.  controls  the  revenue  levels  of  the  loced  exchange  carriers, 
and  hence,  exercises  a  dictatorship  over  the  entire  local  exchange 
industry.  Separations  and  settlements  lock  the  locEil  exchange  car- 
riers in  a  partnership  with  A.T.  &  T.  from  which  they  acquire  the 
incentive  to  treat  A.T.  &  T.'s  long-distance  network  altogether 
differently — and  much  more  favorably — than  MCI's  network,  or 
anyone  else's,  for  that  matter. 

My  Ifist  point  raises  the  question  how  this  is  to  be  solved — for 
this  is  the  question  that  must  be  answered  as  a  necessary  precondi- 
tion to  effective  competition  in  the  telecommunications  industry. 

My  conviction,  based  on  a  decade's  experience  of  dealing  witti 
A.T.  &  T.,  is  that  the  answer  requires  positive  action  to  eliminate 
the  structure  that  dictates  the  behavior  that  discriminates  eimong 
otherwise  legally,  technically,  and  professionsilly  competent  com- 
peting intercity  carriers. 

This  restructuring  requires  that  every  local  exchEmge  carrier  be 
paid  by  every  interexchange  carrier  on  an  absolutely  equal  basis, 
and  that  the  method  of  payment  from  each  intercity  carrier  be 
exactly  the  same.  No  more  big  pool  of  funds  eddying  ceaselessly  in 
concentric  circles,  of  whose  beginning  and  of  whose  end  there  is 
neither  glimpse  nor  trace.  Only  this  will  insure  that  the  other 
three  relationships — the  operational,  the  planning,  and  the  engi- 
neering interfaces — have  the  transparency  and  inherent  fairness 
that  the  bottleneck  rule  of  antitrust  law  requires. 

Just  to  be  certain  that  there  is  no  confusion  as  to  this  last  point, 
I  believe  that  the  Congress  should  legislatively  mandate  precisely 
this  transparency  in  a  local  exchange  carrier's  dealings  with  each 
and  every  interexchange  carrier. 

This  done,  the  next  step  would  be  to  revise  the  industry's  corpo- 
rate structure  to  insure  that  there  would  no  longer  be  any  common 
parent  relationship  between  an  interexchange  carrier  and  a  local 
exchange  company.  The  two  parties  in  the  transparent  relationship 
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should  have  no  incentive  to  muddy  the  relationship  through  con- 
cern for  interests  other  than  those  of  the  relationship  itself.  This 
could  be  achieved  by  a  stock  dividend  to  all  present  shareholders — 
a  simple  but  fair  method  used  in  similar  circumstances  in  the  past. 

Alternatively — and  at  a  minimum — I  believe  the  divorcement 
between  local  and  intercity  carriers  should  be  expressed  through 
fully  separated  entities,  as  called  for  in  S.  611.  These  should  be  so 
separated  that  any  discrimination  by  a  local  carrier  in  favor  of  any 
intercity  carrier,  would  immediately  be  obvious,  and  thus  readily 
remedied  by  the  courts — or  by  the  Commission,  which  should  have 
the  jurisdiction  to  effect  such  relief. 

These  conclusions  rest  on  my  conviction — one  born  of  years  of 
sad  and  sobering  experience — that  A.T.  &  T.'s  pattern  of  behavior 
in  seeking  continually  to  monopolize  is  so  ingrained  as  to  be  other- 
wise ineradicable. 

As  exhibit  1  of  the  proof  of  my  contention,  I  ui^e  you  to  consider 
the  testimony  that  A.T.  &  T.'s  Mr.  Olson  will  probably  present  to 
you  this  afternoon. 

If  he  runs  true  to  form,  Mr.  Olson — just  like  A.T.  &  T.  Chairman 
Brown  before  him — will  describe  four  provisions  that  any  legisla- 
tion must  have  if  it  is  to  secure  the  Bell  imprimatur.  It  is  clear, 
from  the  dialog  before  the  House  subcommittee,  that  A.T.  &  T.  is 
atill  seeking  the  essentials  of  the  Bell  bill,  which  it  presented  to 
Congress  in  1976.  It  has  just  repackaged  its  proposals  to  conceal  its 
real  intent. 

The  term  core  network  is  a  new  term  invented  for  these  hear- 
ings. Even  A.T.  &  T.'s  independent  telephone  partners  admit  this  is 
the  first  time  they  heard  it  and  they  don't  understand  it.  You  will 
have  the  impression,  in  the  House,  that  there  is  imminent  danger 
of  a  core  meltdown.  Known  in  the  industry  as  the  Theodore  Vail 
syndrome. 

Second,  Mr.  Olson  will  describe  the  economic  incentive  system 
that  reportedly  keeps  the  contraption  from  falling  on  its  face  by 
paying  off  the  proponents  of  the  core  network  out  of  the  pots  of 
money  collected  from  the  ratepayers.  Senator  Rollings  was  perfect- 
ly correct  in  referring  to  this  as  the  industry's  candy  jar. 

Third,  Mr.  Olson  will  describe  why  the  provision  of  basic  services 
should  be  given  as  a  legislative  charter  to  the  existing  industry,  a 
fitting  tribute  to  the  best  arm-in-arm  teamwork  that  ratepayer 
money  can  buy.  What  he  is  asking  for,  of  course,  is  a  new  monopo- 
ly at  the  very  heart  of  the  business,  a  new  monopoly  against  which 
no  one  could  compete. 

And  the  last  thing  Mr.  Olson  will  discuss,  though  in  different 
terms,  is  the  need  for  antitrust  immunity  while  all  his  previous 
objectives  are  achieved. 

I  submit  that  the  price  of  such  legislation  is  too  high  for  the 
American  people  to  pay,  too  high  in  terms  of  innovation  lost, 
diversity  deprived,  technology  frustrated.  But  he  will  ask  it  of  you 
nonetheless. 

Which  is  why  I  hope  that  you  will  ask  Mr.  Olson  to  make 
available  to  this  subcommittee  the  documents  relating  to 
A.T.  &  T.'s  dealings  wit|i  its  competitors,  documents  gleaned  from 
the  various  active  antitrust  suits  pending  against  it.  1  am  con- 
vinced, naturally,  that  these  documents,  which  relate  the  story  of 
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A.T.&T.'s  relationships  with  MCI,  ITT,  Datran,  Southern  Pacific, 
Litton,  and  others,  will  demonstrate  conclusively  that  A.T.  &  T. 
has  violated,  continues  to  violate,  and  has  plans  to  persist  in  violat- 
ing the  antitrust  laws  of  the  land. 

And  if  Mr.  Olson  turns  you  down,  as  he  did  yesterday  in  the 
House,  then  I  would  recommend  that  ^ou  subpena  the  material  in 
question.  Only  with  that  information  in  hand  will  you  ever  really 
have  the  insight  you  need  to  understand  corporate  A.T.  &  T. 

Thank  you. 

[The  following  information  was  subsequently  received  for  the 
record:] 


Hon.  Barrv  Goldwatbb, 

Russell  Senat    ~ '" 
as.  Senate.  I 

Dear  Senator  Goldwater:  At  the  conclusion  of  my  testimony  before  the  Senate 
Subcommittee  on  Communications  on  May  2,  1979,  I  promised  to  supply  the  Sub- 
committee, in  response  to  a  question  you  had  asked  earlier,  with  a  model  Btructuie 
demonstrating  the  physical,  operational,  and  technical  parmeters  which  would 
permit  the  local  exchange  carriers  and  the  interexchange  carriers,  as  completely 
distinct  and  separate  entities,  to  interconnect  with  each  other  for  the  provision  of 


high  quality  communications  service.  I  also  stated  that  there  are  no  problems  ii 
effecting  interconnection  between  the  specialized  carriers  and  the  telephone  net- 
work and  that  such  interconnection  poses  no  threat  to  the  integrity  of  that  network. 

I  am  enclosing,  herewith,  a  report  entitled  "The  Proposed  New  Intraexchange- 
Interexchange  Structure"  which  mdicates  the  feasibility  of  the  proposed  network 
structure  and  also  shows  how  the  specialized  carriers  can  interconnect  and  function 
with  the  established  telephone  network.  This  is  a  preliminary  feasibility  analysis 
prepared  for  MCI  by  Transcomm.  Inc.  a  group  of  consultants  in  engineering  and 
economics.  This  organization  has  been  involved  in  all  aspects  of  federal  and  state 
regulation  of  telephone  systems  for  over  ten  years, 

I  hope  you  will  take  the  time  to  read  this  report,  which  is  not  a  very  long  one.  I 
think  it  will  respond  to  the  question  you  were  raising  because  it  demonstrates  that 
MCI  and  other  competing  carriers  can  interconnect  with  the  local  exchange  tele- 
phone companies  at  the  class  i  central  office  level  without  in  any  way  disrupting 
normal  telephone  operations.  It  points  out  that  the  technical  details  of  such  inter- 
connection can  be  worked  out  within  the  existing  framework  for  inter-carrier  coordi- 
nation, and  that  the  economics  of  the  situation  can  be  taken  care  of  by  means  of 
local  network  access  charges  to  be  imposed  equally  upon  all  interexchange  carri- 
ers—AT&T as  well  as  the  specialized  carriers.  A  conclusion  that  can  be  drawn  from 
this  report  is  that  AT&T's  present  long  distance  operations,  or  any  new  entity  that 
might  be  created  to  own  and  operate  the  Bell  System's  interexchange  facilities, 
could  also  be  a  fully  separate  corporation  and  interconnect  with  the  local  exchanges 
in  the  same  way  as  the  specialized  carriers. 

I  greatly  appreciate  the  opportunity  to  appear  before  the  Subcommittee  and  to 
supplement  the  record  with  MCI's  views  as  to  the  pending  legislation.  I  am  sending 
copies  of  this  letter  and  of  the  enclosed  study  to  the  staff  of  the  Subcommittee  for 
inclusion  in  the  record.  I  want  to  thank  you  for  your  interest  In  these  important 

Very  truly  yours. 


The  Proposed  New  I ntr aexch a nge— Interexchange  Structure 


K  of  the  current  legislative  proposals  to  restructure  the  existing  interstate- 
e  jurisdictional  telephone  operations  into  interexchange  and  intraexchange 
operations  indicates  that  this  proposal  appears  feasible.  A  brief  review  of  the  exist- 
ing toll -switching  system  hierarchy  in  the  United  States  indicates  that  the  proposed 
demarcation  for  such  restructuring  can  be  focussed  at  the  class  4  toll  center  offices 
within  the  existing  system.  Moreover,  it  would  appear  that  the  specialized  C 
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cturiers  could  interconnect  at  this  level  to  provide  int«rexchange  services  without 
creating  any  technical  or  economic  problems  that  cannot  be  resolved  within  the 
existing  framework  and  procedures  uaed  for  inter-carrier  coordination  and  compen- 
sation. In  this  way.  competitive  "parallel"  service  networks  could  be  developed 
compatibly  with  the  existing  network  hierarchy.  ! 


Specialized  common  carriers  (SCCa)  in  the  communication  field  depend  upon  local 
telephone  service  for  distribution  to  and  from  their  terminals  or  switches  to  sub- 
Bcrioers  for  their  services.  In  most  cases,  they  are  limited  in  completing  a  connec- 
tion and  have  other  distributional  limitations  due  to  the  necessity  of  interconnec- 
tion to  only  a  local  telephone  exchange  in  a  given  area.  Under  the  existing  system 
organizational  framework,  network  access  is  made  through  what  is  known  as  a  class 
5  office  or  local  exchange.  The  procedure  could  be  simplified,  network  access  ex- 
panded, and  end-to-end  cost  pernaps  lowered  if  arrangement^  could  be  made  to 
enter  the  national  toll  network  at  a  level  higher  than  a  local  exchange.  These 
deHcienciee  can  be  overcome  by  adopting  the  presently  proposed  l^islation  which 
will  redefine  the  current  jurisdictional  state-interstate  toll  structure  into  an  intraex- 
change  and  interexchan^e  structure. 

The  inherent  compatibility  of  the  existing  and  proposed  structures  is  best  ex- 
plained by  examining  the  hierarchy  of  the  existing  national  toll  network. 

In  the  toll  system  plan  fur  North  America,  including  Canada,  Mexico,  the  Mari- 
time Provinces,  and  the  United  States,  these  areas  have  been  divided  into  a  number 
of  Regions.  Each  Region  has  be  subdivided  into  Sections.  In  turn,  the  Sections  are 
fiirther  subdivided  into  Primary  Areas;  all  very  much  like  the  geographic  divisions 
and  subdivisions  of  the  United  States. 

There  are  toll  switching  centers  for  each  level  of  the  subdivisions  as  shown  in  Fig. 
I.  the  Basic  Toll  Network.  Within  the  Primary  Area  there  is  further  subdivision  in 
order  to  bring  the  system  down  to  a  local  area  and  connections  to  the  individual 
subacriber.  Each  level  or  stage  of  pri^ess  In  the  hierarchy  has  been  assigned  a  class 
number  with  the  largest  number  being  given  to  the  local  exchange. 

Traffic  in  the  long  distance  services  is  routed  via  the  various  switching  centers  to 
the  R^onal  center  prior  to  being  connected  to  another  Region.  Traffic  within  a 
Rc^on  goes  through  the  next  higher  center  to  travel  to  the  adjacent  area.  The 
network  pattern  is  illustrated  in  Fig.  2,  Interconnecting  Pattern;  thus,  the  term  "the 
Toll  System  hierarchy." 

As  a  means  of  further  illustrating  the  system  concept,  let's  follow  a  call  from  a 
telephone  station  in  Washington.  D.C.  to  the  west  coast.  The  call  is  routed  from  the 
immediate  neighborhood  to  the  13th  Street  ofllce,  then  to  "Garden  City",  Virginia, 
across  the  river.  From  that  point,  there  are  direct  trunks  to  San  Francisco  (a  Region 
to  Region  connection)  at  which  point  the  distribution  process  takes  place.  What  has 
happened  in  this  arrangement  is  that  the  initiated  traffic  is  concentrated  in  stages 
to  make  use  of  a  common  facility  for  transmitting  over  long  distances.  Then  there  is 
a  decentralization  or  distribution  to  reach  a  local  station  in  the  called  area. 

In  rural  areas  the  hierarchical  relationships,  including  independent  telephone 
companies,  are  essentially  the  same.  Consider,  for  example.  New  London,  Minneso- 
ta, which  has  an  independent  lelco  providing  service  to  about  2000  stations.  TTie 
class  5  independent  office  is  tied  into  a  Bell  System  class  4  toll  center  at  Willmar 
and  then  the  Sectional  center  at  Minneapolis  and  ultimately  to  the  "Norway" 
Regional  center  in  Illinois.  Thus,  a  long  distance  call  originating  in  rural  New 
London,  terminating  in  Sacramento,  California,  would  follow  this  path  to  the  Re- 
gional center  in  Sacramento  for  completion  at  that  end. 

In  some  cases,  depending  upon  traffic  demands,  a  number  of  Regional  offices  may 
be  interconnected  directly  to  each  other.  Thus,  there  are  direct  trunks  from  east 
coast  to  west  coast,  or  Washington  to  Chicago,  or  Atlanta  to  Chicago,  Where  the 
amount  of  direct  traffic  does  not  support  a  direct  trunk  system,  the  connection  may 
be  relayed  through  one  or  more  Regional  offices,  Under  conditions  of  unusually  high 
traffic  demands,  the  calls  may  be  routed  over  alternate  routes  between  Regional 
offices  and,  as  well.  Sectional  offices  as  shown  in  Figs.  2  and  3. 

One  method  of  interconnecting  and  alternate  routing  is  shown  in  Fig.  3.  Also  in 
this  figure,  it  is  shown  that  in  the  interest  of  economies  (e.g.,  minimize  the  number 
of  switches  and  switching  points)  all  offices  in  the  system  organization  are  designed 
to  perform  the  functions  of  several  levels.  That  is,  a  class  2  office  can  handle  the 
class  3  and  class  4  traffic  as  well.  Certain  technical  criteria  have  been  established 
with  the  objective  of  keeping  the  traffic  as  low  as  possible  in  the  hierarchy  on  an 
equitable  (i.e.,  traffic  density)  basis,  while  maintaining  capacity  within  the  hierar- 
chy for  both  alternate  routing  and  normal  hierarchical  routing.  Thus,  the  entire 
scheme  has  been  designed  to  be  flexible  in  the  many  arrangements  needed.  A 
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graphic  representation  of  the  current  tolt  hierarchy  within  the  United  States  is 
shown  in  Fig.  4. 

The  intricacies  by  which  switching  takes  place  in  every  one  of  theoe  c«nt«TS  are 
technical  details  that  )  ave  been  omitted  for  purposes  of  this  discussion.  It  is  sufS- 
cient  to  state  that  each  switching  point  is  tailored  to  meet  the  immediate  require- 
ments of  its  location,  quantity  of  traffic  to  be  handled  and  call  routing.  The  circuit 
quantities  and  facility  arrangements  are  normally  determined  by  traffic  studie*  for 
the  circuit  quantities  and  economic  selection  for  the  factlitiee  (e.g.,  preaent  worth  of 
annual  chait^).  Ultimately  these  date  are  n^otiated  and  mutually  agreed  upon  by 
the  different  companies  involved. 

The  problem  addressed  in  this  document  is  the  potential  for  establishing  an 
intraexchange-interexchanee  delineation  of  this  network  hierarchy  and  the  poten- 
tial for  access  to  this  "new  structure  by  the  specialized  carriers  without  disturbing 
the  techno-economic  relationships  established  within  the  current  structure. 

Initially,  it  ia  interesting  to  note  that  A.T.  &  T.  appears  to  view  its  current  local 
office  interconnections  for  its  own  local  and  toll  offices  in  much  the  same  way  it 
views  interconnection  for  the  specialized  carriers.  For  example,  Figs.  5  and  6  (taken 
from  materialB  submitted  by  A.T,  ft  T.  during  the  ENFIA  negotiations)  show  the 
Specialized  carrier  facilities  (MCI-EXECUNET  and  Southern  Pacific— SPRINT)  as 
merely  being  interposed  between  local/central  offices,  acting  in  lieu  of  the  class  4 
toll  office  and  toll  trunk  connections  within  the  existing  A.T.  &  T./Beli  toll  hierar- 
chy. As  the  narrative  attached  to  these  figures  indicates,  the  customer  is  operation- 
ally indifferent  to  the  configuration  chosen,  except  for  the  local  dial-in  to  the 
specialized  carrier. 

Moreover,  from  a  technical  point  of  view,  both  the  specialized  common  carrier  and 
the  long  lines  company  would  appear  similar  at  the  class  4  toll  office  level.  E!ech 
could  interconnect  at  that  level  for  completion  of  a  circuit  to  the  designated  claas  5 
or  local  ofHce.  As  Fig.  7  shows,  this  level  at  which  interconnection  would  occur  ii 
also  compatible  with  a  definition  of  tntraexchange  service  which  encompasses  the 
class  4  and  5  offices  while  tnterexchange  service,  also  interconnecting  at  the  class  4 
office,  is  provided  as  a  services  network  which  is  "parallel"  to  higher  levels  of  the 
long  lines  toll  hierarchy. 

It  would  be  necessary  for  all  interexchange  carriers  to  establish  with  the  local 
operating  (intraexchange)  company  specincations  for  the  interconnection  and 
method  of  operation.  There  are  office  and  interoffice  trunking  schemes  wliich  may 
be  used  for  connections  of  this  type. 

Trunking  schemes  between  class  4  offices  sometime  vary  to  meet  different  signal- 
ing and  termination  practices,  dependings  on  the  type  of  switching  equipment  in  the 
offices  that  are  involved  (e.g.,  Common  Channel  Interoffice  Signalling  for  ESS  4A 
offices).  Also,  there  are  other  more  sophisticated  methods  of  interconnecting  which 
might  have  to  be  considered  by  the  specialized  carrier.  However,  these  are  technical- 
operational  problems  which  can  be  resolved  to  be  compatible  with  the  intraex- 
change-interexchange  structure. 

As  noted  earlier,  the  existing  hierarchy  requires  traffic  data  to  determine  circuit 
quantities  and  facility  arrangements.  It  ia  not  unreasonable  to  expect  that  such  data 
and  planning  can  continue  unimpeded  within  the  proposed  industry  structure 
where,  for  example,  both  the  operating  company  (intraexchange  carrier)  and  the 
specialized  carrier  provide  data  for  higher  level  toll  switching  and  facilitiea  as 
required.  Similarly,  such  planning  down  through  the  hierarchy,  with  the  local 
company,  would  occur  with  the  long  lines  company  and  the  specialized  carrier.  This 
information  can  be  derived  and  resolved  with  those  companies  involved  within  the 
proposed  structure  in  a  manner  similar  to  that  now  used  for  jointly  owned  facilities 
of  existing  telephone  companies. 

This  overview  of  the  current  industry  structure  and  operations  appears  to  indi- 
cate the  basis  for  compatibility  with  the  proposed  intraexchange-interexchange 
structure  of  operations.  Where  there  are  specific  signalling,  termination,  and  other 
interconnect  or  interface  problems,  they  appear  to  be  readily  resolved  in  ways 
which  are  similar  to  those  which  now  prevail.  Moreover,  where  economic  factois 
may  impinge  on  local  (intraexchange)  companies,  they  may  be  offset  by  the  local 
network  access  charges  to  be  imposed  equally  upon  all  interexchange  carriers  with 
which  the  local  companies  interconnect.  Alternatively,  if  any  economic  factora  are 
evident  on  the  interexchange  side,  they  would  appear  to  favor  the  existing  netwcvk- 
system  participants  which  would  likely  continue  their  current  interconnecting  ar- 
rangementa  with  which  the  specialized  carriers  would  have  to  interface. 

A  selected  list  of  publications  which  relate  to  the  issues  discussed  above,  from 
technical,  economic  and  institutional  viewpoints,  is  attached  to  this  review. 
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To  Initlat*  an  lnCai*tat«  HTS  call,  th»   oclginating  aubBcribeE 
gosa  off-hook  and  cacalva*  dial  ton*  from  tha  aarving  local 
offiea.  Tha  lubscrlbar  tbu  dlala  lO-diglta,  tha  l-dlglt 
HPWeoda  and  tha  T-diglt  axchsoga  talaphona  numbac  of  tha 
called  ■ tattoo. 

Upon  racalpt  of  thoia  digits,  tha  local  cantral  offica 
cacognltaa  thla  aa  a  toll  call,  attacbaa  JuitOBattc  Meaiaga 
Accounting  (AMA)  aqulpmant,  connacta  th#  aubacribar  Una 
to  a  toll  connactlng  trunk  which  la  taralnatad  In  tha  toll 
aHttchlng  machlna  locatad  In  tha  toll  switching  offica, 
and  forvarda  ths  10  dlglta  to  that  toll  avltehlng  offlea. 

Tha  toll  Bwitching  nacblna  baa  tha  built-in  Intalllganca 
to  datacnlna  tba  pcopar  public  awltehad  natvork  louta  and 
connacta  tha  call  to  a  trunk  to  tha  dailrad  dlatant  toll 
awitchlng  offica.  Tba  ID  digit*  ara  than  forwardad  to  tha 
dlatanC  toll  awitchar.   Tha  distant  toll  switching  machine 
absorbs  tba  first  thraa  routing  digltaj  connects  to  >  toll 
ceaplstiog  trunk  to  tha  local  oftlcs  serving  tha  called 
subicriberi  and  forwards  tba  savan  digits  of  the  called 
talaphona  subscrlbsr  to  ths  local  offica.   (Tha  nuaber  of 
digits  forvardad  to  tha  local  office  could  bs  4,  i, 
6  or  7  dapsnding  upon  tha  particular  cantral  offica  eguip- 
■ant  configuration,  but  is  usually  7.) 

Tha  local  serving  offica  switch  connacta  tba  toll  completing 
trunk  to  tha  subacribat  line,  rings  tha  subserlbar  if  Idls 
or  returns  a  busy  signal  If  tha  Una  1*  busy.   Cpon  answsi 
by  tba  called  party,  a  signal  Is  returned  to  ths  originating 
local  serving  office  to  trigger  tha  AHA  equiiraant  to  begin 
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FIGURE  5 

Exaeunat  and  Sprint  V 


Th«  patron  picks  up  his  handset  and  receives  dial  tone  Cr^ 
a  local  telephone  office.  Be  then  diala  the  T-dlglt  tele-' 
phone  number  of  the  exchange  service  subscclbed  to  by  the  OCC. 

The  local  office  suitchea  the  call  via  On  Interoffice  trunk 
in  the  public  switched  network  to  tbe  Telephone  Company's  central 
office  serving  the  OCC.  A  switch  in  that  central  office 
switches  the  call  to  the  facilities  going  to  the  OCC  office 
end  delivers  ringing  current  to  the  OCC  office.  The  switch 
in  the  OCC  office  autonaticslly  answers  the  call,  sends  an 
off-hook  signal  to  the  patrons  local  office  and  returns  a 
ton*  to  the  patron.   At  this  point,  the  patron  inputs  an 
authorization  code  and  the  lO-digit  number  required  to  reach 
the  desired  distant  telephone  aubacriber. 

The  OCC  carries  the  call,  Including  the  dial  information  to 
its  distant  office.  The  OCC  distant  office! connects  to  a 
Telephone  Company  provided  facility   to  the  Bell  local  office , 
and  forwards  on  off-hook  condition  to  the  Bell  office,  receives 
dial  tone  and  automatically  delivers  either  7  or  10  digits 
to  the  Bell  local  office.   7  digits  will  be  delivered  if  the 
call  is  going  to  a  number  in  that  HPV  and  10  digits  will  be 
delivered  if  the  call  Is  going  to  a  number  in  a  different  NPA. 
Based  on  those  digits,  the  local  telephone  switch  connects 
the  call  through  the  public  switched  network  to  the  called 
telephone  subscriber  line,  rings  the  subscriber  IC  idle,  or 
returns  busy  signal  it  the  line  is  busy.      ' 
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FIGURE  7 

Exchonga  Area   Plant 


Source:   Transmi aa ion  Systems  for  Communicationa ,  p.  75, 
Bell  Telephone  Laboratories. 
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The  Chairman.  Thank  you  very  much. 

Next  we  will  hear  from  Mr.  Whitney. 

Mr.  Whitney.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee. 

I  am  L.  C.  Whitney,  president  and  chief  executive  officer  of 
National  Data  Corp. 

I  am  testifying  on  behalf  of  the  Computer  and  Communications 
Industry  Association — CCIA — of  which  our  company  is  a  member. 

With  me  is  Philip  S.  Nyborg,  vice  president  cmd  general  counsel 
for  CCIA,  and  George  M.  Shea,  vice  president  cmd  general  counsel 
of  Nationeil  Data  Corp. 

CCIA  is  a  trade  association  representing  member  companies 
which  provide  services  find  products  in  the  data  processing  and 
data  communications  markete.  Our  products  and  services  include 
computers,  communications,  and  terminal  equipment,  software 
remote  access  computer  services,  and  data  communications  serv- 
ices. 

Our  members'  tmnual  revenues  range  from  $1  million  to  $400 
million,  with  an  average  revenue  of  approximately  $50  million. 
Collectively,  they  represent  annual  revenues  in  excess  of  $3.5  bil- 
lion and  employ  over  100,000  persons. 

National  Data  Corp.  is  a  publicly  owned  computer  service  compa- 
ny. We  operate  a  nationwide  real-time  information  processing 
system  utilizing  ^1  the  principal  services  currently  offered  by 
A.T.  &  T.  Our  systems  provide  health  care  services,  cash  manage- 
ment services,  credit  card  authorization  services,  and  consumer 
telephone  ordering  services.  Our  customers  include  over  150  banks 
and  2,000  m^or  corporations.  We  are  a  major  user  of  business 
telephone  services,  utilizing  at  £my  one  time  over  300  WATS  lines. 

Our  services  will  be  directly  affected  by  the  proposed  competition 
among  common  carriers. 

Our  company  and  other  companies  in  CCIA  are  concerned  about 
the  entry  of  any  common  carriers  into  these  markets,  either  eis  a 
provider  of  service  or  as  em  equipment  manufacturer,  when  they 
are  today  the  monopoly  power  in  communications  markets  £md 
communications  services  on  which  data  processing  service  compa- 
nies are  totally  dependent. 

My  testimony  today  is  directed  toward  title  II  of  S.  611  as  it 
relates  to  domestic  telecommunications. 

The  concerns  shared  by  CCIA  and  National  Data  are  the  same 
ones  voiced  last  year  at  the  hearings  on  H.R.  13015,  and  which  are 
recc^nized  in  S.  611.  They  are:  one,  the  subsidization  of  competitive 
offerings  by  monopoly  communications  revenues;  two,  the  denial  of 
competitor  access  to  monopoly  communications  facilities;  and 
three,  the  inability  under  present  laws  to  prevent  these  and  other 
unfair  practices  in  competition  by  monopoly  or  dominant  carriers. 

The  full  text  of  mv  statement  is  on  file  with  your  committee 
staff.  I  have  included  also  two  appendices  which  address  (a)  pro- 
posed speciflc  amendments  to  the  bill,  and  (b)  the  historical  prob- 
lems faced  by  the  FCC  with  practices  of  cross-subsidy  and  denial  of 
access.  We  will  submit  an  exhibit  on  the  inadequacies  of  present 
and  contemplated  accounting  controls  and  separation. 

The  principles  of  separation  and  access  embodied  in  the  bill  are 
necessary  and  appropriate  in  view  of  the  history  of  competitive 
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communications.  In  spite  of  past  antitrust  action  agmnst  A.T.  &  T. 
that  resulted  in  the  1956  consent  decree,  and  in  spite  of  regulatory 
decisions  subsequent  to  1956  detailing  instances  of  A.T.  &  T.  s 
actual  or  potential  anticompetitive  practices,  cross-subsidy  contin- 
ues to  be  both  a  pervasive  practice  and  a  frequent  FCC  issue. 

With  respect  to  denial  of  access,  the  FCC  issued  a  broad  directive 
to  all  telephone  carriers  to  meike  available  local  distribution  facili- 
ties to  competitors  on  a  reasonable  and  nondiscriminatory  basis. 

Nonetheless,  AT.  &  T.  today  is  the  defendant  in  at  least  four 
separate  lawsuits,  all  of  which  allege  denial  of  equitable  competitor 
access  to  A.T.  &  T.  facilities  and  violation  of  the  antitrust  laws. 

Competitive  issues  relating  to  monopoly  carriers  have  evolved 
beyond  the  communications  industry  iteelf,  for  monopoly  carriers 
have  already  begun  to  cross  the  boundary  into  the  competitive 
marketplace  for  data  processing  equipment  and  services.  The  fun- 
damental issue  now  is  the  relationship  between  monopoly  commu- 
nications services  on  the  one  hand,  and  all  competitive  offerings — 
equipment  or  services — on  the  other. 

With  respect  to  A.T.  &  T,,  there  is  a  further  issue:  whether  the 
1956  antitrust  consent  decree,  restricting  A.T.  &  T.  to  communica- 
tions offerings,  should  be  overridden  so  as  to  permit  A.T.  &  T.  to 
enter  into  data  processing. 

The  communications  issues  of  cross-subsidy  emd  denial  of  access 
will  be  equally  important  in  the  information  services  and  electron- 
ic equipment  areas  if  A.T.  &  T.  is  permitted  to  offer  such  services 
and  products  without  adequate  safeguards. 

For  example,  A.T,  &  T.  presently  is  licensing  through  Western 
Electric,  noncommunications  computer  software  that  was  devel- 
oped at  Bell  Laboratories.  Bell  Laboratories,  however,  is  funded  by 
assessments  on  the  Bell  operating  companies,  which,  in  turn,  are 
funded  by  telephone  ratepayers. 

The  development  of  this  software  at  Bell  Laboratories  thus  is 
subsidized  by  monopoly  telephone  revenues,  and  the  dollars  come 
from  the  ratepayers  pockets. 

In  addition,  A.T.  &  T.  asked  the  FCC  for  authority  to  provide  its 
advanced  communications  service — ACS — which  has  been  univer- 
sally recognized  by  the  computer  industry  as  a  substantial  data 
processing  offering.  A.T.  &  T.  has  already  stated  that  ACS  competi- 
tors may  not  have  equitable  access  to  the  DDS  facilities  over  which 
ACS  will  be  offered. 

Anticompetitive  practices  are  being  addressed  in  this  pending 
legislation,  and  Congress  has  a  spectrum  of  available  remedies  for 
dealing  with  these  problems  of  cross-subsidy  and  denial  of  access. 

The  remedies  range  from  divestiture  of  competitive  offerings,  to 
"full  separation"  of  competitive  offerings  in  a  separate  subsidiary 
or  other  corporation  related  by  ownership,  down  to  "accountii^ 
separation"  of  monopoly  and  competitive  offerings  within  the  same 
corporation. 

It  is  CCIA's  position  that  divestiture  of  competitive  components 
is  the  only  solution  that  eliminates  the  incentive  for  a  monopoly 
carrier  to  cross-subsidize  or  deny  access.  We  feel  that  this  remedy 
should  be  adopted  in  S.  611. 

Instead,  the  separate  subsidiary  or  full  separation  approtich  is 
partially  embrac«l  by  S.  611,  but  in  key  areas  such  as  competitive 
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communications  and  computer  equipment  manufacturing  Euid  com- 
puter services,  the  bill  permits  the  FCC  to  shift  to  what  we  believe 
to  be  the  least  effective  alternative,  accounting  separation. 

Methods  of  cost  allocation  are  numerous  and  often  subjective. 

Complaints  have  been  lodged  by  several  parties  about  A.T.  &  T.'s 
improper  application  of  the  new  fully  distributed  costing  method- 
ology mandated  by  the  FCC. 

Our  conclusion  is  that  an  attempt  at  separation  by  accounting 
will  only  increase  rather  than  decrease  regulatory  oversight,  and 
this  clearly  is  contrary  to  the  purpose  of  the  bill. 

On  the  other  hand,  full  corporate  separation  [>ermits  monitoring 
of  the  relationship  between  monopoly  and  competitive  oiTerings  on 
a  broader  level  and,  therefore,  cost  allocation  becomes  a  moot  issue 
if  products  or  services  offered  between  the  monopoly  carriers  and 
its  competitive  affiliate  were  available  to  £ill  competitors  on  pre- 
cisely the  same  terms. 

We  recf^nize  that  this  bill  seeks  ultimately  to  have  fair  competi- 
tion be  the  r^ulator  in  the  communications  marketplace,  and  we 
strongly  support  this  objective. 

When  a  monopoly  carrier  is  subject  to  effective  and  fair  competi- 
tion in  all  of  its  services,  it  will  lack  a  monopoly  base  from  which 
to  subsidize. 

Restrictions  are  necessary  unless  and  until  such  effective  and 
fair  competition  exists. 

These  restrictions  must  be  written  in  such  a  manner  that  com- 
petitors and  users  of  the  services  have  standing  to  bring  effective 
enforcement  actions  against  a  violator. 

Ibis  is  especially  necessary  in  light  of  the  fact  that  this  bill 
permits  A.T.  &  T.  to  enter  the  data  processing  market  by  nullifying 
an  antitrust  consent  decree  which  was  written  to  restrict 
A.T.  &  T.'s  anticompetitive  behavior. 

We  recommend  two  areas  of  change  in  S.  611  that  would  permit 
effective  implementation  of  the  principles  that  this  legislation  sets 
forth. 

First,  we  ask  that  full  separation  between  monopoly  communica- 
tions carriers  and  any  of  their  competitive  offerings  be  required  in 
all  situations. 

The  bill  should  include  a  statutory  mandate  for  full  corporate 
separation,  and  the  Commission  should  not  be  granted  an  option  to 
use  the  totally  unacceptable  method  of  accounting  separation. 

At  present,  the  bill  recognizes  that  the  problems  of  cross-subsidy 
and  denial  of  access,  as  they  relate  to  communications  services, 
require  a  full  separation. 

The  bill  implies,  however,  that  monopoly  communication  services 
need  not  be  fully  separated  from  equipment  manufacturers  and 
data  processing  service  organizations.  We  feel  that  this  is  a  major 
inconsistency. 

Second,  we  ask  that  the  principle  of  full  separation  be  further 
articulated  and  effectively  implemented  to  provide: 

One:  That  a  dominant  carrier  shfill  not  make  any  directly  com- 
petitive offering. 

Two:  That  a  separate  corporate  tiffiliate  of  a  dominant  carrier 
may  make  any  competitive  offering  and  it  may  lease  or  resell 
communications  services  of  its  dominant  carrier  provided,  however. 
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the  dominant  carrier  muBt  make  such  services  available  to  all 
competitors  under  the  same  terms  and  conditions. 

Three:  That  a  dominant  carrier  and  its  competitive  aHlIiate  may 
not  favor  each  other  as  supplier  or  customer. 

Four:  The  investment  hy  a  dominant  carrier  in  its  competitive 
affiliate  must  be  on  a  basis  that  avoids  cross-subsidization.  This 
arm's  length  investment  requirement  is  a  key  element  of  our  pro- 
posal. CCIA  recognizes,  however,  that  it  would  be  inherently  (Gfli- 
cult  for  the  FCC  to  monitor.  Therefore,  we  further  propose  that  a 
substantial  minority  portion  of  the  securities  of  any  competitive 
affiliate  or  a  dominant  carrier  be  publicly  held.  This  proposal 
contemplates  that  the  financial  marketplace  would  assist  the  Com- 
mission in  preventing  abuses  by  insuring  that  investments  reflect 
?:enerallv  prevailing  commercial  conditions,  and,  second,  that  the 
infmcial  reports  required  by  the  Securities  and  Exchange  Commis- 
sion to  be  filed  by  publicly  held  companies  would  substantially 
assist  the  FCC,  as  well  as  investors,  in  determining  if  investments 
were  on  a  true  arm's  length  basis. 

Five;  That  there  be  no  joint  marketing  or  tying  of  a  monopoly 
communications  service  to  a  competitive  service  or  product  be- 
tween the  dominant  carrier  and  its  competitive  affiliate,  and  there 
must  be  separate  billing  for  services. 

Six:  The  results  of  any  research  and  development  that  has  been 
funded  directly  or  indirectly  by  the  dominant  carrier  must  be  made 
available  on  equal  terms  to  all  parties. 

These  proposals  for  full  corporate  separation  are  not  intended  to 
be  all  inclusive,  and  CCIA  would  welcome  the  ideas  of  other  parties 
in  order  to  better  implement  this  objective. 

Again,  we  view  full  corporation  separation  as  an  alternative 
remedy,  to  be  utilized  only  in  the  event  that  the  final  version  of 
this  bill  ultimately  rejects  divestiture. 

However,  if  full  separation  is  retained,  and  if  our  proposals  relat- 
ing thereto  are  adopted,  then  CCIA,  and,  we  believe  the  industry  as 
a  whole,  would  be  in  a  position  to  strongly  support  this  legislation 
as  a  major  and  positive  milestone  in  the  evolution  of  our  country's 
information  and  communications  policy. 

CCIA  and  NDC  stand  ready  to  offer  any  assistance  you  may 
desire  in  clariflng  or  amplifying  the  details  of  our  proposal. 

Thank  you  for  permitting  me  to  speak  to  you  today  on  behalf  of 
the  Computer  and  Communications  Industry  Association. 

Thank  you, 

[The  statement  follows:] 


Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  L.  C.  Whitney,  President 
of  National  Data  Corporation.  I  am  teatifying  on  behalf  of  the  Computer  &  Commu- 
nications Industry  Association  ("CCIA"),  of  which  my  company  is  a  member. 

CCIA  ia  a  trade  association  representing  69  member  companies  which  compete  in 
the  data  proceaaing  and  data  communications  markets.  Their  products  and  serviceo 
cover  a  broad  spectrum  and,  particularly  relevant  to  these  hearings,  include  main- 
frame computers,  communications  equipment,  data  terminal  equipment,  computer 
software,  remote  access  computer  services,  and  data  communications  services.  Our 
members  range  in  size  from  annual  revenues  under  {1  million  to  in  excess  of  $400 
million,  while  an  average  member  has  revenues  of  approximately  $50  million. 
Collectively,  they  represent  annual  revenues  in  excess  of  S3.5  billion  and  employ 
over  100  thousand  persons. 
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National  Date  Corporation  is  a  publicly  owned  data  service  compan^r  baaed  in 
Atlanta,  Georgia.  We  operate  a  nationwide  real  time  information  processing  system 
accessed  by  ATAT's  Inward  Wide  Area  Telephone  Service  (WATSI.  Our  24-hour  a 
day  Byetem  ia  used  for  cash  management,  credit  card  authorization  and  check 
verification  services,  management  information  reporting  services,  and  consumer 
telephone  ordering  services.  Our  customers  include  over  150  banks  and  2,000  major 
corporations.  National  Data  is  a  major  user  of  business  telephone  services,  utilizing 
at  any  one  time  over  300  WATS  lines,  which  services  will  be  directly  affected  by  the 
proposed  competition  among  common  carriers.  National  Data  and  CCIA  view  with 
concern  the  entry  of  dominant  communications  common  carriers  into  the  heretofore 
proscribed  area  of  data  processing  (either  as  providers  of  services  or  as  equipment 
manufacturers),  when,  as  often  is  the  case,  these  carriers  are  both  monopoly  powers 
in  communications  markets  and  the  providers  of  communications  service  upon 
which  data  processing  service  companies  are  totally  dependent. 

My  testimony  is  directed  toward  Title  II  of  S.  611  as  it  relates  to  domestic 
telecommunications.  I  will  address  iaaues  and  problems  relating  to  participation  by 
monopoly  communications  carriers  in  both  competitive  communications  and  data 
proceesiiig  mariiets,  whether  as  a  provider  of  service  or  as  an  equipment  manufac- 
turer. 

The  fundamental  concerns  shared  by  CCIA  and  National  Data  tliat  I  will  discuss 
today  are  the  same  ones  voiced  last  year  at  the  hearings  on  H.R.  13015,  and  which 
are  rect^nized  in  Senate  Bill  S.  611.  They  are:  (1)  the  subsidization  of  competitive 
offerings  bv  monopoly  communications  revenues;  (2)  the  denial  of  competitor  access 
to  monopoly  communications  facilities;  and  (3)  the  inability  under  present  laws  to 
prevent  these  and  other  unfair  practices  in  competition  by  monopoly  or  dominant 
market  carrieia.  I  will  focus  on  tnese  issues  in  the  context  of  S.  611,  with  amplifica- 
tion of  our  discussion  being  reserved  for  two  appendices  attached  to  this  Statement, 
which  address  (a)  proposed  specific  amendatory  language  to  the  Bill,  and  (b)  the 
historical  problems  fat^d  by  the  FCC  with  practices  of  croea-subsidy  and  denial  of 

liiroughout  the  following  discussion,  section  references  are  to  sections  of  the  Bill 
rather  than  to  the  Communications  Act,  unless  otherwise  specifically  indicated. 

Sections  207  and  205  of  the  Bill  address  the  problem  of  cross-subsidv  and,  in 
essence,  propose  "full  separation"  between  various  monopoly  services  ana  competi- 
tive offerings,  as  well  as  full  separation  between  non-competitive  exchange  service 
and  any  interexchange  service.  Section  209  deals  with  denial  of  competitor  access  bv 
requiring  that  every  non-competitive  exchange,  or  interexchange  (or  international! 
service  not  subject  to  effective  competition  shall  establish  physical  connections  with 
any  other  earner  upon  request.  Section  210  further  requires  non-competitive  inter- 
exchange services  to  be  provided  on  non-discriminatory  terms  upon  reasonable 
request. 

These  principles  are  necessary  and  appropriate  in  view  of  the  history  of  competi- 
tive communications,  wherein  the  issues  of  cross-subsidy  and  denial  of  access  have 
been  pervasive  in  FCC  regulation.  For  despite  past  antitrust  action  against  AT&T 
that  resulted  in  the  1956  Consent  Decree,  and  despite  a  plethora  of  r^ulatory 
decisions  subsequent  to  1956  detailing  instances  of  its  actual  or  potential  anticompe- 
titive oractices,  cross-sulwidy  continues  to  be  pervasive  in  FCC  rate  regulation 
proceeoings  with  respect  to  services  in  which  AT&T  faces  competition.  Recent 
examples  of  these  problems  are  brought  to  mind  by  the  FCC  proceedings  involving 
Telpak,  the  7-Way  Coat  Study,  and  private  line  tariffs  (Hi-Lo  and  Multi-schedule 
Private  Line  ("MPL"».  The  recent  decision  of  Judge  Miller  in  phase  I  of  Docket 
20814  (MPL  tarifD,  rejects  AT&T's  multi-schedule  private  line  tariff  and  reviews 
with  obvious  frustration  the  Commission's  inability  to  compel  AT&T  to  set  C08^ 
justified  rates  for  either  private  line  services  or  DDS  (data)  service,  both  key 
competitive  services.  (For  the  Subcommittee's  reference.  Judge  Miller's  decision  ia 
attached  as  Exhibit  1.) 

With  respect  to  denial  of  access,  AT&T  already  ia  under  a  statutory  obligation. 
after  Commission  order,  to  establish  physical  connections  with  other  carriers  (Com- 
munications Act,  Section  201)  and  to  refrain  from  discrimination  in  charges  or 
practices  [Communications  Act,  Section  202).  The  Commission  in  1971,  reco^ized  in 
its  Specialized  Common  Carrier  Decision  that  AT&T  would  have  a  serious  incentive 
to  discriminate  against  competing  private  carriers,  and  issued  a  broad  directive  to 
all  telephone  carriers  to  make  local  distribution  facilities  available  to  competitors 
on  a  reasonable  and  non-discriminatory  basis.  Nonetheless,  AT&T  is  today  the 
defendant  in  at  least  four  separate  lawsuits  brought  by  Datran,  MCH  Telecommuni- 
cations Corporation,  Southern  Pacific  Communications,  and  the  U.S.  Government, 
each  of  which  allies  denial  of  equitable  competitor  access  to  AT&T  facilities  and 
violation  of  the  antitrust  laws. 
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Anticompetitive  problems  in  the  communications  industry  alao  encompcus  com- 
munications equipment  manufacturing  and  the  activities  of  the  manufacturing  sub- 
sidiaries of  carriers  such  as  AT&T  and  GTE.  The  activities  of  AT&T's  Western 
Electric  are  well  documented  in  the  proceedings  leading  up  to  the  1956  Consent 
Decree,  and  tod^  are  again  the  subject  of  a  Department  of  Justice  antitrust  suit 
against  AT&T.  However,  competitive  isBuea  relating  to  monopoly  carriera  have 
evolved  beyond  the  communications  industry  itself,  for  monopoly  carriers  have 
already  begun  to  cross  the  boundai?  into  the  competitive  marketplace  for  data 

Erocessing  equipment  and  services.  The  fundamental  issue  now  is  the  relationship 
etween  monopoly  communications  services  on  the  one  hand,  and  competitive  ofier- 
ings  on  the  other  (e.g.,  communications  equipment,  competitive  fnmnnii n ifminm 
services,  data  processing  equipment,  and  data  processing  services). 

With  respect  to  AT&T,  however,  there  is  a  further  issue:  whether  the  1956 
antitrust  Consent  Decree,  restricting  AT&T  to  communications  oflerings,  should  be 
modified  or  abrogated  to  permit  the  carrier's  entrjj  into  areas  not  involving  common 
carriage  such  as  data  processing.  In  this  regard,  it  would  appear  that  hirtory  may 
well  forecast  the  future:  that  tne  problems  of  croBB-aubsidy  and  denial  of  access, 
which  have  been  so  pervasive  in  competitive  communications  will,  if  AT&T  is 
permitted  to  offer  such  services  and  products  without  adequate  safeguards,  be 
equally  pervasive  in  the  information  service  and  electronic  et^uipment  markets.  For 
example,  AT&T  is,  through  Western  Electric,  presently  licensmg  computer  software 
(i.e.,  selling  it  in  the  data  processing  marketplace)  that  was  developed  at  Bell 
Laboratories;  Bell  Laboratories,  however,  is  funded  by  general  service  and  lioense 
fees  that  are  assessed  on  the  Bell  operating  companies  which,  in  turn,  are  funded  by 
telephone  ratepayers.  The  manufacture  of  this  software  at  Bell  Laboratoriee  is  thus 
subeidiied  by  monopoly  teleirfione  revenues,  and  the  dollars  come  from  tbe  rate- 


payers' pockets. 

bi  addition,  AT&T  has  petitioned  the  FOJ  for  authority  to  .  

Communications  Service  (ACS),  which  has  been  umveraally  recognized  by  tbe  com- 


dition,  AT&T  has  petitioned  the  FCC  for  authority  to  provide  its  Advanced 


r — B  may  not  have  equitable 

IS  to  the  DDS  lacUities  over  which  ACS  will  be  offered,  nor  will  they  necessarily 
pay  the  same  price  for  the  use  of  those  facilities. 

These  anticompetitive  practices,  admirably,  are  being  addressed  in  this  pendii^ 
legislation.  CaogresB  has  a  spectrum  of  available  remedies  for  dealing  witli  these 
problems  of  crom-subsidy  and  denial  of  access.  If  we  conceptualize  carriers  as 
offering  basically  two  categories  of  services  or  preducts — monopoly  and  competi- 
tive—the remedial  spectrum  ranges  from:  Divestiture  of  competitive  offerings,  to 
"fijl  separation"  of  competitive  ofTerings  in  a  separate  subsidiary  or  other  corpora- 
tion related  by  ownership,  down  to  "accounting  separation"  of  monopoly  and  com- 
petitive offerings  within  the  same  corporation. 

Last  year,  in  testimony  before  the  House  Communications  Subcommittee  on  H.R 
13015.  the  Communications  Act  of  19TS,  CCIA  reached  and  supported  the  conclusion 
that  only  divestiture  of  competitive  offerings  from  monopoly  carriers  would  achieve 
fully  competitive  conditions  m  the  competitive  communications  and  computer  indus- 
tries. It  was  proposed  that  monopoly  exchange  carriers  divest,  or  be  divested  fifom, 
all  components  of  their  business  that  offer  products  or  services  in  markets  subject  to 
competition  (whether  effective  competition  or  not),  such  as  equipment  maniuactur- 
ing  and  intercity  transmission.  Because  such  divestiture  severs  only  corporate  own- 
ership relations  (which  create  the  incentives  for  cross-Bubeidy  and  denial  of  access), 
legitimate  service  relationships  between  such  carriers  and  the  divested  component 
would  remain  intact.  The  system  would  deviate  from  its  present  structure  only  to 
the  extent  that  competitive  alternatives  to  AT&T  Long  Lines  or  Western  Electric 
were  more  attractive  from  the  standpoint  of  price  or  performance. 

It  is  CCIA'b  position  that  divestiture  of  competitive  components  is  the  only  solu- 
tion that  eliminates  the  incentive  for  a  monopoly  carrier  to  cross-subsidize  or  deny 
access.  However,  this  remedy  has  not  been  adopted  in  S.  611.  Instead,  the  "separate 
subsidiary"  or  "full  separation"  approach  is  partially  embraced  by  S.  611.  but  in 
certain  kev  areas,  such  as  communications  ana  data  processing  equipment  manufac- 
turingana  the  provision  of  data  or  information  processing  services,  the  Bill  grants 
the  FCC  discretion  to  shift  to  the  third  (and  least  effective)  alternative,  accounting 

There  are  significant  differences  between  corporate  separation  and  accounting 
separation  with  respect  to  preventing  cross-subsidy  and  denial  of  access.  Enforce- 
ment of  accounting  separation  requires  access  to  accurate  cost  information  which  is 
extremely  difficult,  if  not  impossible,  to  obtain  from  a  reluctant  carrier.  Often,  cost 
allocations  must  be  made  between  monopoly  and  competitive  servitxs;  and  example 
of  this  is  the  allocation  of  costs  between  public  switched  telephone  service  (MTS, 
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WATS)  and  DDS  (or  d&ta)  Services,  all  of  which  use  the  Bamepublic  switched 
network  and  facilities,  albeit  in  difTering  d^nea.  Even  if  the  FCC  could  obtain 
extmsive  information  on  operations  and  charges,  any  proceeding  wtierein  such 
charges  or  costs  were  examined  would  continue  to  be  plagued  by  the  question  of 
proper  cost  allocation  that  has  chronically  hindered  rate  regulation  with  respect  to 
such  tarifb  as  MPL,  and  DDS,  as  well  as  to  MTS/WATS. 

Moreover,  accounting  separation  requiree  both  the  rwulatory  authority  and  com- 
petitors to  monitor  carrier  activities  on  a  "micro"  level,  effectively  requiring  them 
to  implement  a  continuous  audit  of  all  carrier  accounting  and  management  deci- 
sions relating  to  allocation  of  coats.  As  stated  above,  A.T.  &  T.  presently  allocates  its 
coats  between  MTS/WATS  and  DDS,  which  utilize  the  seme  facilities.  Methods  of 
cost  allocation  are  numerous,  and  often  subjective,  and  the  FCC  has  expended 
countless  hours  in  the  course  of  several  proceedings  to  develop  and  adopt  a  satisfac- 
tory costing  methodology.  Even  after  the  Coraraission's  adoption  of  fully  distributed 
coet  method  7,  which  was  intended  to  resolve  the  cost  allocation  problem,  other 
parties  have  continued  to  lodge  complaints  to  the  effect  that  A.T.  &  T.  has  not 
properly  applied  the  new  costing  methodology.  All  of  this  points  to  the  concluaion 
that  any  attempt  at  separation  by  accounting  will  only  increase,  rather  than  de- 
crease, regulatory  overflight.  This  result  is  clearly  contrary  to  the  purpose  of  the 
Bill. 

A  separate  subsidiary  or  maximum  separation  approach.  Le.,  corporate  separa- 
tion, on  the  other  hand,  permits  monitoring  of  the  relationship  between  monopoly 
and  competitive  services  on  a  broader  level,  allowing  the  Commission  and  competi- 
t<W8  to  scrutinize  transactions  between  the  monopoly  and  competitive  companies, 
the  flow  of  investment  from  the  monopoly  to  the  competitive  suDsidiaiy,  and  other 
exchanges,  such  as  the  exchange  of  research  and  development  information,  between 
parent  and  subsidiary  which  may,  or  may  not,  be  for  reasonable  value.  Proper  coat 
allocation  could  become  a  moot  issue  if  products  or  services  offered  between  a 
monopoly  carrier  and  its  competitive  affiliates  were  available  to  all  competitors  on 
precisely  the  same  terms. 

Even  if  a  separate  subsidiary  or  maximum  separation  approach  is  taken,  however, 
there  remain  other  problems  which  would  require  careful  monitoring.  These  include 
marketing  (competitive  firm  leveraging  from  the  monopoly's  customer  base,  or  a 
product  and  service  tying  arrangement)  and  a  preferred  supplier /customer  relation- 
ship, the  latter  of  which  is  at  issue  in  the  Justice  Department's  present  and 
preceding  antitrust  litigation  against  A.T.  &  T,  and  Western  Electric.  In  addition,  a 
monopoly  carrier  and  its  competitive  affiliate  will  always  have  a  mutal  interest  in 
the  success  of  the  other,  and  will  have  a  strong  financial  incentive  to  favor  each 
other  over  outside  competitors,  even  when  separated.  It  also  should  be  noted  that 
even  with  "full  separation"  defined  as  it  is  in  S.  611,  a  monopoly  will  continue  to 
have  an  ownership  relationship  with  its  competitive  afliliates,  which  obviously 
equates  to  control.  This  control  will  exist  as  long  as  there  is  a  majority  or  greater 
ownership  relationship. 

We  recognize  that  this  Bill  seeks  ultimately  to  have  competition  be  the  regulator 
of  the  communications  marketplace  and  we  strongly  support  this  objective.  When  a 
monopoly  carrier  is  subject  to  effective  competition  in  ei\  of  its  services,  it  will  lack 
a  monopoly  base  from  which  to  subsidize.  'The  key,  however,  is  in  the  word  "effec- 
tive," and  restrictions  are  necessary  unless  and  until  sucii  effective  competition 
exists.  We  believe  that  such  competition  does  not  now  exist  with  respect  to  A.T.  & 
T.  in  intercity  (long  haul)  transmission,  or  with  respect  to  A.T.  &  T,  and  other 
carriers  in  local  distribution. 

We  recognize  also  that  many  view  "A.T.  &  T.  v.  IBM"  as  a  competitive  scenario 
and  solution  to  the  aerious  structural  problems  and  economic  concentration  that 
exists  in  the  industries  represented  by  these  two  companies.  There  is  no  assurance, 
however,  that  these  two  industry  giants  would  not  share  the  computer /communica- 
tions markets  and  constitute  the  "tight  oligopoly"  or  "shared  monopoly"  about 
which  the  Justice  Department,  the  Federal  Trade  Commission,  and  related  congres- 
sional committees  share  concern.  IBM's  relative  strength  (partially  through  SBS)  is 
in  serviiw  the  data  processing  and  data  communications  needs  of  major  companies, 
while  A.T.  &  T.  is,  relatively  speaking,  oriented  more  toward  the  needs  of  smaller 
businesses  and,  ultimately,  residential  users  of  data  services.  The  common  submar- 
kets.  i.e..  areas  of  actual  competition  addressed  by  both  A.T.  &  T.  and  IBM,  at  the 

C«eent  time  include  only  data  terminal  equipment  and  private  line  services  (the 
Iter  through  SBS.  which  service  is  not  yet  operational):  these  represent  a  very 
minor  amount  of  each  company's  total  revenues. 

This  Bill  represents  a  major  change  in  the  policy  status  quo,  because  it  would 
permit  A.T.  &  T.  to  enter  the  data  processing  market.  Further,  it  does  so  by 
nullifying  an  antitrust  consent  decree  written  to  restrict  anticompetitive  behavior 
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_A  the  part  of  A.T.  &  T.  Herein  lies  one  of  our  mfyor  conccms.  Even  with  the 
Consent  Decree  in  effect,  there  has  been  an  established  history  of  anticompetitive 
practices  by  A.T.  &  T.  in  communications  markets.  How  then  does  this  Subcommit- 
tee conclude  that  lifting  the  decree— when  it  would  permit  the  extension  of  such 
anticompetitive  practices  into  non-communications  markets  such  as  data  process- 


ing— is  a  pro-competitive  action? 
We  submit  that  enforceable  and  effective  restriclions  are  necessary  until  su^ 
e  as  true  competition  becomes  a  reality  and  these  restrictions  must  be  written  in 


such  a  manner  that  competitors  and  users  of  the  services  have  standing  to  bring 
enforcement  actions  against  a  violator.  The  restrictions  proposed  by  CCIA  today  are 
not  permanent  measures,  but  are  intended  to  remain  m  place  for  so  long  as  any 
monopoly  or  Category  II  carrier,  or  any  part  of  its  coroporate  family,  is  not  subject 
to  effective  competition.  If  and  when  true  competition  does  emerge  in  the  communi- 
cations  industry,  the  restrictions  can  be  removed. 

We  seek  two  areas  of  change  in  S.  611.  In  our  view,  these  changes  are  entirely  in 
consonance  with  the  intent  and  philosophy  of  the  Bill.  They  would  permit  effective 
implementation  of  the  principles  that  this  l^islation  sets  forth.  If  these  changes  an 
adopted  (and,  of  course,  the  principles  of  Section  205  and  207  remain  in  the  Bill 
without  degradation  due  to  changes  in  other  sections).  CCIA  would  be  in  a  po«ti<»i 
to  strongly  support  this  legislation  as  a  major  and  positive  milestone  in  the  evolu- 
tion of  our  country's  information  and  communications  policy. 

First,  we  ask  that  "full  separation"  between  monopoly  communications  services 
and  any  competitive  offering  be  mandated  in  all  situations.  The  provisions  of 
Section  205  of  the  Bill  relating  to  communications  and  electronic  equipment  and 
information  software  and  services  should  include  a  statutory  mandate  for  full 
corporate  separation  rather  than  providing  the  Commission  the  option  to  use  the 
unsatisfactory  method  of  accounting  sepBration.  This  change  would  give  the  full 
separation  requirements  of  Section  205  the  same  force  and  effect  as  the  "full 
separation"  requirements  of  Section  207  of  the  Bill  relating  to  communications 


At  present,  the  Bill  would  appear  to  have  a  m^r  inconsistency  in  recogninng 
that  tne  problem  of  cross-subsidy  and  denial  of  access,  as  they  relate  to  communica- 
tions services,  requires  a  "full  separation"  solution,  while  at  the  same  time  leaving 
the  implication  that  separation  between  dominant  or  monopoly  communication 
services  and  other  competitive  offerings  (communications  equipment,  data  process- 
ing equipment,  data  processing  services)  is  not  required. 

Specificaly,  Section  207  of  the  Bill  presently  requires  full  separation  between  aoa- 
competitive  exchange  carriers  and  interexchange  carriers  as  well  as  between  Catt- 
gory  II  interexchange  public  message  telephone  carriers  and  other  interezchange 
services,  but  Section  205  does  not. 

The  change  we  suggest  for  Section  205  of  the  Bill  would  require  the  same  separa- 
tion between  Catagory  U  carriers  and  non-competitive  exchange  carriers  on  the  one 
hand,  and  providers  of  telecommunications  equipment,  electronics  equipment,  infor- 
mation software  and  information  service  on  the  other. 

The  rationale  for  this  change,  we  believe,  already  has  been  embraced  with  respect 
to  communications  services  in  Section  207  of  the  Bill,  which  appears  to  coDclude 
that  mere  accounting  separation  is  not  adequate  with  respect  to  certain  categoriea 
of  communications  services.  We  hold  the  same  view  with  respect  to  communicationB 
services  not  subject  to  effective  competition  on  the  one  hand,  and  equipment  manu- 
facturing and  data  processing  services  on  the  other.  Accounting  separation  simply  is 
not  adequate  to  prevent  the  anticompetitive  abuses  of  cross-subsidy  and  denial  of 
access  and  it  fosters  more,  not  less,  re^latory  oversight. 

Consistent  with  the  general  separation  nrinciple  we  have  proposed,  the  separation 
requirements  of  Section  207  (Section  205(a)  of  the  Communications  Act,  as  amended! 
should  be  extended  to  exchange  carriers  as  well.  That  is,  any  exchange  carrier  Uiat 
provides  public  message  telephone  service  not  subject  to  effective  competition  must 
provide  any  competitive  offering  (whether  equipment  or  service)  only  throu^  a 
fully  separated  entity. 

The  second  change  we  seek  is  that  the  principle  of  "full  separation"  be  further 
articulated  and  effectively  implemented.  We  propose  the  following  parameters  for 
"full  separation"  with  respect  to  monopoly  carriers  (that  is.  Category  II  carriers  and 
exchange  carriers  not  subject  to  effective  competition)  on  the  one  hand,  and  any 
(Mimpetitive  afTiliate  (that  is,  any  provider  of  communications  equipment,  competi- 
tive communications  service,  electronics  eouipment,  information  software  or  infor- 
mation services)  on  the  other.  (For  ease  of  reference,  reference  is  made  simplv  to 
"competitive  affiliates,"  which  could  encompass  one  or  more  of  these  competitive 
offerings,  and  to  "monopoly  carriers,"  which  could  include  a  Cat^ory  n  or  a  noo- 
compctitive  exchange  carrier.) 
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2.  A  competitive  afFifiate  of  a  monopoly  carrier  may  make  any  competitive  offer- 
ing.  It  may  lease  and  resell  communications  services  of  its  monopoly  affiliate.  (For 
example,  a  competitive  afTiliate  of  AT&T  couldprovide  DDS,  ACS,  or  a  data  process- 
ing service  based  on  circuits  leased  from  AT&T  Lone  Lines  as  the  Catesorv  II 
carrier.  Western,  and  other  competitive  affiliates  could  manufacture  and  sell  or 
lease  any  kind  of  equipment.)  However,  the  monopoly  carrier  must  make  such 
underlying  servicer  available  to  any  unaffiliated  competitor  under  the  same  terms 
and  conditions. 

3.  A  monopoly  carrier  and  its  competitive  affiliate  may  not  favor  each  other  as 
supplier  or  customer. 

4.  There  may  be  no  joint  marketing  or  tying  of  a  monopoly  communications 
service  to  a  competitive  service  or  product  between  the  monopoly  carrier  and  its 
competitive  affiliate,  and  there  must  be  separate  billing  for  aervices.  Monopoly 
earners  must  be  precluded  from  billing  its  customers  directly  for  its  competitive 
affiliates'  services. 

6.  The  reaulta  of  any  research  and  development  that  has  been  funded,  directly  or 
indirectly,  by  the  monopoly  carrier  must  be  made  available  to  all  competitors 
seekii^  access  to  such  information  on  the  same  terms  and  conditions  that  it  is 
available  to  the  monopoly  carrier's  competitive  affiliate. 

6,  The  investment  of  equity  or  debt  capital  by  a  monopoly  carrier  in  its  competi- 
tive affiliate  must  be  on  a  bajsis  that  generally  reflects  marketplace  conditions — the 
conditions  under  which  non-afliliated  competitive  companies  obtain  their  capital — 
so  that  this  investment  of  equity  or  debt  doea  not  represent  a  subsidy  from  the 
monopoly  (»rrier  to  its  competitive  affiliate. 

This  list  is  not  all  inclusive  and  CCIA  believes  there  may  be  other  requirements 
that  will  need  to  be  met  in  ensuring  "full  separation."  Having  outlined  some  of  the 
requirements  of  full  separation,  let  us  look  briefly  to  the  requirement  of  arms- 
length  investment,  which  is  a  key  element  of  our  proposal.  As  noted,  the  intent  here 
is  that  a  fully  separated  entity  not  obtain  fmancing  from  the  monopoly  carrier  on 
terms  and  conditions  more  advantageous  than  would  generally  be  available  from 
prudent  unaffiliated  investors.  CCIA  recognizes,  however,  that  it  would  be  inherent- 
ly difficult  for  the  FCC  to  determine  whether  such  financing  met  these  conditions. 
'Therefore,  we  further  propose  that  a  substantial  portion,  i.e.,  one  third,  of  the 
securities  of  any  fully  separated  entity  of  a  monopoly  carrier  be  publicly  held. 

This  proposal  contemplates  first,  that  the  securities  and  banking  marlcetplace 
would  aid  the  Commission  in  determining  whether  such  equity  or  debt  investment 
reflected  generallv  prevailing  investment  conditions;  and  second,  that  the  financial 
reports  required  oy  federal  securities  laws  to  be  filed  by  publicly  held  companies 
would  substantially  assist  the  FCC  in  determining  whether  investment  were  on  a 
truly  arms-length  basis.  It  is  fully  intended  that  the  minority  public  ownership 
requirement  proposed  by  CCIA  invoke  SEC  requirements  for  disclosure  of  transac- 
tions between  related  companies. 

Beyond  the  investment  issue  itself,  however,  this  approach  would  substantially 
help  to  insure  that  the  entire  relationship  between  fullv  eepBrBt«d  entities  or 
carriers  were  on  a  true  arms-length  basis.  For  example,  a  subsidiarypublicly  held  in 
this  proportion  would  file  corporate  income  tax  returns  with  the  IRS,  as  well  as  the 
full  range  of  SEC  repots  required  for  publicly  held  companies,  all  of  which  would 
be  available  to  the  FCC  t«  assist  in  monitoring  the  arms-length  relationship.  The 
public  investors  would  act  as  a  further  "check  and  balance'  on  the  relationship 
between  the  fiilly  separated  entity  or  carrier  in  which  they  hold  shares  and  the 
related  monopoly  carrier.  In  addition,  shareholders  of  the  monopoly  carrier  would 
have  a  new  interest  in  scrutinizing  cross-subsidy  to  a  competitive  afnliate  which  was 
not  a  wholly  owned  subsidiary.  In  all  cases,  shareholders  and  the  FCC  would  have 
the  benefit  of  the  reports  filed  by  publicly  held  companies  in  their  efforts  to 
scrutinize  related  company  transactions  that  might  adversely  affect  their  interests. 

Monopoly  carriers  could  retain  control  of  fully  separated  entities  or  carriers,  but 
would  be  subject  to  scrutiny  with  respect  to  any  illegal  or  improper  financial 
transactions.  'There  is  statutory  precedent  for  such  a  public  ownersnip  requirement 
in  the  Communications  Satellite  Act  of  1962,  which  requires  50%  public  ownership 
of  the  Communications  Satellite  Corporation  (COMSAT).  Further,  the  FCC  itself  has 
established  ownership  restrictions  with  respect  to  competitive  carriers,  such  as 
Satellite  Business  Systems,  wherein  it  restricted  the  ownership  share  of  partners 
such  as  COMSAT  General  and  IBM  to  49  percent. 

Notwithstanding  our  proposal  today,  I  would  emphasize  that  divestiture  remains 
the  roost  effective  form  of  mil  separation  and  CCIA  maintains  its  strong  support  of 
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that  remedy.  Our  proposal  here  is  intended  as  an  alternative  should  you  reject  th« 
more  straightforward  divestiture  approach. 

With  respect  to  other  areas  of  the  Bill,  I  wish  to  add  that  CCIA  strongly  aupport* 
the  "standards  provisions"  of  S.  611,  and  behoves  them  to  be  an  important  and 
integral  part  of  the  scheme  implemented  by  the  Bill.  Such  standards  will  help  to 
insure  that  both  Catcgorjr  I  and  II  carriers  do  not  discriminate  against  coinp^iog 
offerings  of  terminal  equioment  <such  as  data  terminals,  computers,  and  PBX'bI, 
that  can  be  interconnectea  to  their  services,  and  that  Category  n  carriers  cannot 
manipulate  their  de  facto  interconnect  standards  for  anticompetitive  purposes. 

CCIA  stands  ready  to  offer  any  assistance  you  may  desire  in  clarifying  or  amplify- 
ing the  details  of  its  proposal.  Thank  you  for  permitting  me  to  speak  to  you  todaj 
on  behalf  of  the  Computer  and  Communications  Industry  Association. 


Appendix  A 
CCIA  proposed  amendment  la 

This  amendment  makes  the  full  separation  approach  of  Section  206  of  the  Bill 
mandatory,  rather  than  a  mere  presumption  which  can  be  overridden  by  the  FCC, 
and  Section  205  of  the  Bill  consistent  with  Section  207,  which  presently  requirea  full 
separation  between  certain  monopoly  and  competitive  communicatioiu  service. 

This  amendment  to  Section  205  would  adopt  the  same  approach  (as  that  of  Section 
207)  with  respect  to  required  separation  between  Category  II  carriers  and  non- 
competitive exchange  carriers  on  the  one  hand,  and  other  competitive  offerings  of 
such  carriers  on  the  other:  telecommunications  equipment,  electronics  equipment, 
information  software  end  information  services.  Specifically,  it  would  deal  witti  tiw 
problem  of  cross-subsidy  between  monopoly  and  competitive  offerings  in  the  same 
way,  by  requiring  that  any  such  competitive  offerings  be  made  through  a  fully 
serarated  entity. 

Pages  22  and  23  should  be  modiOed  as  follows: 
Page  22 

"(bKl)  No  carrier  classified  as  a  Category  II  carrier  under  section  204,  and  no 
carrier  which  provides  an  exchange  telecommunications  service  for  which  sudi 
carrier  is  not  subject  to  effective  competition,  shall  sell,  lease,  or  otherwise  miarket 
any  telecommunications  equipment  or  electronics  equipment,  information  software, 
or  information  service,  except  through  a  fully  separated  entity,  t,  unless  the  Com- 
mission determines  after  hearing  that  conditions  for  effective  competition  in  the 
relevant  market  or  markets,  and  the  interests  of  telecommunications  service  con- 
sumers, can  be  adequately  protected  through  appropriate  accounting  or  structural 
safeguards  prescribed  under  section  205(b)]. 

"(2)  Anv  carrier  classified  as  a  Category  II  carrier  under  section  204,  and  anv 
carrier  which  provides  an  exchange  telecommunications  service  for  which  such 
carrier  is  not  subject  te  effective  competition,  shall  be  fully  separated  from  any 
affiliated  entity  which  produces  or  provides  any  telecommunications  equipment  or 
electronics  equipment,  information  software,  or  information  service,  j,  unless  the 
Commission  determines  after  hearing  that  conditions  for  effective  competition  in 
the  relevant  market  or  markets,  and  the  interests  of  telecommunications  service 
consumers,  can  be  adequately  protected  through  appropriate  accounting  or  structur- 
al safeguards  prescribed  under  section  205(b)]. 
CCIA  proposed  amendment  lb 

Section  205  of  the  Bill  presently  creates  a  presumption,  which  can  be  overridden 
by  the  FCC,  that  there  shall  be  full  separation  between  Category  II  carriers  or  non- 
competitive exchange  carriers,  and  afliliatcd  entities  making  other  competitive  of- 
ferings: telecommunications  equipment,  electronics  equipment,  information  software 
and  information  services. 

tf  CCIA  Proposed  Amendment  "la"  is  adopted,  this  separation  between  non- 
competitive communications  offerings  on  the  one  hand,  and  the  enumerated  compet- 
itive offerings  on  the  other,  would  be  mandateiy. 

However,  even  if  so  amended.  Section  205  fails  te  deal  with  full  separation 
between  non-competitive  exchange  carriers  and  competitive  communications  services 
other  than  those  competitive  interexchange  services  addressed  in  Section  207  of  the 
Bill.  A  non-competitive  exchange  carrier  (e.g.,  a  Bell  Operating  Company)  could 
offer,  for  example,  an  intniexchange  li.e.,  exchange)  electronic  message  service 
(EMS)  in  a  major  metropoHten  area;  E^S  is,  at  present,  a  competitive  communica- 
tions service.  Further,  and  equally  important,  if  it  offered  an  exchange  version  of  a 
service  such  as  AT&T's  proposed  Advanced  Communications  Service  (ACS),  it  could 
attempt  to  directly  provide  a  very  subetential  embedded  data  processing  service.  If 
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an  operating  company  were  required  to  offer  "data  processing"  services  through  a 
fully  separst«d  entity,  but  could  provide  competitive  "communications"  services 
(and  AT&T  alleges  ACS  to  be  such  a  service)  directly,  it  would  have  a  strong 
incentive  to  declare  all  such  services  "communications." 

A  full  separation  approach  to  exchange  telecommunications  service^  would  be  a 
significant  incentive  to  competition  in  the  development  of  innovative  local  distribu- 
tion or  exchange  services.  This  issue,  like  the  terminal  interconnect  isque  and  the 
FCC  Registration  Program,  is  too  crucial  to  be  left  to  piecemeal  resolution  by  State 
reeulatory  bodies. 

CCIA,  therefore,  proposes  that  S.  611  include  a  rec^ulrement  of  full  separation 
between  non-competitive  exchange  carriers  and  competitive  exchange  telecommuni- 
cations  services. 

The  required  separation  should  be  modeled  after  the  similar  requirements  for 
interexchange  carriers  stated  in  Section  207  of  the  Bill  at  page  31,  lines  21  through 


the  proposed  full  separation  requirements  would  best  be  stated  in  the  latter  section. 

Therefore,  CCIA  proposes  that  the  new  Section  231  which  S.  611  adds  to  the 
Communications  Act  of  1934  be  provided  with  a  new  subsection,  and  the  existing 
subsections  renumbered  accordingly' 

The  following  language  should  be  inserted  after  line  1  on  page  60  as  the  initial 
subsection  of  "Commission  Re«)uirement8  of  Exchange  Cakriees." 

Sec.  231.  <a)  Effective  ISO  days  from  the  enactment  of  the  Communications  Act 
Amendments  of  1979,  no  carrier  which  provides  an  exchange  public  message  tele- 
I>hone  service  or  services  for  which  such  carrier  is  not  subject  to  effective  competi- 
tion shall  also  provide  any  other  exchange  service:  Prouided,  however,  That  any 
such  exchange  carrier  may  provide,  through  non-discriminatory  lease  or  tariff  ar- 
rangements, exchange  facilities  or  services  to  either  fully  separated  carriers  or  to 
non-affiliated  carriers  for  their  use  in  providing  such  other  excnange  service. 
CCIA  proposed  amendment  Ic 

S.  611  presently  states  "full  separation"  requirements  in  Section  205  (page  22, 
lines  9  through  25,  and  page  23,  lines  I  through  7)  and  Section  207  (page  31.  lines  12 
through  25,  and  page  32,  lines  1  through  Si).  Further,  if,  as  suggested  in  CClA 
Proposed  Amendment  "lb"  and  "full  separation"  requirement  were  imposed  on  tiie 
competitive  communications  offerings  of  a  non-competitive  exchange  carrier,  it 
would  logically  be  stated  in  Section  226  of  the  Bill  (page  60,  lines  1  through  16). 

CCIA  Proptwed  Amendment  "la"  would  require  full  separation  between  Category 
n  carriers  and  non-competitive  exchange  carriers  on  the  one  hand,  and  the  follow- 
ing competitive  offering  on  the  other:  telecommunications  equipment,  electronics 
equipment,  information  software  and  information  services.  Section  207  of  the  Bill 
presently  requires  full  separation,  first,  between  Category  II  carriers  providing  non- 
competitive exchange  service  and  the  provision  of  any  interexchange  service;  and 
second,  between  Category  II  carriers  [nwiding  interexchange  public  message  tele- 
hone  service  and  any  other  interexchange  service.  (XIA  Proposed  Amendment 
lb"  would  require  similar  separation  between  non-competitive  exchange  carriers 
providing  exchange  public  message  telephone  service,  ana  the  provision  of  competi- 
tive exchange  services. 

All  of  these  full  separation  requirements  embrace  a  single  principle:  separation 
between  communications  services  not  subject  to  effective  competition  (i.e.,  interex- 
chan^  or  exchange),  and  competitive  offerings  of  any  kind  (i.e.  competitive  commu- 
nications services,  communications  equipment,  electronics  equipment,  information 
services,  and  information  software). 

CCIA  proposes  that  this  principle  be  stated  in  a  single  section  with  appropriate 
modifications  to,  and  cross  references  from,  other  affect^  sections. 

The  proposed  language  <rf  the  new  section  is  as  follows: 


Bf; 


REQUIREMENTS  FOR  CARRIERS  NOT  SUBJECT  TO  EFFECTIVE  COMPETmON 

Sec.  2.  (a)  No  carrier  classified  as  a  Category  II  carrier,  and  no  carrier  which 
provides  an  exchange  telecommunications  service  for  which  such  carrier  is  not 
subject  to  effective  competition,  shall  sell,  lease,  or  otherwise  provide— 

(1)  An^  telecommunications  service  for  which  such  carrier  is  subject  to  effective 


{^Te\» 


(2)  Telecommunications  equipment, 

(3)  Electronics  equipment, 
(A)  Information  software,  or 
(5)  Information  service, 

except  through  a  fully  separated  entity. 
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CX^IA  proposed  amendment  2 

S.  611  proposes  a  "fully  aeparated"  relationship  between  certain  Cat^ry  II 
carriers  or  non-competitive  exchange  carriers  on  the  one  handi  and  entities  or 
carriers  offering  competitive  services  or  products  on  the^tither.  The  deflnition  of 
"fully  separated  entity"  or  "fully  separated  carrier"  is  presently  set  out  at  page  6, 
lines  1  through  9,  as  follows:  , 

(U)  'Fully  separated  entity'  or  'fully  separated  carrier'  means  an  entity  or 
carrier  owned  or  controlled  by  or  under  common  ownership  or  control  with 
another  entity  or  carrier  which  does  not  have  common  directors,  officers,  em- 
ployees, or  financial  structure,  or  commonly  owned  facilities  with-  such  other 
entity  or  carrier,  and  which  deals  with  such  other  entity  or  carrier  in  the  same 
manner  (according  to  the  same  arms-length  arrangements)  as  it  deals  with  any 
unaffiliated  entity  or  carrier. 
However,  even  if  full  separation  precludes  common  directors,  ofTuxTS,  employees, 
financial  structure  or  commonly  owned  facilities,  the  fact  remains  that  the  Catcfcory 
II  carrier  or  non-competitive  exchange  carrier  owns  the  fully  separated  entity  or 
carrier.  As  the  shareholder  in  such  fully  separated  entity  or  carrier,  it  elects  and 
unseats  directors,  who  in  turn  hire  and  fire  officers,  who  in  turn  hire  and  fire  other 
key  employees.  Inevitably,  with  the  ownership  relationship  comee  a  very  strong 
control  relationship  and,  of  course,  a  financial  interest  in  the  success  of  the  fully 
separated  entity  or  carrier  over  competitors. 

In  short,  there  is  a  strong  financial  incentive  to  subsidize  or  otherwise  provide 
advantage  to  a  fully  separated  entity  or  carrier  where  possible.  This  proposed  CCIA 
change,  therefore,  deals  with  the  primary  areas  where  a  Category  II  carrier  or  non- 
competitive exchange  carrier  could  either  financially  subsidize  a  fully  separated 
entity  or  carrier,  or  provide  valuable  non-financial  subsidies,  i.e.,  transfer  valuable 
competitive  advantages  without  commensurate  compensation.  (See  Figure  1  for  a 
diagram  of  the  major  subsidies  involved.) 

(X^IA,  in  this  Amendment  "2,"  proposes  that  S.  61 1  address  these  crucial  problems 
by  adding  a  new  section  articulating  the  "arms-length"  principle  already  embraced 
in  the  definition  of  "fully  separated  entity  or  carrier"  (page  €,  lines  1  through  9). 
The  specific  language  of  the  proposed  section  is  as  follows: 

DEAUNGS  BETWEEN  FULLY  SEPARATED  ENTnTBS  OR  CARRIERS 
Sbc.  2.  (aKl)  Fully  separated  entities,  and  fully  separated  carriers,  shall  deal  with 

any  entity  or  carrier  from  which  they  are  fully  separated  in  the  same  manner 

(according  to  the  same  arms-length  arrangements)  as  they  deal  with  any  unafhliat- 

ed  entity  or  carrier. 

(2)  Anv  entity  or  carrier  owning  or  controlling,   in  whole  or  in   part,  a  fully 

separatea  entity  or  carrier  shall  deal  with  such  fully  separated  entity  or  carrier  in 

the  same  manner  (according  to  the  same  arms-length  arrangements)  as  they  deal 

with  any  unaffiliated  entity  or  carrier. 
(b)  No  Category  II  carrier,  and  no  exchange  carrier  not  subject  to  effective 

competition  shall: 

(1)  provide  any  communications  service  to  a  fully  separated  entity  or  carrier, 
for  direct  use  or  resale,  unless  such  service  is  made  available  under  tariff  to 
both  such  fully  separated  entity  or  carrier,  and  unaffiliated  entities  or  carriers, 
on  the  same  terms  and  conditions, 

(2)  procure  any  telecommunications  equipment,  electronics  equipment,  tele- 
communications service,  information  service,  or  information  software  from  a 
fully  separated  entity  or  carrier,  unless  it  has  first  provided  an  equal  opportuni- 
ty for  all  interested  entities  or  carriers  to  offer  competitive  bids  based  upon  a 
published  functional  specification  and  has  rejected  all  bids  from  unaffiliated 
entities  or  carriers  solely  on  the   relative   merits   of  the   product  or  service 

(3)  own  or  control,  alone  or  with  any  other  corporation  directly  or  indirectly 
related  by  ownership,  more  than  67%  of  any  class  of  securities  of  a  fully 
separated  entity  or  carrier.  For  purposes  of  this  subsection,  "securities"  shall  be 
defined  as  they  are  under  the  Securities  Act  of  1933, 

(4)  market  jointlv  with,  or  allow  its  identity  to  be  used  in  the  marketing  of, 
any  fully  separatea  entity  or  carrier;  nor  provide  direct  customer  billing  for  any 
equipment  or  service,  other  than  interexchange  public  message  telephone  serv- 
ice, of  any  fully  separated  entity  or  carrier,  or 

(5)  make  available  to  any  fully  separated  entity  or  carrier  the  results  of  any 
research  or  development  which  it  has  at  least  partially  funded,  directly  or 
indirectly,  unless  it  makes  such  results  available  t«  unaffiliated  entities  or 

n  the  same  terms  and  conditions. 


Dig,, z.d  by  Google 


Subsection  "(aXlt" 
carriers  shall  deal  with  the  Category  II  or  non-coropetitiv 

which  they  are  fully  separated,  on  an  arms-length  basis.  Conversely,  and  more 
important,  Subsection  "(aX2)"  requires  that  Category  II  and  non-competitive  ex- 
change camera  deal  with  fully  separated  entities  or  carriers  on  the  same  basis  that 
they  deal  with  unafFiliated  firms.  While  the  latter  principle  is  obviously  int«nded  in 
the  definition  of  "fully  separated  entity  or  carrier '  (page  6.  lines  1  through  9),  the 
language  of  the  definition  is  not  entirely  clear. 

Subsection  "(b)"  states  specific  restrictions  intended  to  prohibit  key  transactions 
or  arrangements  which  are  not  arms-length. 

Subeection  "(bXl)"  is  intended  to  insure  that  both  resale  carriers  and  competitive 
data  prtKessing  service  firms  have  the  same  access  to  the  facilities  of  Cat^ry  n 
carriere  and  non-competitive  exchange  carriers  as  any  fully  separated,  but  affiliated, 
entity  or  carrier  would  have. 

Subsection  "(b)(2)"  is  intended  to  implement  the  general  principle  that  no  Cat^o- 
ry  n  carrier  or  non-competitive  exchange  carrier  as  a  supplier  of  any  telecommuni- 
cations equipment,  electronics  equipment,  telecommunications  service,  information 
service,  or  information  software,  over  unaffiliated  entities  or  carriers. 

This  should  eliminate,  for  example,  the  preferred  supplier  arrangement  between 
A.T.  Sc  T.  and  Western  Electric,  in  which  the  latter  has  a  very  large  captive 
customer  in  the  Bell  system.  This  problem  has  been  rect^tnized,  and  the  anticompet- 
itive results  attacked,  by  the  Justice  Department  in  both  its  present  and  preceeding 
antitrust  suits  against  A.T.  &  T.  The  Subsection  further  recognizes,  however,  that 
the  same  anticompetitive  problems  can  exist  with  respect  to  new  A.T.  &  T.  subsid- 
iaries which  might  provide  electronics  equipment,  competitive  telecommunications 
services,  information  service,  or  information  software. 

Subeection  "(b)(3l"  is  intended  to  insure  that  investment,  either  equity  (stock)  or 
debt,  does  not  constitute  and  outright  subsidy  to  a  fully  separated  entity  or  carrier. 
For  example,  if  a  fully  separated  entity  or  carrier  were  participating  in  a  competi- 
tive market  and  losing  $50  million  per  year,  new  investment  in  a  similar  amount  by 
the  parent  each  year  would  keep  the  losing  operation  in  business  and  allow  it  to 
price  predatorily  with  respect  to  competitors;  Le.,  such  investment  would  constitute 
a  direct  financial  subsidy. 

In  essence,  subsection  "(bX3)"  is  intended  to  establish  the  principle  that  no  Cate- 
gory II  or  non-competitive  exchange  carrier  shall  make  either  equity  or  debt  invest- 
ment in  any  fully  separated  entity  or  carrier  on  terms  or  conditions  more  advanta- 
geous than  would  generally  be  available  from  prudent  unaffiliated  investors. 

The  CCIA  Proposal  in  Subsection  "(bX3)"  recognizes,  however,  that  it  would  be 
inherently  difficult  for  the  FCX!  to  determine  whether  such  investment  were  "on 
terms  or  conditions  more  advantageous  than  would  generally  be  available  from 
prudent  unaffiliated  investors." 

Therefore,  the  CCIA  Proposal  contemplates  first,  that  the  securities  and  banking 
marketplace  determine  whether  such  equity  or  debt  investment  reflects  generally 

Erevailing  investment  conditions;  and  second,  that  the  financial  reports  required  to 
s  filed  by  publicly  held  companies  would  substantially  assist  the  FCC  in  determin- 
ing whether  investment  were  on  an  arms-length  basis.  It  is  fully  intended  that  the 
minority  public  ownership  requirement  proposed  by  CCIA  invoke  Securities  Ex- 
change Commission  (SEC)  requirements  for  disclosure  of  transactions  le.g.,  indebted- 
ness) between  related  companies. 

Beyond  the  investment  issue  per  se,  however,  this  approach  would  substantially 
help  to  insure  that  the  entire  relationship  between  fully  separated  entities  or 
carriers  were  on  a  true  arms-length  basis.  For  example,  a  subsidiary  publicly  held  in 
this  proportion  would  file  corporate  income  tax  returns  with  the  IRS,  as  well  as  the 
full  range  of  SEC  reports  required  for  publicly  held  companies;  all  of  which  would 
be  available  to  the  FCC  to  assist  in  monitoring  the  arms-length  relationship. 

The  public  investors  would  act  as  a  further  "check  and  balance"  on  the  relation- 
ship between  the  fully  separated  entity  or  carrier  in  which  they  hold  shares,  and 
the  related  Cat^ory  II  or  non<ompetitive  exchange  carrier  (e.g.,  through  annual 
shareholder  meetings  of  the  aubaidiary,  through  the  ability  to  elect  at  least  some 
directors,  and  through  shareholder  suits).  In  addition,  shareholders  in  a  Category  II 
or  non-competitive  exchange  carrier  would  have  a  new  interest  in  scrutinizing  cross- 
subsidy  to  a  fully  separate  affiliate  which  was  not  a  wholly  owned  subsidiary  (e.g..  a 
subsidy  to  such  a  subsidiary  would  not  entirely  accrue  to  their  benefit).  In  all  cases 
shareholders,  like  the  FCC,  would  have  the  benefit  of  the  reports  filed  publicy  held 
companies,  in  their  efforts  to  scrutinize  intercompany  transactions  which  might 
adversely  affect  their  interests. 
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A.T.  &  T.  and  other  afTected  carriers  would  retain  control  of  fully  separated 
entities  or  carriers  for  all  legitimate  purposes,  but  would  be  subject  to  scrutiny  with 
respect  to  any  illegal  or  Improper  Tinancial  transactions. 

There  is  statutory  precedent  for  a  public  ownership  requirement,  in  the  Commu- 
nications Satellite  Act  of  1962,  at  Section  304  retatine  the  Communications  Satellite 
Corporation.'  Further,  the  FCC  itself  has  set  ownership  restrictions  with  respect  to 
competitive  carriers  such  as  Satellite  Business  Systems,  wherein  it  restricted  the 
ownership  share  of  partners  such  as  COMSAT  General  or  IBM  to  49   percent ' 

Subsection  "(bX4)"  precludes  competitive  afTiliates  of,  for  example,  A.T.  ft  T.  from 
obtaining  marketing  leverage"  from  the  monopoly  firm's  virtually  ubiquitous  cus- 
tomer base.  This  section  recognizee  that,  from  a  marketing  perspective,  it  is  much 
easier  to  "grow"  an  existing  customer  account  than  to  establish  a  new  one.  Restric- 
tions on  the  use  of  marketing  identity  and  customer  billing  are  intended  to  pre- 
clude, for  example,  either  a  Category  11  carrier  or  a  non-competitive  exchange 
carrier  from  providing  both  monopoly  communications  and  other  competitive  offer- 
ings (communications  or  data  processing)  under  a  single  identity,  or  to  "bundle" 


competitive  services  with  basic  telephone  service  (i.e.,  implement  a  "tying  arrange- 
ment). This  restriction  would  put  tne  competitive  offerings  of  Cat^ory  H  or  non- 
competitive exchange  carriers  on  the  same  basis  as  those  of  unaffiliated  competitors. 


Subsection  "(bl(5)  is  intended  to  insure  that  monopoly-funded  research  and  devel- 
opment at  institutions  such  as  Bell  Laboratories  does  not  unfairly  advantage  the 
competitive  offerings  of  full  separated  A.T.  &  T,  entities  or  carriers  over  those  of 
unafllliated  competitors.  Rather  than  precluding  the  transfer  of  monopoly-funded 
R&D  to  the  fully  separated  entity  or  carrier,  it  makes  such  RftD  results  available  to 
unaffiliated  competitors  on  the  same  terms  and  conditions. 


'  See  47  U.S.C.  701-744;  in  the  caw  of  COMSAT,  the  public  ownership  niquireinent  waa  set  a 
50  percent. 

■  51  P,C.C,  2d  at  38. 
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HISTORICAL  ANALYSIS  OF  CROS&SUBSIDIZATtON  AND  [ffiNIAL  OF  ACCESS 

CCIA  and  its  members  are  concerned  that  two  fundamental  anticompetitive  re- 
sults occur  when  dominant  carriers  (Le..  those  not  subject  tA  effective  competition) 
are  permitted  to  participate  in  competitive  markets; 

First,  the  dommant  carrier  can  subsidize  its  competitive  ofTerings  with  inflated 
monopolv  revenues,  thereby  enabling  it  to  engage  in  predatory  pricing  in  competi- 
tive markets,  and 

Second,  the  dominant  carrier  can  favor  its  competitive  offerings  by  discriminating 
a^inst  competitors  who  require  access  to  the  dominant  carrier  s  monopoly  commu- 
nications facilities. 

The  current  draft  legislation  appears  to  recognize  these  problems,  but  does  not 
effectively  prevent  such  anticompetitive  abuses  from  occurring. 

The  concerns  of  CCIA  are  not  merely  conjectural,  but  are  founded  upon  the 
recorded  experiences  of  the  communications  and  data  processing  industries  over  the 
past  15  years. 

This  appendix  documents  this  history  in  several  key  areas  in  which  AT&T,  as  a 
dominant  carrier,  has  faced  competition.  It  is  onlj[  illustrative,  however,  of  the  more 

Ervasive  manifestations  of  these  problems,  Specirically,  simitar  cross-subsidies  can 
made  with  respect  to  any  competitive  offering  of  a  dominant  carrier,  including 
communications  equipment,  data  processing  equipment,  and  data  processing  serv- 
ices. Further,  denial  of  competitor  access  to  monopoly  communications  facilities  is 
as  serious  an  anticompetitive  problem  with  respect  to  providers  of  remote  access 
data  processing  services  as  it  is  with  respect  to  providers  of  competitive  communica- 
tions services. 

It  should  be  emphasized  that  the  problems  documented  in  this  appendix  are  not 
merely  historical.  Two  mfyor  FCC  decisions  within  the  last  five  months  relating  to 
AT&T's  private  line  services  and  data  services,  respectively,  indicate  clearly  that 
the  problem  of  cross-subsidy  is  with  us  today,  and  will  continue  absent  an  eftectioe 
means  of  preventing  this  anticompetitive  behavior.  Such  abuses  continue  to  harm 
not  only  PiTSlT'&  competitors,  but  ultimately,  the  public  ratepayers  as  well. 

CCIA  submits  that,  to  the  extent  that  the  pending  legislation  relies  on  accauntins 
separation  between  monopoly  and  competitive  offerings,  regulatory  history  will 
forecast  the  future,  and  the  anticompetitive  dominant  carrier  practices  that  have 
been  associated  with  competitive  communications  services  will  prejudice  effective 
competition  in  communications  equipment,  computer  equipment,  and  data  process- 
ing services,  as  well.  Effective  enforcement  of  the  stated  intent  of  the  Bill  requires, 
if  not  divestiture,  full  corporate  separation  of  dominant  carrier  communications 
services  from  all  competitive  offerings  of  such  carriers. 

I  CROSSSUBSIOIZATION 

A.  The  private  liru  cases 

In  1959  the  Federal  Communications  Commission  decided  what  has  come  to  be 
known  as  the  Above  890  decision.'  This  case,  which  authorized  point-to-point  micro- 
wave communications  by  private  entities  and  permitted  the  licensing  of  those  an- 
terns,  was  the  beginning  of  competition  in  the  area  of  private  line  services.  In  1961, 
in  response  to  the  new  competition  in  private  line  services,  AT&T  filed  a  tariff  for  a 
service  it  called  TELPAK.  The  TELPAK  tariff  offered  substantial  discounts  to  high 
volume  business  users  of  private  line  services.  Shortly  thereafter  the  Commission 
suspended,  and  ordered  an  investigation  of,  the  TELPAK  tariff  in  order  to  deter- 
mine whether  the  tariff  provisions  were  unjust  or  unreasonable. 

The  Commission  found  that  the  rates  for  two  of  the  TELPAK  services,  TELPAK 
A  and  B,  were  non-compensatory  and  unlawful.  After  the  United  Stat^  Court  of 
Am)eals  for  the  District  of  Columbia  Circuit  affirmed  the  Commission's  decision, 
AT&T  simply  withdrew  the  TELPAK  A  and  B  offerings  rather  than  file  a  compen- 
satory Uriff,  With  respect  to  the  remaining  TELPAK  services.  TELPAK  C  and  D. 
the  Commission  found  that  despite  its  efforts  to  obtain  sufficient  economic  data 
from  AT&T,  it  was  "unable  to  determine  .  ,  ,  that  the  rates  for  TELPAK  C  and  D 
classifications  are  compensatory  in  relation  to  the  costs  of  furnishing  the  services 
offered  thereunder  and,  therefore,  [was]  unable  to  find  that  the  other  users  of  AT&T 
services  will  benefit  and  not  be  burdened  by  the  application  of  such  rates."  ■  "The 

•Allocation  of  Frequencies  in  the  Bands  Above  890  Mc,  27  F.C.C.  359  (1959),  ncoiuidtralioa. 
29  F.C.C.  825119601. 
'Tentative  Decision  in  Docket  14251.  1155,  quofed  i> 

Service,  37  F.C.C. ~. .     .  , 

(D.C,  Cir.  196fiJ,  o 
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CoDimisaion  permitted  the  TELPAK  C  and  D  tariffs  to  become  effective  t>ecause  of 
"competitive  necessity."  but  decided  to  investigate  further  the  question  of  whether 
the  TELPAK  C  and  D  rates  were  compensatory. 

Before  the  Commission  concluded  its  further  investigation  into  the  TELPAK  C 
and  D  rates,  the  Commission's  initial  concern  about  the  possibility  that  AT&T  was 
cross-subsidizine  its  competitive  services  was  shown  to  have  been  well-founded.  In 
September  of  1965  AT&T  completed  a  cost  study  of  its  various  services.  On  the  basis 
of  AT&T  provided  data,  this  ''Seven  Way;  Coat  Study"  showed  that  AT&T's  monopo- 
ly services  were  earning  at  a  much  higher  rate  of  return  than  its  competitive 
services.  MTS.  for  example,  was  producing  a  rate  of  return  of  approximately  10 
percent  while  the  rate  of  return  for  TELPAK  was  only  about  0.3  percent.' 

In  1968,  AT&T  filed  a  revised  TELPAK  tariff.  Again,  the  Commission  found  it 
necessary  to  suspend  the  tariff  and  institute  an  investigation  to  determine  the 
lawfulness  of  the  revised  tariff.  The  investigation.  Docket  No.  18128,  developed  into 
a  major  investigation  of  the  rate  levels  and  ratemaking  principles  of  AT&T's  inter- 
state services.  Before  its  decision  in  Docket  No.  18128,  the  Commission  found,  in  a 
separate  proceeding,  that  the  TELPAK  tariff  was  unlawfully  discriminatory  in 
violation  of  section  202(a)  of  the  Communications  Act  of  1934.'  When  in  19T6.  the 
Commission  issued  its  decision  in  Docket  No.  18128,'  it  again  found  the  TELPAK 
tariff  to  be  unlawful  and  ordered  AT&T  to  refile  ita  TELPAK  offering.  Thus  after  15 
years  of  TELPAK  service,  the  Commission  still  had  not  seen  a  lawful  TELPAK 
tariff.  The  service  was  being  offered  to  the  public,  but  the  Commission  was  unable 
to  control  the  rates.  And,  after  the  decision  in  Docket  No.  18128  was  issued,  AT&T 
decided  to  drop  the  service  altogether. 

During  this  period,  AT&T  filed  several  other  tariffs  for  private  line  services.  Each 
time  the  Commission  has  suspended  the  tariffs,  in  large  part  because  of  cross- 
subsidization  problems.  In  1973,  AT&T  filed  a  revised  tariff  tor  its  series  2000/3000 
(Hi-Lo)  voice  grade  private  line  services.  The  Hi-Lo  tariff  was  held  unlawful  in 
January  of  1976  because  AT&T  has  failed  adequately  to  support  its  costing  data  or 
to  show  that  the  rates  were  compensatory.'  And,  in  1978,  the  Commission  rejected 
AT&T's  revised  tariff  for  its  series  7000  private  line  service.'  The  Commission 
specifically  based  it«  rejection  on  the  fact  that  AT&T  has  submitted  no  costing 
information  suflicient  to  assure  the  Commission  "that  AT&T's  other  Services  cate- 
gories including  basic  interstate  telephone  Service  (MTS)  are  not  bearing  costs 
properly  allocable  to  series  7000."  • 

Most  recently,  in  March  of  1979,  the  initial  decision  of  Administrative  Law  Judge 
Walter  C.  Miller  in  a  case  involving  the  legality  of  series  2000/3000  and  5000  of 
Private  Line  Services  (MPL  tariff]  was  announced.  Judge  Miller  found  that  AT&T 
failed  to  demonstrate  that  the  tariff  did  not  constitute  unjust  or  unreasonable 
discrimination  in  violation  of  47  U.S.C.  S  202(a).  and  that  A'T&T  had  "not  met  or 
even  attempted  to  meet  the  Commission's  cost  allocation  guidelines  set  out  in  Docket 
No.  18128.^' 
B.  Data  distal  service— DDS 

Another  example  of  the  inability  of  the  FCC  to  control  cross  subsidization  of 
competitive  services  with  revenues  from  monopoly  services  solely  through  account- 
ing separation  can  be  found  in  the  DE)S  decisions.  DDS  is  a  private  line  service 
offering  of  interstate  digital  data  communications  that  utilizes  a  technique  called 
data  under  voice  (DUV).  Shortly  after  AT&T  filed  its  initial  tariff  for  DDS  in  1964. 
the  Commission  began  an  investigation  into  whether  the  tariff  was  lawful.  In  its 
first  decision  in  Docket  No.  202B8,  the  Commission  found  the  rates  to  be  unjust. 
unreasonable,  unlawful  and  non-compensatory  because  AT&T  had  considerably  un- 

'The  ConnniBgion's  inability  to  obUin  adequate  costing  data  was  expressed  in  Commissioner 
Kenneth  A.  Ctex'a  separate  statement  in  which  he  stated: 

"I  discern  a  very  disturbine  pattern  in  connection  with  all  the  bulk  rale  tarilTs  which  have 
been  Tiled  in  recent  years.  AfiT  offers  new  services  which  are  very  attractive  to  large  users  of 
communications.  Protests  are  filed  by  competitors  who  claim  that  the  taritTs  are  discriminatory 
and  will  result  in  damage  to  their  business.  The  Commission  suBpends  the  tariffs,  but  they  go 
into  effect  at  the  end  or  the  statutory  90-day  period.  Customers  are  attracted  and  come  to  rely 
on  these  services.  If  and  when,  months  later,  we  fmd  the  tariffs  to  be  unlawful,  we  are  besieged 
by  users  complaining  that  it  would  be  unfair  to  withdraw  the  benefits  they  have  come  to 

'  TELPAK  Tariff  Sharing  Provisions  of  AT4T  and  Westei      "  -        - 

ncoraiiUralion.  26  F.CC,  2d  862  (19701.  affd  m  pari  and  ni 
439<2dCir,  19T1I, 

•  AT&T,  61  F,C.C,  2d  5g7  (1976), 

•  AT4T,  58  FCC,  2d  362  (1976). 
'  AT&T,  67  FCC,  2d  1134(19781, 
■/ff,  at  1135, 

•  Preliminary  conclusion  No.  2,  at  p,  68  (emphasis  added). 
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deretated  DDS  investment  and  expenses  and  had  over-stated  revenues  by  SIO  jwr- 
ceiit.'°  In  addition,  the  Commission  found  that  AT&T's  noncompensatory  pricing 
had  an  anticompetitive  effect  on  the  market.  The  Commission  stated: 

"We  have  found,  both  in  the  Specialized  Common  Carrier  decision,  supra,  and  as  a 
result  of  our  economic  analysis  in  our  First  Report  in  Docket  No.  20003,  FCC  76-879 
(released  September  27,  197GI.  that  significant  public  benefits  result  from  competi- 
tion in  the  provision  of  private  line  services.  *  '  *  Where  the  rates  of  one  carrier 
for  a  service  are  so  low  as  to  constitute  an  anticompetitive  practice,  however, 
customers  of  that  service  may  temporarily  benefit  from  lower  rates.  This,  however, 
is  an  immediate  burden  on  ratepayers  of  other  services,  whose  rates  must  subeidiie 
the  anticompetitive  rates,  and  an  ultimate  detriment  to  the  subsidized  service's 
customers,  who  will  be  deprived  of  the  benefits  of  competition.  We  find,  according  to 
the  facts  delineated  herein,  that  the  unreasonably  low  price  of  the  DDS  service  and 
the  methods  used  in  setli/ig  that  price,  could  deprive  the  public  of  the  benefit!  of 
competition  and  are  contrary  to  the  public  interest. 

"'  '  '  [w]e  agree  with  the  Trial  Staff  that  even  if  "[w]e  cannot  find  the  market 
simulations  were  deliberately  deceptive"  (ID,  para,  116),  there  is  sufficient  evidence 
in  other  internal  AT&T  documents,  which  explicitly  indicates  that  ATAT  was  awart 
of  the  fact  that  DDS.  at  least  initially,  would  not  meet  the  overaU  rale  of  return 
requirement  and  moreover  would  require  a  subsidy  from  monopoly  services."  " 

Following  instructions  from  the  Commission,  AT&T  filed  a  revised  DDS  tarifT.  In 
1978  the  Commission  found  that  the  revised  tariff  failed  to  provide  meaningful  cost, 
market  and  expense  data."  In  affirming  the  1978  decision  in  a  January  5,  19T9 
decision  the  Commission  demonstrated  its  frustration  at  not  being  able  to  obtain 
sufficient  costing  data  from  AT&T  by  stating  that  "throughout  the  lifetime  of  this 
service  AT&T  has  failed  to  justify  the  lawfulness  of  the  rates  which  it  has  filed."  In 
response  to  AT&T's  assertion  that  it  has  used  its  best  efforts  to  supply  the  Commis- 
sion with  the  necessary  economic  data,  the  Commission  stated; 

"We  strongly  disagree  with  AT&T's  depiction  of  itself  as  a  beleaguered  re^Iatee, 
frustrated  in  its  good  faith  attempt  to  comply  with  shifting  Commission  criteria. 
AT&T  is  not  a  recent  entrant  into  the  common  carrier  field  for  whom  the  task  of 
justifying  rate  discriminations  in  the  provision  of  like  communication  service  is  one 
of  firat  impression.  We  think  AT&T  s  current  protests  bespeak  its  intransigence 
rather  than  a  misunderstanding  of  our  tariff  support  requirements.  Had  ATftT 
sought  to  fully  comply  with  the  DDS  Decision,  it  could  easily  have  drawn  upon  its 
vast  experience  in  proceedings  before  this  Commission  or,  for  that  matter,  employed 
ordinary  common  sense  in  interpreting  the  term  "fully  justify"  to  mean  that  it  must 
show  how  specific  cost  differences  result  in  specific  rate  differences.  AT&T's  failure 
to  do  so  is  particularly  inexcusable  in  views  of  its  past  similar  behavior  with  respect 
to  DDS  and  other  services  That  our  coat  justification  requirements  extend  beyond 
the  superficial  and  the  general  is  evident  from  our  refusal  to  accept  equally  incom- 
plete support  materials  in  other  proceedings." 
C.  Wide  area  telecommunications  service — WAT^ 

It  is  worth  noting  that  the  Commission  has  had  similar  problems  in  obtaining  cost 
justification  of  AT&T  tariffs  for  services  that  have  traoitionally  been  considered 
noncompetitive  services.  During  the  period  1974-1976,  AT&T  filed  several  revisions 
to  its  WATS  tariff.  In  1976  the  Commission  found  all  of  these  tariffs  to  be  ui^ust, 
unreasonable  and  unlawful."  In  a  concurring  statement.  Commissioner  Abbott 
Washburn  decried  the  fact  that— 

"After  the  public  has  been  paying  these  rates  for  *  '  '  years  we  have  no  way  of 
assuring  that  the  new  tariffs  will  be  any  better  or  worse  than  the  present  unlawful 
tariffs  which  they  will  replace.  The  result  is  a  series  of  Bell  tariffs,  all  of  which  the 
Commission  finds  unlawful  but  which  customers  must  pay.  Refunds  cannot  be  made 
despite  the  accounting  order,  because  we  have  no  legal  tariff  with  which  to  compare 
and  compute  any  overcharges.  77ie  Commission,  therefore,  has  esttntialty  lott  con- 
trol over  the  rates  Bell  charges  customers."  '• 

■■AT4T,  62  FCC.  2d  774,  801  (1977J.  rrconsideralion  denied,  M  FCC,  2d  994  119771. 
•'  Id.  at  799-801  (emphasis  added). 
"ATftT.  67  F-C.C.  2d  1195 1197S). 
"ATftT,  59  F.CC  2d  671  119761. 

"Id.  at  715  (Washburns.  Comm'r.,  coneurringl.  It  is  interesting  to  note  that  in  March  of  thif 
year  Administrative  Law  Judge  Miller  had  the  following  to  say  about  Commissioner  Washburn'* 

"In  the  WATS  decision,  CommisBioner  Waahbum  .  .  .  concluded  that  the  Comminion  has  lo« 
control  over  the  rates  Bell  charges  ita  customers.  Actually  he  was  understanding  the  problem. 
You  cannot  lose  what  you  never  had.  A  careful  reading  of  the  historical  background  ihom  that 
the  Commission  has  never  had  any  control  over  Bell's  rates." 
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When  AT&T  Tiled  a  revised  tariff  in  1977,  the  Commission  again  found  the  tariff 
to  be  unlawfiil  because  of  insufftcient  coating  data  received,  and  uaed  the  extraordi- 
nary remedy  of  rejecting  the  tariff. 

Despite  the  fact  that  DD5  tariffs  have  been  before  the  CommiBsion  for  more  than 
sU  years,  AT&T  haa  yet  to  present  to  the  Commission  suflicient  data  to  support  a 
lawful  tariff  and  has  been  offering  DDS  at  an  unlawful  and  noncompensatory  rate 
for  the  entire  period. 

In  sum,  the  history  of  the  Commission's  attempts  to  control  anticompetitive 
abuses  through  accounting  principles  has  proved  an  abysmal  failure.  The  most  that 
can  be  said  is  that  the  Commission  has  been  aware  of  the  problems.  The  long 
history  of  the  lack  of  legal  tariffs  in  such  m^or  competitive  services  as  private  line 
services  and  DDS  denumatratea  that  simple  recognition  of  the  problem  does  not 
solve  the  problem.  The  problem  remains  and  the  Commission  has  been  unsuccessful 
in  its  attempts  to  effectively  deal  with  it, 

n.  DENIAL  OF  ACCESS 

Section  202  of  the  Communications  Act  of  1934  provides  that  carriers  may  not 
unreasonably  discriminate  in  charges  or  practices  or  give  unreasonable  preference 
to  any  class  of  persons.  Section  201  of  the  Act  provides  that  carriers  must  eatabtiah 
physical  connections  with  other  carriers  whenever  the  Commission  finds  it  "neces- 
sary or  desirable  in  the  public  interest  to  do  so."  The  history  of  the  interconnection 
policies  of  AT&T,  however,  indicate  that  this  staliutory  mandate  has  not  always 
been  met  with  compliance. 

It  is  crucial  that  Congress  make  the  principle  of  interconnection  enforceable.  In 
order  to  do  this,  Congress  must  ensure  that  "corporate  separation"  is  required  and 
that  fully  separated  entities  thereby  access  a  dominant  carrier's  facilities  on  the 
same  terms  and  conditions  as  competitors,  i.e.,  under  tariff. 

In  I9T1  in  its  Specialized  Common  Carrier  decision,  the  Commission  clearly  indi- 
cated that  it  expected  common  carriers  to  permit  interconnection  upon  reasonable 
request,  and  it  expected  no  discrimination  in  a  darrier's  dealings  with  affiliated 
carriers.  The  Commission  stated: 

"We  reaffirm  the  view  that  established  carriers  with  exchange  facilities  should, 
upon  request,  permit  interconnection  of  leased  channel  arrangements  on  reasonable 
terms  and  conditions  to  be  n^otiated  with  the  new  carriers,  and  also  afford  their 
customers  the  option  of  obtaining  local  distribution  service  under  reasonable  terms 
Bet  forth  in  the  tariff  schedules  of  the  local  carrier.  Moreover  '  *  *  where  a  carrier 
has  monopoly  control  over  essential  facilities  we  will  not  condone  any  policy  or 
practice  whereby  such  carrier  would  discriminate  in  favor  of  an  affiliated  carrier  or 
show  favoritism  among  competitors."  ** 

Deepite  the  Commission's  admonition,  however.  A.T.  &  T.  has  proved  reluctant  to 
interconnect  with  other  carriers.  Despite  the  Special  Common  Carrier  decision  A.T. 
ic  T.  refused  to  provide  interconnection  necessary  for  MCI  to  furnish  private  line 
services.  MCI  sought  and  obtained  from  the  Commission  an  order  that  A.T.  &  T, 
must  provide  essential  connections  to  the  services  that  the  specialized  carriers  were 
authorized  to  offer."  Then,  when  MCI  offered,  and  the  United  States  Court  of 
Appeals  for  the  District  of  Columbia  Circuit  held  that  MCI  had  the  right  to  offer,  its 
Execunet  service,  A.T.  &  T.  again  refused  to  provide  interconnection  facilities  for 
that  service.  MCI  was  forced  to  go  to  the  Commission  and  then  the  United  States 
Court  of  Appeals  for  the  D.C.  Circuit  to  compel  A.T.  &  T.  to  provide  such  facilities. 
In  its  decision,  the  court  had  some  scathing  words  for  A.T.  &  T.'s  behavior: 

"MCI  has  met  with  almost  continuous  resistance  from  A.T.  &  T.  in  its  efforts  to 
provide  Cominuniceti<His  services.  We  had  thought  that  this  process  finally  culminat- 
ed in  our  Execunet  decision  upholding  MCI's  authority  to  offer  Execunet  pending 
further  rulemaking  by  the  Commission.  Now,  however,  we  are  faced  with  a  new 


"  Specialized  Common  Carrier  Se^vice^  29  r.C.C.  2d  870, 940  <I971I. 

X  Bell  System  TarifT  OfTerings,  46  P.C.C.  2d  413  (1974),  a/fd  sub.  nam.  Bell  TeUphone  Co.  v. 
/tX;  503  P.2d  1250  <3<l  Cir.  1»T4).  cert,  denied,  422  U.S.  1026  (19751. 
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o  arrest  the  developmenl 

"Having  successfully  litigated  the  question  of  its  right  to  provide  Execunet  serv- 
ice. MCI  certainly  has  good  cause  to  feel  that  this  aubaequent  turn  of  events 
ei^neered  by  the  CommiBsion  and  A.T.  &  T.  is  strikingly  unfair  *  *  *. 

"Our  Execunet  decision  did  clearly  a 
sentations  and  actions— that  A.T.  &  T.  ^ 
Enecunet  service  '  *  *,"  " 

Finally,  four  pending  antitrust  suits  all^e  that  A.T.  &  T.  consietently  has  with- 
held interconnection  facilities  from  competing  carriera."  That  three  nu^r  competi- 
tors of  A.T.  &  T.,  as  well  as  the  U.S.  Justice  Department,  have  filed  independent 
law  suits  over  A.T.  &  T.'s  interconnection  policies  should  indicate  that  the  problem 
oif  discrimination  does  exist.  As  presently  written,  S.  611  will  not  remove  the 
incentive  for  A.T.  &  T.  to  discriminate  aeainst  competitors.  Therefore,  it  must 
provide  for  effective  enforcement  of  equitable  access  to  dominant  carrier  facilities; 
that  is.  it  should  require  competitive  offerings  of  a  dominant  carrier  to  be  made 
through  a  fully  separated  entity  which  accesses  the  dominant  carrier's  facilities 
under  tariff, 

III.  CONCLUSION 

This  brief  summary  of  the  Commission's  futile  attempts  to  control  and  prevent 
anticompetitive  abuses  in  the  tariff  rates  for  A.T.  &  T.'s  competitive  services  amply 
illustrates  that  the  history  of  accounting  separation  is  a  history  of  "a  series  M 
unauditable,  inaccurate  and  unreliable  cost  studies."  "  As  recently  as  January  1979, 
the  Commission's  decision  on  DDS  reaffirmed  its  finding  that  the  DDS  rates  are 
noncompensatory  and  again  in  March  of  this  year,  Administrative  Law  Judge 
Miller's  MPL  decision  reflects  his,  and  the  Commission's,  frustration  over  their 
inability  to  obtain  appropriate  costing  and  pricing  data  from  A.T.  &  T. 

A.T.  &  T.'s  anticompetitive  underpricing  of  competitive  services  has  existed  as 
long  as  A.T.  &  T.  has  oeen  involved  in  competitive  services.  Clearly  the  experience 
of  nfteen  years  of  attempted  accounting  separation  points  to  the  conclusion  that  it 
simply  is  unworkable,''  and  cannot  provide  the  basis  of  an  effective  statutoiy 
framework  for  a  competitive  industry  structure. 

Appendix  C 

economic  analysis  of  cros&subsidiza'non 

general  and  the  Bell  System  in  particular.  This  appendix  examines  ti- 
the capability,  and  the  nature  of  this  cross-subsidization.  It 


n  of  partially  owned  corporate  subsidiaries,  and  full  divestiture.  Moot 
of  the  discussion  relates  to  AT&T  and  the  Bell  System,  although  it  will  be  relevant 
in  varying  degrees  to  other  telephone  common  carriers  as  well. 
Incentive  to  cross-subsidize 

The  American  Telephone  and  Telegraph  Company  is  a  corporation  devoted  to 
profit  maximization.  Its  msnagement  serves  at  the  pleasure  of  its  directors,  who  in 
turn  are  representatives  of  its  shareholders.  Within  the  corporate  structure,  AT&T's 
management  has  no  other  loyalty.  It  will  always  act  in  the  interest  of  the  company's 


the  U.S.  Justice  Departi 

"Initial  Decision  in  Docket  20814,  Man 

"Walter  Hinchman,  former  Chief  of  tt  _  

to  say  about  the  Commission's  attempts  to  control  A.T.  &  T.  abuses  through  accounting  a 

"The  system  is  largely  beyond  the  effective  reach  of  both  Federal  and  Stale  regulation  and 
may.  therefore,  be  impervious  to  most  attempts  at  eompetitinn  as  well.  '  "  ■  How  much  or  our 
concerns  about  proper  cost  accounting  and  allocation,  anti-competitive  pricing  and  many  other 
matters  would  either  be  alleviated  or  disappear  were  it  not  for  the  pervasiveness  of  the  Bell 
System." 

Remarks  by  Waller  R.  Hinchman  before  the  International  Communications  Ass'n,  May  15. 
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shareholders,  notwithstanding  the  fact  that  the  Bell  System  which  it  operates 
furnishes  over  90  percent  of  the  nation's  telephone  common  carrier  service.  When 
either  public  interest  or  competitive  freedom  conflict  with  AT&Ts  profit  maximiza- 
tion, the  Company's  managers  can  be  expected  to  act  in  accordance  with  the  latter. 

This  observation  is  not  a  moral  judgment.  The  motivation  of  AT&T's  management 
reflects  the  same  system  of  incentives  which  operates  on  all  corporate  managements 
in  the  American  free  enterprise  system.  It  is  now  the  system  works,  and  the  results 
att^t  to  its  success.  The  composite  effect  of  thousands  of  individual  and  corporate 
manacers  acting  in  their  own  self-interest  has  given  this  nation  the  strongest, 
wealthiest,  and  most  productive  economy  in  the  world. 

While  AT&Ts  management  is  like  that  of  any  other  corporation  with  respect  to 
incentives,  it  is  quite  diBsimilar  in  two  other  imoortant  respects.  First,  AT&T  (and 
the  Bell  System,  which  it  operates)  sells  its  products  and  services  in  an  extraordi- 
nary mix  of  market  conditions  which  range  from  full  monopoly  to  a  high  degree  of 
competition.  Second,  AT&Ts  management  commands  immense  financiaJ  and 
market  power,  beyond  that  of  possibly  any  other  corporation  in  the  nation. 

The  mix  of  maniet  conditions  leads  to  a  mix  of  pricing  incentives.  In  its  monopoly 
markets.  AT&T's  incentive  is  te  maximize  profit  by  setting  prices  as  high  as  the 
market  will  bear  within  the  limits  imposed  by  regulation.  Because  the  BeilSystem's 
monopoly  services  are  particularly  important  Ui  consumers,  AT&T  has  the  potential 
ability  to  set  prices  substantially  above  the  cost  of  production,  including  ttie  mini- 
mum return  on  investment  needed  to  attract  capital. 

In  its  competitive  markets,  the  Bell  System's  prices  are  limited  by  the  prices 
offered  by  competing  enterprises.  If  AT&'T  operated  only  in  these  competitive  mar- 
kets, its  proRt  maximization  would  take  the  form  of  cost  reductions,  technological 
innovations,  or  the  introduction  of  specialised  offerings  which  permit  customers  to 
assi^  greater  value  to  Belt  System  products  or  services  than  to  the  products  or 
services  of  compelitore. 

Tite  Bell  System  merges  these  two  market  conditions,  and  this  meiger  seriously 
distorts  the  system  of  pricing  incentives  under  which  Bell's  management  operates. 
AT&T's  incentive  is  to  cover  the  cost  of  its  competitive  services  from  the  profits 
derived  from  monopoly  services.  In  this  manner,  AT&T  is  able,  over  time,  to  convert 
competitive  markets  into  monopolies  by  driving  competitors  from  the  field.  Later, 
when  competition  has  been  extinguished,  the  previously  competitive  services  can  be 
priced  as  monopolies.  Potential  competitors  will  be  discouraged  from  challenging 
these  monopoly  prices  because  they  know  that  AT&T  can  ana  wilt  respond  to  any 
threat  of  pnce  undercutting. 

TTie  best  opportunities  for  expanding  the  Betl  System's  sphere  of  monopol;^  are  in 
products  ana  services  which  are  peripherallv  related  to  the  System's  existing  mo- 
nopoly over  switched  communications.  One  of  the  obvious  targets  is  data  processing. 
Data  transmission,  over  which  Bell  already  has  a  quasi-monopoly,  is  merely  the  flow 
into  and  out  of  data  processors.  Those  data  processors,  their  software,  hardware,  and 
design  services,  represent  one  of  the  principal  competitive  markets  which  Bell  can 
be  expected  to  attempt  to  draw  into  its  monopoly  orbit. 

The  for^oinf;  describes  the  incentives  which  operate  on  AT&T  in  the  absence  of 
some  form  of  institutional  restraint.  The  more  capable  AT&T's  management,  the 
more  aggressively  it  will  pursue  these  incentives.  This  is  because  these  incentives 
are  altogether  consistent  with  management's  obligation  to  maximize  the  return  to 
the  Company's  stockholders. 
The  ability  to  croat-Bubsidize 

Obviously,  the  incentive  to  cross-subsidize  competitive  services  with  monopoly 
profits  translates  into  actual  cross-subsidy  only  if  the  corporation  has  the  financial 
power  to  do  so.  This  power  must  be  sufficient  both  relatively  and  absolutely. 
Relatively,  the  base  monopoly  products  or  services  must  represent  a  sufliciently 
large  proportion  of  the  firm's  total  business  to  permit  the  diversion  of  profits  to 
support  tne  less  profitable  competitive  services  without  undermining  the  financial 
integrity  of  the  company.  On  an  absolute  basis,  the  Company  must  have  sufficient 
resources  to  develop  new  markets  or  invade  existing  markets  in  the  face  of  potential 
competitors,  some  of  whom  may  be  substantial  organizations  themselves.  It  must  be 
able  to  develop  or  procure  the  technology,  master  the  operations  and  techniques  of 
production,  build  an  operating  organization,  and  field  a  marketing  effort  in  a  line  of 
business  which  is  considerably  more  risky  than  that  in  which  it  is  already  engaged. 

On  both  bases,  relatively  and  absolutely,  AT&T  and  the  Bell  System  are  equipped 
as  no  other  private  enterprise  in  the  nation  to  engage  in  cmpetitive  cross-subsidiza- 
tion. 

First,  from  the  relative  standpoint,  it  is  generally  conceded  that  public  local 
switched  telephone  service,  exclusive  of  terminal  apparatus,  is  a  full  monopoly 
within  each  telephone  company's  service  area.  Local  service  revenues  of  the  Bell 
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System  are  just  under  half  its  total  revenues.  Intercity  toll  service  ia  nominally 
subject  to  competition,  but  the  exchange  connections  continue  to  be  a  Bell  monopo- 
ly. Furthermore,  the  extent  of  the  competitive  invasion  of  this  market  is  so  small  as 
to  fail  the  test  of  "enective  competition"  under  virtually  any  Htandard.  Toll  Service, 
including  WATS.  accourLS  for  another  43  percent  of  the  Bell  system  total  revenue. 
Bell  faces  some  competition  for  intercity  private  line  service,  but  only  on  certain 
routes  between  major  cities.  Intercity  private  line  service  generates  only  about  5 
percent  of  the  System's  entire  revenue,  and  the  truly  competitive  market  is  some 
fraction  of  that  amount.  The  other  area  where  Bell  faces  competition  is  in  terminal 
equipment.  While  the  terminal  equipment  accounts  combined  represent  about  20 
percent  of  Bell's  total  investment,  the  actual  competitive  market  is  a  relatively 
smell  portion  of  the  total,  principally  PBX  equipment,  business  key  sets,  and  decora- 
tor home  handsets.  Thus,  at  most,  only  about  10  percent  of  the  Bell  System's  total 
busineas  is  subject  to  competition.  This  means  that  90  percent  of  the  Bell  System's 
business  can  be  martialed  to  subeidize  the  remaining  10  percent  which  faces  comp«- 

If  anything,  these  ratios  are  even  more  exaggerated  for  the  independent  tele^one 
companies,  most  of  which  do  not  offer  extensive  intercity  private  line  Hervlce.  l^us, 
the  relative  ability  to  cross-subsidize  ia  an  industry-wide  characteristic. 

But  it  is  with  respect  to  absolute  financial  resources  that  AT&T  differs  altogether 
from  any  other  telephone  company  or,  for  that  matter,  any  other  company  whatever 
in  the  nation.  Its  assets,  now  approaching  $100  billion,  are  greater  than  the  wealth 
of  all  but  a  relative  handful  of  nations  in  the  world.  Ite  £41  billion  annuel  gnMS 
revenues  in  1978  came  to  2  percent  of  the  nation's  Gross  National  Product.  Its 
financial  resources  overwhelm  those  of  any  present  or  potential  competitor.  The 
largest  potential  competitor  is  IBM,  but  even  its  revenues  are  only  45  percent  those 
of  AT&T,  ite  assete  proportionately  smaller,  and  the  portion  of  business  potentially 
competitive  with  A'Tft'T  smaller  yet.  Much  the  same  is  true  of  the  secona  strongest 
potential  competitor,  ITT.  Ite  gross  revenues  are  12  percent  those  of  AT&T,  but  (Hily 
a  tiny  fraction  are  derived  from  the  lines  of  business  which  are  threatened  t^ 
AT&'T's  competition.  As  for  other  competitors,  their  combined  revenues  come  to 
only  about  a  quarter  of  AT&T's  gross  revenue.  As  a  consequence.  AT&T  need  diTert 
only  a  small  proportion  of  ite  monopoijr  revenues  to  matoh  the  total  revenues  (rf  any 
of  ite  carrier  or  aata  processing  competitors. 
Methods  of  croas-aubaidy 

The  problem  of  crosa-subsidy  has  been  recognized  by  the  Federal  Communications 
Commission  for  two  decades,  but  it  remains  unresolved  today.  This  lack  of  resolu- 
tion persiste  even  though  (11  the  FCC  and  the  stete  regulatory  commissions  limit  Uie 
overall  earnings  of  the  Bell  System  companies.  <2)  the  FCC  and  state  commiasioai 
have  full  control  over  both  the  monopoly  and  competitive  service  prices  of  the  Bell 
System  companies,  and  <3)  the  FCC  and  numerous  stete  commissions  have  made 
repeated  attempte  to  have  A.T,  &  T.  and  the  Bell  System  companies  calculate  the 
specific  coste  of  both  monopoly  and  competitive  services. 

The  following  discussion  explores  the  means  by  which  A.T.  &  T.  could  engage  in 
cross-subsidy  in  this  regulatory  environment.  Croes^ubsidy.  as  used  herein,  means 
the  diversion  of  resources  from  the  monopoly  services  to  the  competitive  service* 
without  full  compensation  being  made  by  the  latter.  The  techniques  of  croas-subsidv 


/.  Asiignmenl  of  plant 

To  date,  all  efforte  to  calculate  the  cost  of  the  monopoly  and  the  competitive 
services  offered  by  the  Bell  System  have  been  impeded  by  three  characteristics  of 
the  System's  plant. 

First,  is  the  existence  of  large  amounts  of  common  plant.  This  plant  includes 
towers,  poles,  antennas,  buildings,  frames,  switehing  machines — all  of  which  serve 
the  comhined  requirements  of  all  services  which  use  them.  An  example  of  common 
plant  is  the  electronic  message  switehins  computer.  These  computers  are  capable  of 
many  functions  aside  from  switehing  telephone  messages.  They  can  be  employed  to 
store,  retrieve,  edit,  calculate,  manipulate,  and  transfer  date  which  is  fea  in  over 
the  telephone  lines  which  access  it.  Since  most  of  the  facilities  which  feed  the 
computer  as  well  as  significant  componente  of  the  computer  itself  are  used  in 
common  bv  both  communications  and  data  processing  functions,  it  becomes  virtual- 
ly impossible  to  segregate  the  coats  between  these  two  activities  on  any  objective 
basis.  Lacking  an  objective  basis.  A.T.  &  T.  can  adopt  an  arbitrary  one.  possibly 
treating  the  date  processing  function,  which  is  competitive,  as  "incremental,"  or 
additive  to  the  basic  monopoly  communications  function.  Under  this  procedure,  the 
monopoly  services  bear  the  cost  of  all  base  facilities,  while  the  competitive  service  is 
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assigned  onl^  the  supplemental  costs  needed  to  extend  the  computer's  capabilities  to 

D  plant  which  impedes  the  accurste  asaign- 
roent  ot  costs  is  fan^ouiiy.  r^ngiointy  relates  to  the  interchangeable  nature  of 
most  telecommunicatjons  plant,  that  is,  the  ability  of  different  faculties  to  perform 
identical  functions,  and  conversely,  of  identical  facilities  to  perform  different  func- 
tions. Transmission  aystems  offer  a  ^ood  example.  They  can  transmit  signal  grade, 
voice  grade,  or  wide-band  signals;  voice,  data,  telephoto,  or  video-type  mrasages;  ^t 
thev  are  not  themselves  uniform.  They  may  take  the  form  of  radio  facilities,  coaxial 
cables,  copper  wire  cables,  or  prospectivelv,  optical  fibers — any  of  which  can  trans- 
mit in  the  digital  or  the  analogue  mode.  As  a  consequence  of  fungibility,  any  given 
service  can  be  handled  on  a  wide  variety  of  transmission  facilities  having  vastly 
different  costs.  Conversely,  any  given  transmission  facility  can  be  assi^ed  to  a 
variety  of  different  services.  This  characteristic  permits  A.T.  A  T.  to  assign  plant, 
either  for  costing  purposes  or  for  purposes  of  physical  routing,  acconhng  to  a 
predetermined  cost  result.  For  example,  it  can  assign  low  cost,  high  density  state^f- 
the-art  facilities  to  its  competitive  services,  and  allow  the  monopolv  services  to 
absorb  the  cost  of  the  expensive,  low  density,  and  technolt^calty  obsolescent  facili- 

The  final  characteristic  of  telecommunications  plant  which  has  impeded  cost 
ascertainment  is  the  problem  of  capacity  utilisation.  At  no  time  is  the  entire 
telecommunications  network  fully  utilized.  The  efficiency  of  high  density  transmis- 
sion has  required  A.T.  &  T,  to  construct  facilities  with  capabilities  far  beyond 
immediate  demand  in  the  anticipation  that  future  ^wth  in  communications  re- 
quirements will,  over  time,  absorb  the  unused  capacity.  The  allocation  of  the  pres- 
ent cost  of  this  unused  capacity  is  largely,  if  not  entirely,  a  judgmental  function. 
The  FCC  has  sttempted  to  assign  this  reserve  capacity  on  the  basis  of  projections  of 
future  growth,  but  such  projections  inevitably  reflect  the  judgment  of  the  carrier. 
The  carrier  neied  only  understate  the  prospective  growth  of  competitive  services  and 
overstate  the  growth  of  monopoly  services  to  effect  a  cross-subsidy  which,  by  its 
nature,  is  undetectable  by  regulators  at  the  time  it  is  made. 

These  three  characteristics,  common  plant,  fungibility,  and  the  problem  of  capac- 
ity utilization,  have  been  largely  reflponsible  for  the  FCC's  rejection  of  the  cost 
studies  supporting  virtually  every  competitive  service  filing  made  by  A.T.  &  T.  in 
the  last  decade. 

f.  Vertical  integralion 

The  Western  Electric  Company  either  manufactures  or  purchases  as  an  agent 
virtually  all  types  of  facilities  and  equipment  used  by  the  Bell  System  companies. 
Most  of  the  equipment  requirements  of  the  Bell  System  are  met  from  this  one 
source,  with  only  lip  service  paid  to  competitive  procurement  for  some  items. 
Equipment  furnished  by  Western  Electric  is  used  to  provide  both  monopoly  and 
(»mpetitive  services.  The  transactions  between  Western  Electric  and  the  operating 
companies  are  not  monitored  or  regulated  other  than  indirectly  through  the  r^ula- 
tion  of  the  Bell  System's  communications  services. 

This  relationship,  which  can  be  characterized  as  a  bilateral  monopoly,  (a  single 
supplier  selling  to  a  single  purchaser,  itself  a  monopoly)  offers  a  tempting  opportu- 
nity for  abuse  of  Bell's  monopoly  position.  The  Bell  System  is  in  a  position  to  pass 
through  the  profits  on  its  monopoly  services  in  the  form  of  excessive  prices  paid  to 
Western  EHectric  for  facilities  and  equipment  used  by  monopoly  services,  and  then 
to  reduce  prices  of  equipment  used  by  competitive  services,  thereby  subsidizing  the 
latter. 

Hitherto,  both  monopoly  and  competitive  services  have  used  largely  the  same 
equipment,  so  that  cross-subsidy  has  oeen  to  some  extent  circumscribed.  As  long  as 
the  price  for  a  given  item  does  not  vary  depending  upon  its  end  use  service,  and  as 
long  as  most  communications  equipment  is  fungible,  that  is.  usable  for  either 
monopoly  or  competitive  services,  there  is  a  practical  limit  on  the  ability  of  the  Bell 
System  to  engage  in  this  sort  of  cross-subsidy. 

But  if  the  Bell  System  were  to  invade  non-communications  markets,  such  as  data 
processing,  this  practical  limitation  would  be  removed.  Its  data  processing  equip- 
ment would  be  used  primarily  in  competitive  markets,  while  its  communications 
equipment  would  be  used  primarily  for  monopoly  services.  Thus,  although  the  Bell 
System's  vertical  integration  may  have  been  tolerable  in  the  past,  its  penetration 
into  competitive  non-communications  markets  will  open  new  opportunities  for  cross- 
subsidy  through  vertical  integration. 
3,  Financing 

The  Bell  System's  competitive 
as  its  monopoly  services.  Those  s 
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of  the  operating  company,  and  equity  capital,  which  flows  from  the  parent  organiza- 
tion. This  capital  is  fungible  in  application  to  the  entire  ran^e  of  Bell's  services  and 
products,  competitive  and  noncompetitive.  For  this  reason,  Bell  System  competitive 
services,  standing  alone,  need  not  be  profitable,  AT&T's  investment  decisiims  are 
based  on  the  combined  effect  of  competitive  and  monopoly  services,  aa  described  in 
the  foregoing  discussion  of  incentives.  Thus,  AT&T  can  invest  in  a  "loss  leader" 
competitive  service  if,  in  the  long  run,  that  investment  contributes  to  the  extension 
of  the  Belt  System's  monopoly  orbit. 

In  this  respect,  AT&T  is  aided  by  the  FCC's  regulation  of  overall  esniings  from 
the  aggregate  of  interstate  services.  If  these  earnings  fall,  AT&T  has  a  right  by  law 
and  ^  regulatory  precedent  to  request  rate  increases  sufficient  to  permit  the 
Company  to  attract  capital,  maintain  credit,  and  earn  a  return  on  mvestmnit 
comrarable  to  that  of  enterprises  of  corresponding  risk.  Since  the  vast  majority  of 
the  Bell  System  revenues  are  derived  from  monopoly  services,  this  upward  rate 
adjustment  will  generate  revenue  primarily  from  monopoly  services,  even  if  the 
earnings  shortfall   is  due   primarily   to  the  underpricing  of  competitive  services. 

4.  Marketing 

A  little  recongized  advantage  which  AT&T's  competitive  services  ei^oy  ia  the 
int^ated  Bell  System  marketing  organization  in  which  a  single  sta0'  and  a  coordi- 
nated advertising  program  promote  ooth  monopoly  and  competitive  services.  Hie 
Bell  companies  present  their  services  to  the  customer  as  a  "total  system"  in  which 
the  monopoly  and  the  competitive  services  are  so  intertwined  that  the  customer 
perceives  them  as  a  unified  service  incapable  of  segmentation.  In  this  manner, 
competitors  find  it  difficult  to  persuade  customers  that  a  service  which  Bell  offers 
can  be  furnished  by  another  supplier  at  equal  or  lower  cost  and  with  greater 
efficiency.  'Ilie  concept  of  the  "total  system"  extends  to  all  facets  of  Bell's  business, 
planning  and  procurement,  maintenance  services,  and  payment  procedures. 

In  addition  to  the  marketing  advantage  of  an  integrated  promotional  program, 
there  is  a  costing  advantage  resulting  A-om  the  fact  that  sales,  advertising,  and 
customer  service  expenses  are  classic  examples  of  common  costs.  The  coet  of  Bell's 
marketing  program  is  virtually  incapable  of  any  kind  of  objective  and  refined 
allocation  based  on  causality.  The  general  practice  is  to  treat  marketing  cost  as  an 
"overhead  item"  on  base  costs,  a  procedure  which  invariably  understotes  in  market- 
ing cost  associated  with  competitive  services  or  products.  Obviously,  the  competitive 
services  or  products  require  a  disproportionate  effort  by  the  marketing  staff  relative 
to  monopoly  offerings  which  the  customer  must  procure  from  the  Bell  System  in 
any  case.  "Hiis  is  particularly  true  of  Western  Electric  equipment  where  the  Bell 
System  furnishes  an  enormous  captive  sales  base  capable  of  supporting  a  marketing 
prccram  which  can  overwhelm  any  competitor. 

Thus,  marketing  furnishes  a  double  subsidy  of  competitive  services.  The  first  is 
furnished  by  integrating  the  promotion  of  competitive  with  monopoly  services.  Hie 
second  is  generaW  by  allocating  the  marketing  costs  disproportionately  to  monopo- 
ly relative  to  competitive  services. 

5.  Research  and  development 

The  research  and  development  for  the  Bell  Systom  is  handled  through  the  Bell 
Laboratories.  Inc.,  one  of  the  world's  most  extonsive  private  research  and  develc^ 
ment  operations.  The  Bell  Labs  are  supported  by  a  "license  contract,"  which  is  an 
assessment  on  each  Bell  Systom  operating  company  equal  to  a  percentage  of  its 
total  investment  and  expenses.  As  noted  above,  about  75  percent  of  the  Bell  Sys- 
tem's business  relates  to  monopoly  services,  so  that  these  services  overwhelmingly 
support  the  Bell  Laboratories.  Vet  Bell  Laboratories  develops  facilities,  equipment, 
and  computer  software  which  are  used  in  both  monopoly  and  competitive  services. 
Indeed,  to  the  extent  that  competitive  services  are  at  the  forefront  of  technological 
development,  the  Bell  Laboratories  may  spend  a  disproportionately  hisher  percent- 
age of  its  resources  on  developments  relating  to  present  or  potential  competitive 
markets. 

There  is  no  mechanism  for  tracing  the  benefltfi  of  the  Bell  Labs  research  and 
development  through  to  the  services  which  are  the  ultimate  beneficiaries.  In  fact. 
Bell  Labs  normally  conducts  its  research  and  development  with  little  or  no  specific 
orientotion  to  the  end-use  service.  The  Bell  Labs  "License  Contract"  is  treated  as  an 
"overhead"  on  the  costs  assigned  to  each  service.  If  those  costs  are  overstated,  Uie 
contribution  to  Bell  Labs  is  similarly  overstated.  Conversely,  if  they  are  understat- 
ed, the  Bell  Lab's  contribution  is  correspondingly  understated.  Thus,  the  "license 
contract"  has  two  effects.  First,  it  furnishes  research  and  development  to  competi- 
tive services  which  is  supported  by  monopoly  services.  Second,  it  exaggerates  what- 
ever overstatement  of  monopoly  service  costs  and  understatement  of  competitive 
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Control  of  eroM-aubaidy 

Ab  demonatrated  bv  the  present  l^[isUtive  ^poeals,  there  is  a  general  recogni- 
tion that  crosB^ubeidy  requires  some  institutional  control  mechanism.  There  ap 
pears  to  be  some  consensus  that  the  best  method  of  control  is  to  separate  monopoly 
from  competitive  offeringB  to  regulate  the  former,  and  to  permit  the  latter  to 
operate  freely  in  the  marketplace — or  at  least  with  a  d^ree  d'  regulation  substan- 
tially leas  than  that  now  applied  to  monopoly  services,  lliere  is  a  range  of  separa- 
tion mechanisms  which  can  be  categorized  as  follows:  accounting  separation;  inte- 
grated corporate  subsidiaries  (similar  in  relationship  to  the  present  Bell  System 
operating  companies);  full  corporate  separation  in  which  any  competitive  aubsidiai^ 
must  maintain  separate  directors,  manajgement,  marketing  staffs,  and  facilities;  full 
corporate  separation  with  minority  public  ownership;  and  TuU  divestiture. 

The  efforts  of  the  FCC  to  isolate  the  costs  of  Bell's  competitive  services  from  those 
of  its  monopoly  services  during  the  last  two  decades  have  demonstrated  the  bank- 
ruptcy of  the  first  alternative,  accounting  separation.  While  the  view  has  been 
npr^sed  that  a  new  accountiiu^ystem  might  resolve  the  problems  of  cost  alloca- 
tion that  have  troubled  the  FCC  for  15  years,  this  view  fails  to  recognize  the 
intrinsic  characteristics  of  communications  plant  described  above,  common  plant, 
fungible  plant,  and  reserve  plant.  These  characteristics  will  not  be  changed  by  any 
revision  m  the  accounting  system.  An  accounting  system  can  classify  plant  only  on 
the  basis  of  stable  characteristics,  its  physical  properties,  its  locations,  or  its  assign- 
ment if  that  assignment  remains  stable  for  any  period  of  time.  But  the  assignment 
of  telecommunications  plant  among  services  is  inherently  unstable.  Plant  is  shared 
among  services,  its  assignment  is  subject  to  continuous  change,  and  its  use  by  an 
individual  service  is  largely  unrelated  to  its  technology.  Even  if  an  accounting 
system  could  follow  accurately  and  reliably  the  assignment  of  plant  to  services  and 
vice  versa,  it  would  still  reflect  the  plant  assignment  policies  of  the  carrier  which, 
as  discussed  above,  can  be  adjusted  to  yield  a  predetermined  costing  result. 

The  remaining  mechanisms  for  controlling  cross-subsidy  involve  the  creation  of 
separate  corporate  subsidiaries  to  perform  competitive  services.  A  corporate  subsidi- 
ary is  a  viable  method  of  eliminating  the  croao^ubsidies  resulting  from  plant  assign- 
ment only  if  competitors  have  identical  access  as  the  subsidiary  to  lease  or  purchase 
facilities  or  servioes  from  the  parent  monopoly  enterprise.  Absent  this  access,  there 
is  essentialk  no  improvement  in  accountability  over  cross-subsidy  relative  to  the 
condition  which  exists  under  so-called  "accounting  separation."  AT&T  can  underal- 
locate  common  costs,  assign  low  cost  fungible  plant,  and  understate  the  reserve 
capacity  re<]uirement  (rf  its  competitive  sulwidiary  in  simitar  fashion  as  it  can  treat 
its  competitive  services.  Only  if  the  results  of  these  cost  distortions  are  made 
available  to  outside  competition  will  AT&T  be  discouraged  from  making  them. 

In  similar  fashion,  separate  corporate  subsidiaries  will  control  the  cross^ubaidy 
potential  of  vertically  int^rated  suppliers  and  research  and  development  operations 
only  if  these  resources  are  made  available  to  outside  competitors  on  the  same  basis 
as  to  the  subsidiary  corporations.  Western  Electric  and  Bell  Laboratories  will  con- 
tinue to  furnish  monopoly  supported  advantages  to  Bell  System  competitors  as  long 
as  those  two  organizations  can  limit  their  dealings  to  members  of  the  Bell  corporate 
family.  Thus,  control  of  this  source  of  cross-subsidy  is  contingent  upon  comparable 
access  by  all  competitor*  to  Bell's  manufacturing  operations  and  to  its  research  and 
development  activities. 

The  type  of  parent-subsidiary  relationship  which  now  exists  among  the  Bell 
System  companies  would  still  perpetuate  one  of  the  most  potent  forms  of  cross- 
subsidy,  that  relating  to  marketing.  Under  present  conditions.  Bell  operating  compa- 
nies promote  their  own  service,  the  service  of  AT&T  Long  Lines  (and  vice  versa), 
and  the  products  of  Western  Electric.  As  long  as  this  relationship  continues,  any 
Bell  System  competitor  will  have  a  powerful,  monopoly  supported  advantage  over 
outside  competitors.  The  subsidiary  will  have  access  to  the  contacts  and  the  detailed 
customer  information  furnished  by  the  marketing  department  of  the  monopoly 
parent.  Marketing  will  continue  to  reflect  the  "total  system"  concept  in  which 
competitive  and  monopoly  enterprises  are  presented  to  the  customer  as  a  single 
package  largely  incapafile  of  dismemberment  into  discrete  sub-services. 

The  only  effective  means  of  eliminating  this  form  of  cross-subsidy  is  a  require- 
ment for  totally  separated  managements,  including  independent  procurement,  mar- 
keting, advertising,  billing,  and  customer  service  functions.  Only  when  the  Bell 
subsidiary  is  presented  to  the  public  as  another  independent  competitor  will  its 
position  in  the  market  be  freed  of  the  support  of  Bell's  monopol;^  power. 

Even  with  fully  separated  management,  operations,  and  facilities,  a  competitive 
Bell  System  suhudiary  can  still  receive  subsidies  in  the  form  of  low-cost  financial 
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support.  AT&T  would  have  the  opportunity  to  make  available  capital  to  its  competi- 
tive subsidiary  with  no  requirement  for  e  commensurate  return.  It  can  distort  ita 
subsidiary's  capital  structure  by  relieving  it  of  any  debt  obligation,  thus  permitting 
it  to  operate  at  little  or  no  net  revenue  margin  in  the  face  of  its  competition.  This 
abuse  can  be  resolved  by  a  re<)uirement  that  the  subsidiary  maintain  substantia] 
minority  ownership  by  the  public,  which  opens  to  public  scrutiny  any  intercorporate 

Eractice  which  undermines  the  competitive  enterprise's  services  to  the  ultimate 
anefit  of  the  monopoly  parent.  The  minority  shareholders  would  require  that  the 
competitive  enterprise  earn  a  compensatory  rate  of  return.  Similarly,  the  parent's 
stockholders  might  object  to  excessive  subsidies  flowing  to  the  subsidiary,  the 
owners  of  which  are  not  the  same  as  the  parent.  Any  expansion  in  the  capitalization 
of  the  subsidiary  involves  a  public  stock  offering,  which  in  turn  would  require  a 
record  of  eamines  performance  comparable  of  that  of  other  enterprises  engaged  in 
the  same  line  of  business. 

The  proportion  of  minority  ownership  should  be  laive  enough  to  require  an 
independent  federal  income  tax  return.  Not  only  would  a  separate  tax  return 
produce  a  public  accounting  of  the  sulsidiary's  capital  structure.  An  all  equity 
capitalization,  for  example,  would  generate  such  an  excessive  income  tax  bill  that 
the  minority  shareholders  would  have  a  Intimate  claim  that  their  interest  had 
been  sacrificed  to  the  broader  corporate  objectives  of  the  parent. 


e  done  is  to 

._, t  which  is  extremely  difficult  to  en- 

netnod  of  eliminating  this  kind  of  parent-eubsidi- 


CONCLUSION 


Congress  has  before  it  several  proposals  to  lift  the  previous  limitations  on  ATJtTs 
entry  into  non-regulated,  competitive  markets.  These  proposals  should  be  enter- 
tained only  if  there  are  adequate  safeguards  to  protect  the  markets  which  AT&T 
may  enter  from  cross-subsidy  oy  the  Beli  System's  monopoly  services. 

'The  degree  of  protection  is  a  function  of  the  degree  of  separation  between  ATftT's 
monopoly  and  its  competitive  operations.  Accounting  separation  has  proven  to  be 
ineffectual.  Corporate  separation  can  be  effective  only  if  outside  competitors  are 
given  the  same  access  to  the  facilities,  the  equipment,  and  the  research  and  develop- 
ment activities  of  the  monopoly  parent  as  has  the  Bell  System  atTiliate.  Even  then, 
competition  will  not  be  free  of  support  from  the  monopoly  parent  unless  the  man- 
t,  facilities,  and  most  importantly,  the  marketing  prt^am  are  fully  aeparat- 


I.  Financial  subsidy  of  the  parent  by  the  subsidiaiy  can  be  prevented  by  a  require- 

J  stock  ownership  by  the  public.  Fin"    ""'      '--'-'    '    "--     
arly  through  n  on -competitive  purchi. _.   _  ^ 

s  by  the  monopoly  parent,  probably  cannot  be  prevented  short  of  a 


direction,  particularlv  through  n  on -competitive  purchases  of  the  subsidiary's  prod- 
ucts or  services  by  the  monopoly  p        '  '    '  "  "  '  '    '  '     * 
requirement  for  complete  divestiture 

Senator  Holungs.  Well,  we  thank  you,  Mr.  Whitney  and  each  of 
you. 

We  have  another  rollcall  and  by  the  time  we  get  back  over  there, 
we  will  be  preparing  for  a  lunch  appointment  we  have  and  another 
panel. 

Each  of  you — does  anyone  differ  with  any  of  the  statements 
made  that  you  want  to  comment  on?  I  didn't  find  too  much  differ- 
ence. 

Everybody  wants  to  make  darn  sure  A.T.  &  T.  or  any  competitive 
entity  that  is  truly  competitive  and  is  wholly  owned  is  totaily 
separated. 

Mr.  Jerritts,  could  that  really  disturb  the  corporate  approach  of 
those  in  the  communications  industry  itself?  Would  they  find  that 
burdensome? 

We  are  all  enthused  around  to  make  sure  this  monopolistic  carri- 
er doesn't  come  in  without  being  able  to  have  a  true  accounting 
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end  be  totally  separate  and  not  subsidized,  but  then  does  that 
affect  Honeywell? 

You  can  go  into  all  the  difTerent  fields?  If  we  pass  a  law  that 
cat^orical,  I  can  see  corporations  such  as  Honeywell  having  to 
divide  up  into  wholly  owned  subsidiaries  and  get  different  directors 
and  so  forth. 

Mr.  jERRirrs.  Our  recommendation  along  those  lines  comes  from 
the  fact  that  we  have  had  over  many  years  extensive  experience  in 
being  involved  with  100  percent  wholly  owned  subsidiaries,  m^or- 
ity-owned  subsidiaries  and  minority-owned  and  having  minority 
equity  positions  in  subsidiaries  in  other  companies,  both  in  the 
United  States  and  on  a  worldwide  basis. 

Coming  from  the  basic  premise  that  what  we  are  really  talking 
about  is  the  legislation  would  permit  what  are  essentially  domi- 
nant communications  companies  to  enter  a  new  field  which  is  the 
total  spectrum  of  data  processing  and  communication  processing, 
and  tiie  position  those  companies  would  start  from— the  $50  biUion 
equity  bond  financing  kind  of  numbers— provides  both  a  real  and  I 
imagine  a  perceived  advantage  that  must  be  countered  in  some 
w^"to  provide  equity  in  a  truly  competitive  area. 

One  way  we  would  suggest  you  give  serious  consideration  to  is 
through  the  role  of  effective  subsidiaries  working  on  an  arm's- 
length  basis. 

We  would  submit  from  this  starting  point  the  only  way  you  are 
going  to  get  effective  arm's-length  relationships,  which  really 
means  effective  management  separation  between  the  carrier  and 
the  new  subsidiary  involved  in  the  new  enterprise  is  through 
having  it  being  responsible  to  a  diverse  body  of  shareholders. 

Senator  Hollings.  And  different  directors. 

Mr.  Jerritts.  Yes. 

Senator  Hollings.  When  you  come  to  complete  divestiture,  we 
have  the  House  side — apparently  they  can't  get  sufficient  support 
for  that. 

It's  not  that  we  don't  know  how  to  write  a  bill.  It's  that  we  don't 
know  how  to  get  one  passed. 

Mr.  McGowAN.  May  I  suggest,  I  believe  as  time  has  gone  by  in 
this  legislative  process — specifically  the  several  years  in  the  House 
and  also  the  time  spent  here — more  light  has  been  shed  and  more 
knowledge  has  been  geiined  and  more  opinions,  I  think,  are  starting 
to  be  formed  that  telecommunications  isn't  such  a  mysterious 
animal  as  the  people  believed  at  the  beginning. 

I  believe  it  has  been  to  the  telephone  company's  interest,  lo  these 
many  years,  not  to  explain  how  the  industry  works.  As  people 
become  aware  of  the  industry's  workings  and  its  components  and 
who  makes  it  up  and  whom  it  influences  and  whom  it  affects, 
people  are  more  willing  to  look  at  the  possibility  of  restructuring. 

I  believe  as  developments  come  either  out  of  court  cases  or  from 
this  committee — if  it  could  find  time  to  pursue  more  detailed 
knowledge  of  the  conduct  of  various  components  of  this  industry — 
people  will  become  less  fearful  of  taking  upon  themselves  what 
they  might  formerly  have  thought  to  be  impoBsible. 

^nator  Hollings.  The  fully  separated  entities  between  the  local 
and  exchange  services,  could  you  operate  with  the  long-distance 
lines  effectively  without  increasing  prices? 
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Mr.  McGowAN.  You  would  have  a  decreasing  price.  You  would 
have  the  incentive  for  both  parties— since  they  would  be  visible  as 
to  their  operations — to  be  more  effective. 

Long  distance,  because  they  have  competitors.  Local  telephone 
exchange,  because  you  would  be  able  to  compare  them  with  other 
local  telephone  exchanges. 

Today,  it  is  impossible  to  determine  whether  one  city  with  50,000 
phones,  whether  one  is  served  more  efficiently  or  less  efficiently 
than  another  city  with  50,000  phones. 

The  comparison  would  be  possible  b^ween  local  exchange  carri- 
ers if  their  operations  were  fully  separated  from  interchange  carri- 
er operations.  The  interface  between  the  two  types  of  carriers  ia 
very  simple.  People  are  trying  to  say  it's  complicated. 

I  inteiface  every  day  in  30  States  with  local  phone  companies 
without  difficulty.  A.T.  &  T.  does,  too.  For  example,  there  is  a 
compemy,  C.  &  P.,  in  the  District  of  Columbia,  that  has  no  toll 
facilities.  They  meet  with  Bell's  long  lines  at  the  toll  ofBoes.  In 
their  case,  they  sometimes  colocate. 

So,  in  effect,  what  they  would  do  in  a  fully  separated  arrange- 
ment is  have  one  party  lease  space  to  the  other  party.  In  my  case 
today,  I  get  as  close  to  them  as  I  can  and  I  lease  space  at  that 
point.  So  whether  I  lease  that  space  from  C.  &  P. — so  as  to  colo- 
cate— from  a  building  owner,  which  is  what  I  do.  Today,  there  is  no 
real  difference.  In  cities  like  Chicago,  the  local  carrier  owns  the 
buildings  which  house  some  of  the  miyor  toll  offices.  I  happen  to 
have  three  m^or  toll  offices  in  Chicago. 

You  meet  between  the  local  exchange  company  and  the  interez- 
change  carrier  at  a  toll  office.  Every  time  you  pick  up  a  phone  and 
dial  a  number  whose  second  digit  is  zero  or  one  the  local  carrier's 
switch  knows  that  you  are  placing  a  toll  call. 

So,  the  switch  sends  your  call  to  a  toll  office.  There  the  decision 
is  made  as  to  how  to  route  that  call.  There  is  a  complete  distinct 
physical  difference  between  a  local  exchange  carrier  and  an  inter- 
exchange  carrier. 

I  believe  that  interface  is  so  clear — for  example,  in  Canada,  there 
is  a  completely  distinct  entity  called  the  TransCanada  Network 
which  operates  all  the  toll  system. 

It  happens  that  nine  local  telephone  companies  own  that  net- 
work. But  it's  a  distinct  operation.  Distinct  people,  facilities,  orga- 
nization. 

Everything  is  entirely  separate.  TransCanada  handles  all  toll 
calls.  "They  meet  the  local  companies  at  the  toll  centers.  Up  there, 
the  local  carriers  own  and  control  it  and,  therefore,  share  in  the 
revenues. 

But  local  and  long  distance  carriers  can  meet  without  any  diffi- 
culty— in  response  to  what  Senator  Goldwater  asked  earlier,  we  are 
going  to  submit  a  model  that  will  demonstrate  the  physical,  oper- 
ational, technical,  and  financial  methodologies  to  permit  work  as 
distinct  entities  from  interexchange  carriers. 

Senator  Hollings.  All  right.  I  am  sorry,  I  will  have  to  move  on 
and  catch  that  vote  as  best  I  can. 

I  thank  each  of  you. 

The  committee  will  be  in  recess  until  2  o'clock. 
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[Whereupon,  at  12:45  p.m.,  the  hearing  was  recessed,  to  recon- 
vene at  2  p.m.,  the  same  aay.] 

AFTERNOON  SESSION 

Senator  Holungs.  We  want  to  welcome  the  panel  from  A.T.  &  T. 
Mr.  Olson,  Mr.  Tanenbaum,  Mr.  Ross,  Mr.  Preston,  and  Mr.  Gold- 
stein. 

We  will  be  glad  to  hear  from  you  at  this  time,  Mr.  Olson. 

STATEMENTS  OF  JAMES  E.  OLSON;  MORRIS  TANENBAUM;  IAN 
ROSS;  JOHN  PRESTON;  AND  EDWARD  GOLDSTEIN.  AMERICAN 
TELEPHONE  &  TELEGRAPH  CO. 

Mr.  Olson.  Thank  you,  Mr,  Chairman. 

We  are  very  appreciative  of  the  opportunity  to  appear  before  this 
subcommittee  on  behalf  of  A.T.  &  T.  With  me  are  four  colleagues 
who  have  special  expertise  in  key  areas  of  our  business. 

As  a  panel,  we  are  prepared  to  address  in  some  detail  the  practi- 
cal or  technical  aspects  of  the  problems  of  S.  611  and  S.  622. 

Present  for  the  Bell  System  is  Morris  Tanenbaum,  president. 
New  Jersey  Bell  Telephone  Co.  He  has  broad  experience  not  only 
in  the  operational  side  of  our  business  but  in  Bell  Laboratories  and 
Western  Electric  as  well. 

His  testimony  will  deal  s[>ecifically  with  the  reasons  why  close 
working  relationships  among  the  Bell  System  units  are  so  essential 
to  an  operating  telephone  company's  ability  to  deliver  good  service 
to  its  customers  and  how  certain  of  the  bills'  provisions  might 
disrupt  that  service  process, 

Ian  Ross  is  president  of  Bell  Telephone  Labs.  He  will  discuss  our 
technolc^ical  innovation,which  would  be  impaired  if  the  close  ties 
made  possible  by  vertical  and  horizontal  integration  were  to  be 
disrupted. 

John  Preston,  associate  general  counsel  for  A.T.  &  T.,  will  ad- 
dress certain  of  the  administrative  legal  and  regulatory  implica- 
tions the  Bell  System  sees  in  the  two  bills. 

Finally,  Edward  Goldstein,  assistant  financial  officer,  A.T.  &  T.  I 
know  there  was  a  great  deal  of  discussion  about  new  accounting 
systems  and  we  thought  it  would  be  useful  if  you  could  hear  from 
the  man  responsible  for  bringing  that  accounting  system  into 
being. 

As  these  hearings  have  progressed,  it  has  become  clear  that  one 
of  the  wartiest  issues  to  be  addressed  administratively  will  be  that 
of  potential  cross-subsidization. 

We  agree  with  your  objective  and  believe  it's  attainable.  We  can 
and  must  assure  ourselves,  our  customers,  regulators,  and  competi- 
tors that  we  know  our  costs  and  that  noncompetitive  services  are 
not  subsidizing  competitive  ones. 

Mr.  Goldstein's  testimony  will  highlight  our  firm  commitment  in 
that  regard. 

In  an  effort  to  address  the  subsidy  problem,  S.  611  has  in  our 
view  created  barriers  to  the  continued  sound  management  of  the 
Bell  System,  Earlier  witnesses  have  expressed  our  general  concern 
with  the  rigidly  mandated  establishment  of  fully  separated  subsid- 
iaries and  with  the  prescribed  arm's  length  standard  of  inter- 
affiliate  dealings. 
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Before  the  other  panelists  get  into  a  detailed  description  of  how 
the  Bell  System  functions  as  a  whole,  let  me  raise  a  few  of  the 
kinds  of  s[>ecinc  questions  which  arise  in  reading  those  provisions. 

It  seems  to  me  that  under  S.  611,  unless  the  Bell  System  were 
willing  to  include  all  nonaffiliated  entities  in  the  pattern  of  its 
operations,  the  system  could  not  have  meetings  of  Bell  System 
officers,  legal  conferences,  engineering  councils,  or  other  activities 
among  afHliates. 

Reading  S.  611  strictly,  I  question  whether  in  the  future  the  Bell 
System  companies  could  jointly  engage  in  research  and  develop- 
ment, the  drafting  of  operating  or  engineering  letters  or  even  the 
development  of  company  policy  generally  designed  to  further  the 
planning  and  management  of  an  affiliated  system. 

Potential  application  of  this  provision  goes  to  employment  and 
labor  matters,  including  joint  negotiations  of  contracts  and  person- 
nel practices.  It  raises  questions  regarding  the  ability  of  one  Bell 
System  company  to  contract  with  another  for  research  and  product 
development  unless  the  same  services  are  provided  to  everyone 
else. 

The  list  of  questions  continues  with  the  fruits  of  the  Bell  System 
R.  &  D.;  would  they  be  proprietary  or  disclosed  to  the  world?  Could 
A.T.  &  T.  furnish  legal  advice  to  affiliates  or  could  it  do  so  only  if  it 
furnished  legal  advice  to  IBM  and  MCI  as  well? 

What  of  financial  planning?  In  short,  it  seems  if  the  purpose  of 
these  provisions  is  to  insure  fair  dealings  in  the  marketplace,  the 
bill  ought  to  focus  on  the  marketplace  presence  of  the  Bell  compa- 
nies and  not  fracture  relationships  at  other  levels,  relationships 
which  are  essential  to  the  operations  of  this  largely  technical  busi- 
ness. 

To  understand  better  the  extent  of  the  Bell  System's  concern 
with  these  provisions  and  reasons  for  that  concern,  let  me  urge  you 
to  listen  to  the  testimony  here  with  these  kinds  of  questions  in 
mind. 

Another  provision  which  we  view  as  unnecessarily  interfering 
with  the  management  of  the  business  is  the  prescription  under 
sections  104(11)  and  214(bXl),  prohibiting  certain  classes  of  people 
from  corporate  boards  of  directors. 

Those  provisions  would  require  the  resignations  of  nearly  all  of 
the  men  and  women  currently  serving  on  the  boards  of  Bell  System 
companies. 

Further,  it  would  disqualify  from  future  membership  on  these 
boards  a  substantial  majority  of  all  of  those  people  most  qualified 
by  reason  of  training  and  experience  to  direct  the  affairs  of  a  large 
and  technically  complex  corporation. 

This  provision  should  be  stricken  from  the  bill.  Now,  with  your 
permission,  Mr.  Chairman,  I  would  like  to  ask  each  of  my  col- 
le£igues  to  present  a  brief  summary  of  their  testimony  that  has 
been  filed  with  the  subcommittee. 

Following  this,  we  will  be  most  happy  to  sit  as  a  panel  for  any 
questions  you  may  have. 

If  that's  permissible,  we  will  go  ahead. 

Senator  HoLUNGS.  Very  good.  You  don't  really  think  the  bill 
requires  you  to  give  legal  advice  to  IBM? 
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Mr.  Olson.  This  is  the  concern  we  have  in  trying  to  read  what 
you  mean  by  arm's  length  dealings  and  fully  separated  subsidiar- 
ies. 

Senator  Hollings.  Just  exactly  what  it  says.  That  the  legal 
advice  be  given  to  the  wholly  owned  subsidiary  by  the  wholly 
owned  subsidiary  lawyer.  You  can't  even  divorce  your  mind  from 
that  kind  of  thinking,  is  that  right? 

The  only  way  you  can  see  it  is  that  Bell  will  still  be  there  and  no 
way  to  have  a  wholly  owned  subsidiary? 

Mr.  Olson.  Yes,  I  think  there  is  a  way  of  having  that.  We  have 
many  of  those  today. 

Senator  Hollings.  Under  no  circumstances  does  the  bill  contem- 
plate the  A.T.  &  T.  lawyers  be  giving  IBM  legal  advice. 

Mr,  Olson.  Our  concern  was  the  literal  interpretation  of  the  bill 
at  least  as  we  understand  it,  and  I  think  that  is  something  we 
certainly  want  to  have  clarification  on. 

If  you  read  it  literally,  at  least  it's  our  feeling  that  we  would 
have  to  deal  at  arm's  length  with  the  wholly  owned  subsidiaries 
and  arm's  length  has  to  be  interpreted  in  a  way  that  says  we 
perhaps  might  have  to  deal  with  our  subsidiaries  in  the  same  way 
we  would  deal  with  nonaffiliates. 

We  hope  that  isn't  the  intent. 

Senator  Hollings.  Go  ahead  with  the  other  witnesses. 

Mr.  Olson.  Dr.  Tanenbaum. 

Dr.  Tanenbaum.  Mr.  Chairman,  Senator  Schmitt,  members  of 
the  committee  staff,  I  echo  Mr.  Olson's  appreciation  for  the  oppor- 
tunity to  appear  before  you  to  comment  on  S.  611  and  S.  622. 

Although  my  testimony  will  focus  on  selected  aspects  of  the 
legislation  which  are  of  particular  concern  to  me,  I  don't  want  that 
to  obscure  my  sincere  appreciation  of  your  interest  and  willingness 
to  address  the  complex  issues  whose  resolution  will  determine  the 
future  of  telecommunications  in  the  United  States. 

I  will  do  the  best  I  can  to  try  to  add  to  the  information  that  you 
will  use  to  reach  your  decisions.  The  background  from  which  I 
speak  was  mentioned  by  Mr.  Olson  and  is  presented  in  detail  in  my 
printed  testimony. 

It's  from  my  personal  experience  at  Bell  Labs,  Western  Electric, 
A.T.  &  T.  and  Jersey  Bell,  that  I  will  try  to  set  forth  what  I  see  as 
the  potential  effects  of  proposed  legislation  on  the  Bell  System,  on 
individual  operating  telephone  companies  and  on  the  telecommuni- 
cations industry  and,  indeed,  the  Nation  as  a  whole. 

I  recognize  that  neither  of  the  Senate  bills  under  consideration 
explicitly  mandates  divestiture  of  Bell  Laboratories,  Western  Elec- 
tric or  any  of  the  operating  telephone  companies  from  the  Bell 
System  or  destroying  the  ownership  ties  between  these  units. 
Indeed,  S.  622  prohibits  divestiture  by  the  FCC. 

But  the  cumulative  impact  of  certain  provisions  of  S.  611  could 
have  the  same  effect  as  divestiture  from  the  viewpoint  of  innova- 
tion and  the  effective  operation  of  the  telecommunications  net- 
work. 

Sections  205,  206,  and  207,  as  they  might  be  construed,  could 
require  fully  separated  subsidiaries  to  provide  various  classes  of 
service. 
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These  subsidiaries  would  have  no  common  directors,  no  common 
officers,  no  common  employees,  no  common  financial  structure  and 
no  commonly  owned  facilities. 

They  would  also  be  constrained  to  act  at  arm's  length,  which  I 
assume  means  that  they  could  not  exchange  information  openly 
among  themselves  without  making  such  interchange  publicly 
available. 

Sections  205,  206  and  207  would  not  only  require  mtgor  changes 
in  the  way  nationwide  and  international  telecommunications  serv- 
ice is  provided  today,  but  depending  on  how  the  arm's-length  re- 
quirements are  interpreted,  could  also  have  the  de  facto  result  of 
fragmenting  the  critical  information  flows  and  planning  procedures 
of  the  Bell  System. 

My  fundamental  thesis,  Mr.  Chairman,  is  that  the  technological 
and  operating  structure  of  the  Bell  System  is  essential  to  this 
Nation's  continuing  position  as  the  uncontested  world  leader  in 
telecomunications.  That  structure  is  neither  arbitrary  nor  is  it  a 
relic  of  earlier,  outdated  conditions. 

It  is  most  important  to  appreciate  that  this  association  of  Bell 
Laboratories,  Western  Electric,  the  operating  telephone  companies, 
the  long  lines  department  of  A.T.  &  T.  and  the  A.T.  &  T.  general 
departments  is  structured  to  serve  the  technological  imperatives  of 
the  network — not  the  other  way  around. 

Legislation  or  other  action  that  would  artificially  distort  the 
structure  or  substantially  change  the  working  relationships  be- 
tween the  elements  could  create  a  mismatch  that  could  impede  the 
future  evolution  of  the  network  and  threaten  our  Nation's  leader- 
ship position. 

It  is  axiomatic  in  the  management  of  research  and  development 
that  the  creative  acts  of  discovery  and  invention  are  but  the  first 
steps  in  the  long  chain  of  events  that  result  in  technol<^«il  inno- 
vation— the  total  process  of  bringing  scientific  knowledge  to  public 
use. 

The  literature  of  management  is  filled  with  case  histories  of 
discoveries  that  lay  fallow  for  years,  until  they  were  finally  devel- 
oped into  useful  products  or  services. 

The  key  element  in  completing  the  innovative  chain  is  often 
referred  to  as  coupling — the  process  of  bringing  together  in  a  single 
mind  or  group  of  minds  the  knowledge  of  discovery,  the  under- 
standing of  the  need  and  the  vision  of  how  the  two  can  be  inte- 
grated. 

The  problem  is  not  trivial  nor  irrelevant  to  your  deliberations. 
The  basic  research  scientist  is  often  so  fully  occupied  with  pressing 
forward  the  frontiers  of  knowledge  that  he  is  unaware  of  the 
opportunities  of  the  market  or  the  detailed  needs  of  the  operating 
organization. 

Conversely,  the  marketing  or  operating  person  is  usually  50  en- 
gaged with  day-to-day  needs  that  he  is  unfamiliar  with  or  unable  to 
understand  the  latest  advances  in  science.  The  principal  task  of 
technical  management  is  to  bridge  these  natural  barriers  between 
differing  talents  and  ditTering  interests. 

In  a  technology-intensive  industry,  the  organizations  which  meet 
the  challenge  best  are  the  ones  that  survive  and  prosper. 
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The  coupling  of  knowledge  and  need  is  a  challenge  in  any  tech- 
noI<^calIy  based  Industry.  It  is  even  more  demanding  in  telecom- 
munications, where  the  compatibility  imperatives  of  the  network 
introduce  additional  parameters  that  new  technolt^y  must  meet. 

Thus  the  discovery  of  a  property  of  matter  that  leads  to  a  new 
device  such  aa  the  transistor  or  the  laser  must  not  only  lead  to  a 
coet  savings  or  to  a  new  service  that  meets  a  market  need,  but  it 
must  also  be  built  into  a  system  that  will  work  with  the  existing 
network. 

That  is  the  heart  of  technological  int^ration — the  ability  to 
bring  together  basic  research,  invention,  development,  marketing, 
manufacture,  and  operation  in  an  atmosphere  that  stimulates  the 
most  open  exchange  of  knowledge  £md  information. 

If  the  process  is  to  work,  it  must  be  free  of  proprietary  and  trade 
secret  barriers. 

It  must  be  unencumbered  by  parochial  interests  and  driven  by  a 
common  mission. 

Dr.  Robs  will  describe  in  more  detail  the  critical  need  for  such 
unimpeded  flows  of  information  in  developing  the  sophisticated 
products  of  modem  telecommunications  and  in  planning  the  serv- 
ices that  such  products  make  possible. 

I  cannot  overemphasize  that  artiHcial  barriers  and  arm's-length 
relationships  between  research  and  development,  manufacturer 
and  operations  will  drastically  impede  the  ability  to  innovate,  with 
undesirable  consequences  for  telecommunications. 

The  telecommunications  network,  with  its  sophisticated  architec- 
ture and  gei^aphical  dispersion,  is  infinitely  more  complex  than 
the  largest  general  purpose  computer.  At  the  same  time,  its  serv- 
ices must  be  finely  honed  to  the  needs  and  desires  of  the  individual 
consumer.  Thus  the  case  for  technological  integration  in  telecom- 
munications is  greater  than  in  any  other  area  of  which  I  am  aware. 

Such  integration  is  practiced  by  the  more  successful  telephone 
administrations  in  other  countries  such  as  Japan,  Sweden,  and 
Canada. 

A  recent  study  entitled  "Telecommunications  in  Canada"  stated: 

Experience  in  many  other  countries  has  demonstrated  the  advantages  of  vertical 
integration  in  this  field,  and  the  committee  is  of  the  opinion  that  the  Bell/Northern 
Telecom  complex  is  of  striking  advantage  for  Canada  and  an  essential  base  for  any 
kind  of  Canadian  technological  sovereignty. 

Bell  Canada  is  Canada's  largest  telephone  utility,  and  Northern 
Telecom  is  Canada's  largest  manufacturer  of  telecommunications 
equipment — 61  percent  owned  by  Bell  Canada  and  supplying  ac- 
cording to  Government  estimates,  at  least  75  percent  of  Bell  Can- 
ada's equipment  requirements.  Northern  Telecom  is  also  very 
active  and  successful  in  the  U.S.  telecommunications  equipment 
market. 

To  this  point,  I  have  addressed  the  issues  of  the  vertically  and 
technologically  integrated  structure  of  the  Bell  System  and  the 
need  to  preserve  the  day-to-day  working  relationships  that  are  the 
essence  of  technological  integration. 

However,  as  I  have  indicated,  there  is  another  facet  of  int^ra- 
tion  that  must  be  considered;  namely,  horizontal  or  operational 
integration.  It  complements  technological  integration  and  is  insepa- 
rable from  it. 
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By  operational  integration,  I  mean  the  interaction  among  Bell 
System  and  independent  operating  telephone  companies  and  long 
lines  that  is  designed  to  provide,  continuously  maintain,  and  en- 
hance telecommunications  services  demanded  by  the  public. 

Last  week,  Mr.  Chairman,  you  heard  Mr.  Robert  Sageman  of  the 
long  lines  Department  of  A.T.  &  T.  address  the  benefits,  economies 
and  efficiencies  that  are  realized  by  using  common  tr£msmission 
and  switching  facilities,  planning,  operational  and  administrative 
procedures  to  provide  both  intraexchange  and  interexchange  serv- 
ices. 

These  facilities  and  their  management  are  not  separate,  isolated 
piece-jrarts  of  separate  networks,  but  rather  are  woven  inextricably 
into  the  very  fabric  of  the  nationwide  core  network. 

Mr.  Sageman  described  the  network  and  its  ability  to  make 
millions  of  billions  of  possible  connections  between  hundreds  of 
millions  of  customers. 

He  also  described  the  importance  of  operational  integration  in 
responding  to  major  emergencies.  In  addition  to  castastrophic 
events  that  make  national  headlines,  other  emergencies  occur,  af- 
fecting smaller  numbers  of  customers,  but  requiring  the  same 
d^ree  of  control  and  coordination  that  we  marshall  to  meet  wide- 
scale  disEisters. 

I  describe  some  of  these  in  my  filed  testimony. 

In  both  cases  service  was  restored  in  1  or  2  days. 

The  user  expects  the  telecommunications  network  to  provide — on 
demand — high  quality,  reliable  communications  links  between  de- 
sired locations.  To  the  customer  originating  a  call,  the  boundaries 
of  local  and  toll  service  are  indistinguishable  from  the  viewpoint  of 
service. 

The  division  of  messages  into  local  and  interexchange  categories 
is  important  for  billing  purposes,  but  not  for  communication  pur- 
poses. 

The  customer  should  not — does  not  want  to — be  burdened  by  how 
a  call  is  connected  or  what  companies  are  involved  in  making  the 
connection. 

The  American  public  simply  has  insisted  that  it  happen,  and  the 
Bell  System  and  independent  telephone  companies  work  to  make  it 
happen  in  the  most  efficient  manner  possible. 

In  New  Jersey  Bell  and  the  other  operating  telephone  companies, 
both  the  connecting  lines  between  switching  centers  and  the  cen- 
ters themselves  are  designed  to  accommodate  cEiiling  patterns  es- 
tablished by  the  communities  of  interest  of  our  customers. 

As  customers'  interests  change,  the  network  patterns  change. 
They  do  not  follow  the  patterns  of  standard  metropolitan  statistical 
areas — SMSA's — which  have  been  drawn  for  entirely  different  rea- 
sons. 

The  same  physical  facilities  are  often  used  for  both  interex- 
change and  intraexchange  purposes. 

In  New  Jersey  there  are  approximately  250  local  switching  units. 
Over  200  of  them — or  more  than  80  percent — are  used  for  both 
local  exchange  and  interexchange  purposes,  based  on  the  definition 
in  section  226  of  S.  611. 

In  addition,  we  have  23  toll  units,  17  of  which  also  have  the 
ability  to  complete  calls  within  the  local  exchange  area. 
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I  could  not,  in  the  time  available,  make  a  comparable  study  of 
the  disposition  of  transmission  links,  since  local  loops,  intraex- 
change  trunks  and  interexchange  trunks  frequently  are  found  in 
the  same  cable  sheath. 

Thus,  in  planning  our  network  facilities,  considerations  as  to 
what  constitutes  intraexchange  calling,  as  opposed  to  interex- 
change calling,  are  basically  irrelevant. 

I  am  also  very  much  concerned,  Mr.  Chairman,  that  those  provi- 
sions of  S.  611  that  would  force  a  separation  between  interex- 
change and  intraexchange  services  and  facilities  would  make  it 
extraordinarily  difBcult — if  not  impossible — for  a  customer  whose 
operations  are  widespread  geographically  to  find  a  single  source  of 
expert  counsel  on  the  network  architecture  that  would  provide  a 
systems  solution  to  his  telecommunications  problems  and  needs. 

Similarly,  the  separation  between  category  II  carriers  and  the 
sale  or  lease  of  telecommunications  equipment  would  make  it  im- 
possible for  any  customer  to  obtain  a  complete  service — even  the 
most  basic — from  a  single  provider  without  special  findings  by  the 
Commission. 

Thus,  all  customers  could  be  compelled  to  adopt  a  piecemeal  and 
piece-part  approach  to  problems  and  needs  that  can  be  resolved 
most  efficiently  through  the  systematic  and  systemic  application  of 
telecommunications  solutions. 

I  have  another  concern  about  this  matter.  In  an  environment  of 
disaggregated  and,  possibly,  discrete  networks,  who  would  ultimate- 
ly be  responsible  for  assuring  continuity  of  service  in  the  event  of  a 
system  failure? 

There  is  still  another  aspect  of  operational  integration  that  war- 
rants discussion — the  management  of  the  nationwide  telecommuni- 
cations network.  Mr.  Sageman  has  described  how  network  manage- 
ment works  on  a  national  scale,  permitting  calls  to  be  rapidly 
rerouted  for  peak  holiday  traffic  or  in  cases  of  emergency  and 
catastrophe.  On  the  State  level,  we  manage  the  network  in  a 
similar  and  compatible  way. 

Just  Eis  A.T.  &  T.  long  lines  has  a  national  network  management 
center,  we  in  New  Jersey  have  a  statewide  network  management 
center  that  monitors  and  controls  traffic  for  that  portion  of  the 
network  for  which  we  are  directly  responsible. 

Our  center  has  a  group  of  long  lines  personnel  on  permanent 
assignment  to  it.  It  is  built  to  the  same  standards  and  specifica- 
tions as  the  long  lines  center  and  those  of  the  other  operating 
telephone  companies.  Thus,  the  centers  are  tied  together  and  can 
communicate  automatically  or  through  the  intervention  of  their 
managers. 

This  compatability  of  equipment,  procedures,  and  training  of  the 
operations  people  is  essential  to  efllcient  use  of  the  network,  espe- 
cially in  times  of  crisis  when  arm-in-arm  teamwork  is  particularly 
critical  and  local  areas  or  even  large  parts  of  the  Nation  become 
critically  dependent  on  communications. 

The  purpose  of  ray  testimony  has  been  to  demonstrate  the  bene- 
fits to  the  customer  of  a  technologically  and  operationally  integrat- 
ed structure  in  telecommunications. 

We  are  not  wedded  to  the  past,  Mr.  Chairman,  although  we  are 
proud  of  the  industry's  accomplishments. 
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Our  concern  is  the  future  of  telecommunications  in  the  United 
States.  We  htve  in  this  country  a  telecommunications  system  that 
is  the  envy  of  the  world. 

An  understanding  of  how  we  reached  our  present  preeminence, 
combined  with  our  knowledge  of  the  existing  network  and  our  best 
vision  of  how  it  can  evolve  to  serve  the  needs  of  the  future,  is 
essential,  as  we  probe  for  a  consensus  as  to  what  structural 
changes  or  accommodations  may  be  necessary  to  assure  the  people 
of  our  country  that  10  years,  25  years,  50  years  from  now  the 
United  States  will  have  a  telecommunications  system  that  will  st^ 
be  the  stfindard  by  which  the  rest  of  the  world  meetsures  its  per^ 
formance. 

And  we  stand  ready,  Mr.  Chairman,  to  help  the  Coi^ess  of  the 
United  States  develop  a  telecommunications  policy  that  will  be 
prospectively  oriented — one  that  will  help  promote  a  greater  diver- 
sity of  suppliers,  a  broader  variety  of  consumer  choices,  a  healthy 
market  environment  in  which  all  suppliers,  carriers,  and  manufac- 
turers will  be  able  to  comf)ete  fairly  and  equitably. 

I  believe  we  can  accomplish  that,  Mr.  Chairman,  while  at  the 
same  time — as  Mr.  Brown  said  in  his  testimony  last  week — "retain- 
ing, and  indeed  enhancing,  the  universal  service  objective." 

Thar 


"hank  you  very  much. 
[The  statement  follows:] 


'  American  Telephone  & 


My  name  is  Morria  Tanenbaum  and  1  ara  President  of  New  Jersey  Bell  Telepboiw 
Company  with  headquarterfl  in  Newark,  New  Jersey. 

I  Joined  the  Bell  System  in  1952  as  a  member  of  the  Research  Division  of  Bell 
Laboratories  after  receiving  a  Ph.D.  in  Physical  Chemistry  from  Princeton  Univeni- 
ty.  In  addition  to  workins  as  a  scientist  and  engineer,  I  have  held  a  number  of 
t  Bell  Laboratories,  includmg  the  position  of  Executive  Vice 

e  I  held  the  positions  of  Director  of 
Research  and  Development,  Vice  President  of  Engineering  and  Vice  President  of 
Manufacturing — Trans  mission  Equipment. 

From  1976  until  July  of  last  year,  when  I  assumed  my  present  ptnition,  I  served 
as  Vice  President  of  Engineering  and  Network  Services  of  the  American  Telephone 
and  Telegraph  Company, 

During  my  career  I  have  served  on  advisory  committees  at  a  number  of  universi- 
ties and  I  am  currently  on  the  Boards  of  Trustees  of  Tufts  University,  Worcester 
Polytechnic  Institute,  and  on  the  Board  of  Governors  of  Rutgers— The  State  Univer- 
sity of  New  Jersey.  I  have  also  served  on  a  variety  of  advisory  committees  to  the 
Federal  Government.  I  am  a  member  of  the  National  Academy  of  Engineering  and 
its  Council,  and  have  served  as  a  member  of  the  Governing  fioard  of  the  National 
Research  Council  and  member  of  the  Industrial  Research  Institute,  As  a  result,  I 
have  many   professional   associations  with   scientists   and  engineers  in   academic, 

EDvernmental  and  industrial  research,  development  and  production  organizations.  I 
Bve  visited  many  such  organizations  in  this  country,  in  Western  Europe  and  in  the 

I  appreciate  this  opportunity  to  appear  before  the  Subcommittee  to  discuss  the 
current  integrated  nature  of  the  telecommunications  industry  and  to  set  forth  what 
I  see  as  a  the  potential  effects  of  the  legislation  under  discussion  on  the  Bell  Systeni. 
on  an  individual  Operating  Telephone  Company,  on  the  telecommunications  indus- 
try and  on  the  Nation  as  a  whole, 

1  recognize.  Mr.  Chairman,  that  neither  of  the  Senate  bills  under  consideration 
explicitly  mandates  divestiture  of  Bell  Laboratories,  Western  Electric  or  any  of  the 
Operating  Telephone  Companies  from  the  Bel!  System  or  destroving  the  ownerahip 
ties  between  these  unila.  Indeed,  S.  622  prohibits  divestiture  by  tne  Federal  Commu- 
nications Commission. 

But  the  cumulative  impact  of  certain  provisions  of  S,  611  could  have  the  same 
effect  as  divestiture  from  the  viewpoint  of  innovation  and  the  effective  operation  of 
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the  telecommunicBtions  network.  Sections  205,  206  and  207,  as  they  might  be 
OOIUtruedi  could  require  fully  separated  subsidiaries  to  provide  various  classes  of 
service.  liieBe  subsidiaries  would  have  no  common  directors,  no  common  ofTicers,  no 
common  employees,  no  common  financial  structure  and  no  commonly  owned  facili- 
tisfl.  They  would  also  be  constrained  to  act  at  arms  length  which  I  assume  means 
that  they  could  not  exchange  information  openly  between  themselves  without 
making  such  interchange  publicly  available.  Sections  205,  206  and  207  would  not 
onl^  require  mf^or  changes  in  the  way  nationwide  and  international  telecommuni- 
cations service  is  provided  today,  but  depending  on  how  the  arms-length  require- 
ments are  interpreted,  could  also  have  the  de  facto  result  of  fragmentine  the  critical 
information  flows  and  planning  procedures  of  the  Bell  System  and  would  effectively 
vitiate  the  benefits  of  the  vertical  and  horizontial  relationships  between  Western 
Electric.  Bell  Laboratories,  the  Operating  Telephone  Companie  end  the  Long  Lines 
Department  of  AT&T.  We  believe  those  relationships  are  essential  to  telecommuni- 
cations progress  in  our  country  and  to  the  ability  of  the  United  States  to  maintain 
its  world  leadership  across  the  broad  spectrum  of  telecommunications  technology. 

As  you  have  seen  by  my  professional  background,  1  have  worked  for  the  principal 
units  of  the  Bell  System  responsible  for  technolc^  and.  in  my  present  role  as 
President  of  New  Jersey  Bell.  I  have  had  the  opportunity  to  see  first-hand  the 
operational  advantages  of  a  vertically  and  horizontally  integrated  enterprise  focused 
on  the  telecommunications  needs  and  expectations  of  our  customers  and  the  nation. 

My  fundamental  thesis,  Mr.  Chairman,  is  that  the  technological  and  operating 
structure  of  the  Bell  System  is  essential  to  this  Nation's  continuing  position  as  the 
uncontested  world  leader  in  telecommunications.  That  structure  is  neither  arbitrary 
nor  is  it  a  relic  of  earlier,  outdated  conditions.  It  is  instead  a  living,  continuously 
evolving  arrangement  of  elements  that  reflects  our  best  efTorts  to  conceive,  develop, 
install  and  operate  an  efficient  and  modern  telecommunications  network.  It  is  most 
important  to  appreciate  that  this  association  of  Bell  Laboratories.  Western  Electric, 
the  Operating  Telephone  Companies,  the  Long  Lines  Department  of  AT&T  and  the 
AT&T  General  Departments  is  structured  to  serve  the  technological  imperatives  of 
the  network — not  the  other  way  around.  Legislation  or  other  action  that  would 
artificially  distort  the  structure  or  substantially  change  the  working  relationships 
between  the  elements  could  create  a  mismatch  that  could  impede  the  future  evolu- 
tion of  the  network  and  threaten  our  Nation's  leadership  petition. 

At  the  seme  time  we  understand  and  share  your  desire  to  assure  ".  .  .  creativity, 
technological  and  service  innovation,  responsiveness  to  consumer  need,  operating 
efficiencies  .  ,  ,".  We  respect  your  desire  for  selective  deregulation  and  increased 
competition.  However,  as  Mr.  Olson  has  testified,  we  believe  that  those  objectives 
can  be  achieved  without  massively  disrupting  the  working  relationships  within  the 
Bell  System  that  have  served  the  Nation  so  well  in  the  past  and  promise  to  be  even 
more  vital  in  the  future. 

My  testimony  will  endeavor  to  explain  our  concern  and  why  we  believe  that  the 
issues  you  are  addressing  are  so  important.  I  will  first  describe  briefly  the  major 
elements  of  the  Bell  System.  Next  I  will  address  the  area  of  technological  innova- 
tion and  then  the  area  of  operations.  My  testimony  will  supplement  the  testimony 
you  will  hear  shortly  from  Dr,  Ian  Ro^  as  well  as  the  testimony  presented  last 
week  by  Mr.  Robert  Sageman.  but  in  both  cases  I  will  endeavor  to  provide  the 
perspective  of  one  who  has  personal  experience  in  research  and  development,  manu- 
facturing and  operations.  While  the  combination  of  these  three  functions  is  com- 
monly known  to  economists  as  vertical  inte^ation.  1  will  focus  on  the  aspect  that  I 
believe  is  most  compelling  in  telecommunications,  namely,  technological  integra- 

Bell  System  ttructure 

The  Bell  system  is  comprised  of  the  AT&T  General  Departments,  Bell  Telephone 
Laboratories,  Western  Electric  and  the  Operating  Telephone  Companies  in  which  I 
also  include  the  Long  Lines  Department  of  AT&T 

AT&T,  as  the  parent  organization,  provides  policy  as  well  as  detailed  day-to-day 

Kidance  in  the  development  of  technology  and  customer  services.  The  General 
partments  of  AT&T  assure  the  Bell  System's  ability  to  meet  emerging  customer 
needs  by  bringing  together— in  one  place— the  service  and  technological  require- 
ments of  the  Operating  Telephone  Companies,  a  detailed  knowledge  of  present 
technolt^y,  and  an  in-depth  understanding  of  the  potential  of  future  technology.  All 
nuyor  new  technological  projects  are  undertaken  under  the  general  guidance  of 
these  headauarters  groups. 

The  fundamental  mission  of  the  Bell  Laboratories  is  to  assure  that  the  Bell 
System  will  have  available  the  knowledge  and  technology  essential  to  meeting  the 
Nation's  current  and  future  communications  needs. 
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Even  though  Bell  Laboratories  is  most  often  thought  of  as  a  research  orEanizo- 
tion,  basic  research  accounts  for  only  about  13  percent  of  its  total  efTort.  The  bulk  of 
its  activities  are  devoted  to  engineering  and  detailed  design.  Alt  of  Bell  Laborato- 
ries' activities  are  guided  by  its  systems  engineers,  who  match  telephone  company 
needs  with  the  opportunities  arising  out  of  new  technolc^. 

Western  Electric  is  the  Bell  System's  manufacturing  and  supply  unit,  and  as  such 
is  managed  solely  for  and  in  the  interest  of  the  Operating  Telephone  Companies. 
Western  Electric  frequently  is  viewed  only  as  a  manufacturer.  It  is  important  to 
this  discussion,  however,  to  recc^ize  that  Western  Electric  carries  out  a  hoM  at 
other  essential  functions  for  the  Operating  Telephone  Companies  and  is  cloaely 
involved  with  the  work  of  Bell  Laboratories  as  well. 

Long  Lines  is  the  operating  arm  of  AT&T.  It  coordinates  and  participates  in  the 
construction,  maintenance  and  operation  of  the  long  distance  network  that  intercon- 
nects Bell  as  well  as  Independent  telephone  companies.  In  effect,  Long  Lines  serves 
as  a  "managing  partner" — coordinating  the  growth  of  the  interstate  network  as  its 
facilities  and  routes  are  continually  reconfigured  according  to  an  overall  technical 
master  plan. 

The  23  Bell  Operating  Telephone  Companies  concentrate  on  local  and  regional 
service  needs.  Let  me  point  out,  however,  that  the  basic  mission  of  the  OperatiDg 
Telephone  Company — to  meet  the  public's  demand  for  the  widest  availability  and 
diversity  of  high  quality  telecommunications  services  at  the  lowest  possible  cost — is 
the  same  mission  that  sets  the  goals  and  dictates  the  activities  of  all  units  of  the 
Bell  System. 
Technological  innoixition 

With  that  brief  description,  let  me  turn  now  to  technical  innovation  in  telecom- 
munications. In  his  testimonv  last  week,  Mr.  Sageman  described  the  "core"  network 
and  the  demanding  compatibility  requirements  of  the  physical  and  administrative 
systems  that  enable  it  to  operate.  These  requirements  place  great  disciplines  and 
demands  on  the  introduction  of  new  technology  and  new  services.  The  large  invest- 
ment embedded  in  the  present  network — an  investment  provided  bv  3.000,000  share 
owners  and  the  savings  of  millions  of  others — makes  it  economically  necessary  that 
new  technology  be  compatible  with  the  embedded  technology.  Of  greater  impor- 
tance, the  Nation's  minute- to-minute  dependence  on  the  network  makes  it  impera- 
tive that  modem  equipment  embodying  new  technolt^y  not  disrupt  the  ability  of 
the  network  to  function. 

It  is  axic  ■ 

acts  of  discovery  and  invention  a  .  „ 

that  result  in  technological  innovation— the  total  process  of  bringing  scientific 
knowledge  to  public  use. 

The  literature  of  management  is  filled  with  case  histories  of  discoveries  that  lay 
fallow  for  years  until  they  were  finally  developed  into  useful  products  or  services. 
The  key  element  in  completing  the  innovative  chain  is  ofter  referred  to  as  "cou- 
pling"— the  process  of  bringing  together  in  a  single  mind  or  ^up  of  minds  the 
Knowledge  of  discovery,  the  understanding  of  the  need  and  the  vision  of  how  the  two 
can  be  int^ated. 

The  problem  is  not  trivial  nor  irrelevant  to  your  deliberations.  The  basic  research 
scientists  is  olten  so  fully  occupied  with  pressing  forward  the  frontiers  of  knowledge 
that  he  is  unaware  of  the  opportunities  of  the  market  or  the  detailed  needs  of  the 
operating  organization.  Conversely,  the  marketing  or  operating  person  is  usually  bo 
engaged  with  day-to-day  needs  that  he  is  unfamiliar  with  or  unable  to  understand 
the  latest  advances  in  science.  The  principal  task  of  technical  management  is  to 
bridge  these  natural  barriers. 

There  have  been  many  organizational  experiments  designed  to  improve  that 
process  and  many  texts  written  about  it.  At  tne  heart  of  all  these  considerations  is 
the  clearly  perceived  need  to  break  down  communications  barriers  between  the 
generators  of  new  knowledge  end  the  ultimate  users  of  the  fruits  of  that  knowledge. 
In  a  technology-intensive  industry,  the  organizations  which  meet  the  challenge  best 
are  the  ones  that  survive  and  prosper. 

The  coupling  of  knowledge  and  need  is  a  challenge  in  any  technologically  based 
industry.  It  is  even  more  demanding  in  telecommunications  where  the  compatibility 
imperatives  of  the  network  introduce  additional  parameters  that  new  technology 
must  meet.  Thus,  the  discovery  of  a  property  of  matter  that  leads  to  a  new  device 
such  as  the  transistor  or  the  laser  must  not  only  lead  to  cost  savings  or  to  a  new 
service  that  meets  a  market  need,  but  it  must  also  be  built  into  a  system  that  will 
work  with  the  existing  network. 

That  is  the  heart  of  technological  integration— the  ability  to  bring  together  basic 
research,  invention,  development,  marketing,  manufacture  and  operation  in  an 
atmosphere  that  stimulates  the  most  open  exchange  of  knowledge  and  information. 
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'•  If  the  process  is  to  work,  it  must  be  free  of  proprietary  and  trade  secret  barrierB.  It 

I  must  be  unencumbered  by  parochial  interests  and  driven  by  a  common  mission.  The 
'•  Bell  System's  success  in  advancing  network  technology — the  envy  of  every  other 

II  nation  in  the  world — is  based  on  the  successful  practice  of  technological  integration. 

May  I  illustrate  the  process  of  technological  mteeration  from  my  own  experience 

■  in  the  Bell  System.  In  my  first  assignment  at  Bell  Laboratories,  I  studied  the  basic 
'■  properties  of  semiconductors,  the  materials  from  which  transistors  and  integrated 
P    circuits  are  made. 

IB        My  personal  drive  at  that  time  basically  was  to  understand  how  semiconductors 

l>^   achieve  their  unique  properties,  but  because  of  my  frequent  interactions  with  device 

engineers  literally  down  the  hall,  I  knew  that  if  certain  properties  could  be  under- 

■  skwd  and  enhanced,  better  transistors  could  be  made. 

n  I^ter   1   worked  in   a  group  dedicated  to  the  invention  of  new  semiconductor 

■  devices  where  I  not  only  heard  immediately  about  an^  new  property  that  was 
I  discovered  in  research  but  also  knew  what  kinds  of  devices  the  systems  designers 
I  needed  to  improve  telephone  equipment. 

Still  later  working  in  systems  development  and  engineering,  we  had  a  complete 
knowledge  of  what  existed  in  the  network  since  we  had  designed  it  and  determined 
its  specilictions.  Thus,  we  were  intimately  aware  of  the  constraints  that  new  t«ch- 
noloffy  must  satisfy  if  it  were  compatible  with  and  work  in  the  network.  In  addition, 
I  had  open  and  frequent  contact  with  AT&T  end  the  Operating  Telephone  Compa- 
nies, with  access  on  a  daily  basis  to  emerging  field  problems  and  marketing  opportu- 
nities and  plans. 

During  my  period  with  Western  Electric.  I  had  an  open  "corridor"  to  the  research 
and  engmeering  results  and  planning  at  Bell  Laboratories  so  that  I  could  anticipate 
the  future  products  that  would  be  specified  and  could  explore  and  develop  the 
manufacturing  processes  that  would  be  needed  to  produce  them.  This  greatly  short- 
ened the  time-int«rvHl  required  to  bring  a  new  discovery  into  use,  I  also  knew  of  the 
Operating  Telephone  Companies'  plans  to  market  new  services  that  would  deter- 
mine when  new  products  had  to  be  available  and  in  what  quantities. 

And  with  AT&T  and  now  with  New  Jersey  Bell.  I  have  observed  the  final, 
ultimate  link  in  the  chain — the  places  where  service  to  the  public  is  planned  and 
delivered.  It  is  from  these  positions  that  guidance  is  provided  to  the  technological 
innovation  process  as  a  whole  and  where  the  results  of  that  process  are  finally 
integrated  into  the  network  and  tested  in  the  public  marketplace. 

E)r.  Ross  will  describe  in  more  detail  the  critical  need  for  such  unimpeded  flows  of 
information  in  developing  the  sophisticated  products  of  modem  telecommunications 
and  in  planning  the  services  that  such  products  make  possible.  I  cannot  overempha- 
size that  artificial  barriers  and  arms-length  relationships  between  research  and 
development,  manufacture  and  operations  will  seriously  impede  the  ability  to  inno- 
vate, with  undesirable  consequences  for  telecommunications  and  for  the  Nation. 
Technological  integration  by  others 

As  I  have  noted,  the  importance  of  the  coupling  between  discovery  and  needs  that 
we  have  achieved  through  technological  integration  is  well  understood  in  the  most 
successful  technologically  based  industries  such  as  IBM.  G.E.,  Xerox.  Texas  Instru- 
ments and  Others, 

Id  the  early  days  of  electronic  computers.  IBM  purchased  the  semiconductor 
devices  they  needed  from  vendors.  However,  they  soon  realized  that  it  would  be 
eweentiat  for  them  to  have  better  control  of  the  technoli^  of  the  devices  they  used 
if  they  were  to  control  their  corporate  destiny  in  the  rapiifly  changing  technology  of 
data  processing.  Thus,  they  established  over  15  years  ago  a  design  and  manufactur- 
ing facility  for  semiconductor  devices.  In  effect,  they  extended  their  level  of  techno- 
logical integration  to  a  more  fundamental  level. 

More  recently,  Texas  Instruments,  a  premier  innovator  in  semiconductor  electron- 
ics, realized  that  even  with  respect  to  relatively  simple  consumer  products  such  as 
hand  calculators  and  electronic  watches,  they  had  to  design  and  market  the  fmished 
products  in  order  to  gain  full  advantages  of  their  device  capabilities.  Thus,  they 
extended  their  level  of  technological  integration  to  the  completed  consumer  product. 

The  telecommunications  network,  with  its  sophisticate  architecture  and  geo- 
graphical dispersion,  is  infinitely  more  complex  than  the  largest  general  purpose 
computer.  At  the  same  time,  its  services  must  be  finely  honed  to  the  needs  and 
desires  of  the  individual  consumer.  Thus  the  case  for  technological  integration  in 
telecommunications  is  greater  than  in  any  other  area  of  which  1  am  aware. 

Such  integration  is  practiced  by  the  more  successful  telephone  administrations  in 
other  countries  such  as  Japan.  Sweden,  and  Canada,  Though  the  industry  structure 
in  Japan  is  rather  different  from  ours,  the  practical  results  of  their  structurre  are 
similar.  In  Sweden,  the  administration  owns  a  manufacturing  organization  that 
supplies  an  important  part  of  the  administration's  equipment  needs. 
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You  may  also  be  aware  of  a  recent  study  entitled.  "Telecommunications  in 
Canada",  whose  results  were  reported  in  March  of  this  jrear.  The  study  was  conduct- 
ed by  a  committee  charged  by  the  Minister  of  Communications  in  November  of  1978 
to  examine— among  other  aspects  of  telecommunications  in  Canada—".  .  .  a  strat- 
e^  to  restructure  the  Canadian  telecommunications  system  to  contribute  more 
effectively  to  the  safeguarding  of  Canada's  sovereignty  .  .  .".  Among  its  findings  the 
Committee  stated,  "The  Restrictive  Trade  Practices  Commission  ir  -* '  — 


ducting  an  enquiry  into  the  telecommunications  supply  industry  in  Canada;  should 
the  commission  recommend  that  Bell  Canada  divest  itself  of  effective  ownership  of 
Northern  Telecom  so  as  to  promote  more  competition  in  the  subaector,  there  is  ■ 
strong  probability  that,  because  of  the  peculiar  structure  of  the  industry  in  Canada, 
most  of  the  competition  would  be  provided  by  foreign  interests.  Experience  in  manT 
other  countries  has  demonstrated  the  advantages  of  vertical  integration  in  this  ftelJ, 
and  the  Committee  is  of  the  opinion  that  the  Bell/Northern  Telecom  complex  is  of 
striking  advantage  for  Canada  and  an  essential  base  for  any  kind  of  Canadian 
technological  sovereignty." 

Bell  Canada  is  Canada's  largest  telephone  utility,  and  Northern  Telecom  is  Can- 
ada's largest  manufacturer  of  telecommunications  equipment— 61  per  cent  owned  bj 
Bell  Canada  and  supplying,  according  to  government  estimates,  as  least  75  per  cent 
of  Bell  Canada's  equipment  requirements. 

1  should  note,  Mr,  Chairman,  that  although  their  origins  were  closely  related, 
there  has  been  no  affiliation  between  Bell  Canada  and  the  Bell  System  for  several 

The  advantages  and  performance  of  technological  integration  have  also  been 
studied  and  evaluated  by  distinguished  academicians.  Professor  Harvey  Brwriu, 
Benjamin  Pierce  Professor  of  Technology  and  Public  Policy  at  Harvard  has  long 
been  a  student  of  the  processes  of  technological  innovation.  Former  Chairman  of  the 
Committee  on  Science  and  Public  Policy  of  the  National  Academy  of  Sciences,  he 
has  often  testified  before  Congress.  In  an  article  entitled,  "Knowledge  and  Action: 
The  Dilemma  of  Science  Policy  in  the  70's",  Professor  Brooks  stated:  "The  Bell 
Sj'stem  represents  the  best  example  of  a  highly  integrated  technical  structure  in  a 
high  technology  industry  and  is  widely  regarded  as  the  most  successful  and  inoovs- 
tive  technical  organization  in  the  world." 
Horizontal  integration 

To  this  point,  1  have  addressed  the  issues  of  the  vertically  and  technologically 
integrated  structure  of  the  Bell  System  and  the  need  to  preserve  the  day-b>daj 
working  relationships  that  are  the  essence  of  technolt^cal  integration.  However,  as 
1  have  indicated,  there  is  another  facet  of  int^ration  that  must  be  considered 
namely,  horizontal  or  operational  integration.  It  complements  technological  integra- 
tion and  is  inseparable  from  it. 

By  operational  integration.  I  mean  the  Interaction  among  Bell  System  Operating 
Telephone  Companies  and  Long  Lines  that  is  designed  to  provide,  continuously 
maintain,  and  enhance  telecommunications  services  demanded  by  the  public. 

Last  week,  Mr.  Chairman,  you  heard  Mr.  Robert  Sageman  of  the  Long  Lines 
Department  of  AT&T  address  the  benefits,  economies  and  efficiencies  that  are 
realized  bv  using  common  transmission  and  switching  facilities,  planning,  operation- 
al and  administrative  procedures  to  provide  both  "intraexchange"  and  'interrat- 
change"  services.  These  facilities  and  their  management  are  not  separate,  isolatad 
piece-parts  of  separate  "intraexchange"  or  "interexchange"  networks  but  rather  are 
woven  inextricably  into  the  very  fabric  of  the  nationwide  core  network. 

That  core  network  is  constantly  growing,  changing  and  improving — while  continu- 
ing to  operate.  With  this  complex,  dynamic  and  continuously  evolving  network,  the 
responsibility  for  its  planning,  construction,  operation,  maintenance  and  manage- 
ment must  be  an  integrated  process — with  primary  emphasis  on  transmission  and 
switching  carabilities,  compatibility  and  efliciency,  Mr.  Sageman  described  the  net- 
work and  ability  to  make  millions  of  possible  connections  between  hundreds  of 
millions  of  customers.  He  also  described  the  importance  of  operational  integration 
in  responding  to  m^or  emergencies.  In  addition  to  castastrophic  events  that  make 
national  headlines,  other  emergencies  occur,  affecting  smaller  numbers  of  custom- 
ers, but  requiring  the  same  degree  of  control  and  coordination  that  we  marshal  to 
meet  widescale  disasters. 

Let  me  describe— from  my  perspective  as  president  of  New  Jersey  Bell — two  such 
incidents  that  further  illustrate  the  true  value  of  the  Bell  System's  horizontally 
integrated  structure. 
Madison.  N.  J.^Flood 

On  Saturday,  August  28,  1971,  tropical  storm  Doria  swept  through  New  Jersey 
leaving  Main  Street  in  Madison  and  our  local  central  ofTice  completely  flooded,  llua 
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antral  olTice.  which  served  more  than  19.000  telephonea,  stopped  processing  calls  at 
bout  5:15  a.m.  By  11:45  a.m.  the  next  day.  service  was  fully  restored.  A  completely 
mw,  temporarv  power  plant,  consisting  of  batteries,  charging  equipment,  ringing 
■nerators,  ana  an  emeigency  power  generator  was  collected  from  various  points  in 
biB  country  and  assembled  in  atwut  30  hours. 

New  Jeraey  Bell  engineers  had  determined  the  necessary  component  parts  and 
nntacted  Western  Electric  to  arrange  for  materials  and  installers  to  be  at  the 
OBne.  Even  before  the  water  was  completely  removed  from  the  power  room,  materi- 
il  bod  been  delivered.  The  emergency  power  generator  and  one  emergency  ringing 
{■raerator  were  provided  by  New  Jersey  Bell  Telephone  Company.  New  York  Tele- 
rtione  supplied  an  additional  emergency  generator.  Batteries  and  rectifiers  were 
arocured  by  Western  Electric,  whicli  diverted  shipments  from  other  locations  in 
New  Jersey.  Rectifiers  were  also  obtained  from  Ohio. 

The  significance  here  is  that  the  technical  and  operational  compatibility  within 
the  network  allows  the  Bell  System  to  react  quickly  in  emergency  situations.  In  this 
eaae,  no  special  drawings  were  required,  no  documentation  had  to  come  with  the 

luipment— commonality  of  purpose  is  all  pervasive,  affecting  the  standardization 

equipment  and  components  and  allowing  for  the  expeditious  shipment  of  man- 
twwer  and  material  from  one,  two  or  several  Bell  System  companies  to  another. 

In  addition,  the  arm-in-arm  partnership  of  the  Operating  Telephone  Companies 
and  Western  Electric  permitted  immediate  action  without  contractual  and  financial 
n^otiations. 
Pucataway  repeater  hat  fire 

Allow  me  to  cite  just  one  more  example.  On  October  18,  1974,  a  repeater  hut  in 
Piacataway,  New  Jersey,  was  destroyed  Dy  fire.  A  repeater  hut  is  a  small  building 
that  contains  the  electronic  e<)uipment  needed  to  amplify  and  control  volume  levels 
at  acceptable  ^ades  of  quality — an  integral  component  of  the  transmission  path. 
"Ilie  hut  [:ontained  1S2  carrier  systems  of  both  Long  Lines  and  New  Jersy  Bell, 
involving  1.700  message  trunks  and  more  than  1,000  special  services— some  involv- 
ing the  highest  priority  for  national  securit)^. 

New  Jersey  Bell,  in  concert  with  Long  Lines,  immediately  implemented  network 
management  controls  to  reroute  traffic  and  reestablish  critical  service.  When  the 
^v  was  brought  under  control,  the  equipment  was  inspected  and  declared  unusable. 
A.T.  &  T.,  working  with  New  Jersey  Bell,  determined  that  seven  carrier  vans, 
owned  by  Pacific  Telephone  and  Telegraph,  were  available  for  use  in  this  situation. 

Pacific  Telephone  arranged  to  transport  the  vans  from  four  locations  in  Norihem 
California  to  Travis  Air  Force  Base.  They  were  loaded  and  on  their  way  to  New 
Jersey  on  the  afternoon  of  October  19th,  the  day  after  the  fire.  In  addition.  Pacific 
Telephone  sent  two  technical  experts,  familiar  with  the  van  equipment,  to  assist  us 
in  restoring  service.  The  first  system  was  turned  up  for  service  24  hours  after 
leaving  California.  This  interchange  of  equipment  and  personnel  was  made  possible 
by  the  technical  compatibility  and  horizontal  integration  of  the  Bell  System. 

These  are  but  two  local  examples  of  unusual  events  that  involved  my  Company 
directly.  Mr.  Sageman  reported  others.  The  same  degree  of  integration  and  coopera- 
tion ttut  is  brought  to  bear  during  disasters  and  emergencies  is  fundamental  to  our 
ahility  to  deliver  services  to  our  customers  day  in,  day  out. 
Integration  of  intraexekange  and  interexchange  services 

^         ,.  s  links  between  desired  locations.  To  the  customer 

originating  a  call,  the  boundaries  of  local  and  toll  service  are  indistinguishable  from 
the  viewpoint  of  service.  The  division  of  messages  into  local  and  interexchange 
categories  is  important  for  billing  purposes,  but  not  for  communications  purposes. 

The  customer  should  not — does  not  want — to  be  burdened  by  how  a  call  is  con- 
nected or  what  companies  are  involved  in  making  the  connection.  The  American 
public  simply  has  insisted  that  it  happen,  and  the  Bell  System  and  Independent 
telephone  companies  work  to  make  it  happen  in  the  most  efiicient  manner  possible. 

In  New  Jersey  Bell  and  the  other  Operating  Telephone  Companies,  both  the 
connecting  lines  between  switching  centers  as  well  as  the  centers  themselves  are 
designed  to  acommodate  calling  patterns  established  by  the  communities  of  interest 
of  our  customers.  As  customers'  interests  change,  the  network  patterns  change. 
They  do  not  follow  the  patterns  of  Standard  Metropolitan  Statistical  Areas  (SMSAs), 
which  have  been  drawn  for  entirely  different  reasons  and  which  generally  are 
changed  every  ten  years  following  the  National  Census.  Our  interoffice  trunking 
patterns  are  reviewed  annually  and  changed  continuously. 

The  pattern  of  the  network  must  follow  the  interests  of  the  people  it  serves.  Even 
when  geographical  lines  are  drawn  based  on  state  boundaries^as  they  are  in  New 
Jersey— they  must  be  bridged  by  planning  teams,  day-by-day  operationa!  arrange- 
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menu  and  financial  agreements  that  encourage — as  Mr.  Sageman  has  put  it — arm- 
in-arm  teamwork,  not  arm's-length  negotiation. 

In  addition,  as  Mr.  Sageman  has  also  pointed  out,  the  same  physical  facilities  are 
often  used  for  both  interexchange  and  intraexchonge  purposes.  In  New  Jersey  there 
are  approximately  250  local  switching  units.  Over  200  of  them — or  more  than  80% — 
are  used  for  both  local  exchange  and  interexchange  purposes  (based  on  the  defini- 
tion in  Section  226  of  S.  611).  In  addition,  we  have  23  toll  unita;  17  of  which  alao 
have  the  ability  to  complete  calls  within  the  local  exchange  area.  1  could  not,  in  the 
time  available,  make  a  comparable  study  of  the  disposition  of  transmission  links, 
since  local  loops,  intraexchange  trunks  and  interexchange  trunks  frequently  are 
found  in  the  same  cable  sheath. 

Thus,  in  planning  our  network  facilities,  considerations  as  to  what  constitute* 
"intraexchange"  calling  as  opposed  to  "interexchange"  calling  are — basically — irrel- 
evant. New  Jersey  Bell  is  not  unique  in  this  respect. 

I  am  also  very  much  concerned,  Mr.  Chairman,  that  those  provisions  of  S.  Gil 
that  would  force  a  separation  between  interexchange  and  intraexchange  services 
and  facilities  would  make  it  extraordinarily  difficult— if  not  impossible — for  a  cus- 
tomer whose  operations  are  widespread  geographically  to  find  a  single  source  of 
expert  counsel  on  the  network  architecture  that  would  provide  a  system*  solution  to 
his  telecommunications  problems  and  needs.  Similarly,  the  separation  between  Cat- 
egory II  carriers  and  the  sale  or  lease  of  telecommunications  equipment  would  maim 


ers  could  be  compelled  to  adopt  a  piece-meal  and  piece-part  approach  to  pr<rf>lenis 
and  needs  that  can  be  resolved  most  efficiently  through  the  systematic  and  syBtcmic 
application  of  telecommunications  solutions.  As  you  know,  Mr.  Chairman,  it  is  a 
wet  I -recognized  management  principle  that  when  one  attempts  to  optimize  the 
performance  of  the  individual  piece-parts  of  a  system  it  generally  results  in  sub- 
optimizing  the  performance  of  the  system  as  a  whole. 

I  have  another  concern  about  this  matter.  In  an  environment  of  disaggregated 
and,  possibly,  discrete  networks,  who  would  ultimately  be  responsible  for  assuring 
continuity  of  service  in  the  event  of  a  system  failure? 
Network  management 

There  is  still  another  aspect  of  operational  Int^ration  that  warrants  discussion— 
the  management  of  the  nationwide  telecommunications  network.  Mr.  Sageman  has 
described  now  network  management  worked  on  a  national  scale,  permitting  calls  to 
be  rapidly  rerouted  for  peak  noliday  traffic  or  in  cases  of  emergency  and  catastro- 

She.  On  the  state  level,  we  manage  the  network  in  a  similar  and  compatible  way, 
ust  as  AT&T-Long  Lines  has  a  National  Network  Management  Center,  we  in  New 
Jersey  have  a  state-wide  Network  Management  Center  tnat  monitors  and  controls 
traffic  for  that  portion  of  the  network  for  which  we  are  directly  responsible.  Our 
Center  has  a  group  of  Long  Lines  personnel  on  permanent  ass^ment  to  it.  It  is 
built  to  the  same  standards  and  specifications  as  the  Long  Lines  C«nter  and  those  of 
the  other  Operating  Telephone  Companies,  Thus  the  centers  are  tied  together  and 
can  communicate  automatically  or  through  the  manual  intervention  of  their  manag- 
ers. This  compatibility  of  equipment,  procedures  and  training  of  the  operations 
people  is  essential  to  eflicient  use  of  the  network,  especially  in  times  of  crisis  when 
arm-in-arm  teamwork  is  particularly  critical  and  local  areas  or  even  lai^e  porta  of 
the  Nation  become  critically  dependent  o:    "  '    " ' 

CONCLUSIONS 


There  is  no  dispute  that  the  telephone  system  in  this  country  is  the  beat  in  the 
world.  I  have  just  returned  from  an  investment  mission  to  Great  Britain  and 
Germany  led  by  Governor  Byrne  of  New  Jersey.  My  purpose  was  to  answer  any 
questions  foreign  companies  might  have  regarding  communications  in  New  Jersey. 
While  I  was  able  to  enlighten  our  audiences  as  to  the  variety  and  power  of  the  nvw 
services  we  provide,  and  that  are  not  available  abroad,  1  found  it  unnecessary  to 
speak  about  quality,  availability  or  price.  It  is  well  known  to  the  businessmen  with 
whom  I  spoke  that  service  and  cost  in  the  United  States,  both  in  business  and  in  ths 
home,  are  superior  to  those  found  anywhere  in  the  world — includinf^  their  own 
countries.  In  addition,  in  this  country  the  cost  of  telephone  service  has  increased  at 
a  significantly  lesser  rate  than  the  cost  of  other  goods  and  services. 

That  did  not  happen  by  accident.  The  vertical  and  horizontal  structure  of  the  Bell 
System  evolved  naturally  as  the  means  to  achieve  the  goals  1  defined  earlier:  the 
rapid,  efficient  introduction  of  innovative  technology  to  provide  the  widest  availsbil- 
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ity  and  diveraity  of  telecom munications  Bervicee  and  at  the  lowest  overall  cost  to  the 
entire  public.  In  a  very  real  senBe,  Mr.  Chairman,  the  needs  of  the  public  combined 
ivith  the  opportunities  of  technology— and  the  compatibility  requirements  of  the 
network— luave  defmed  the  structure  of  the  Bell  System. 

In  light  of  the  Bell  System's  performance  record  and  the  repeated  recognition 
over  the  years  of  the  benefits  flowing  from  its  technologically  and  operationally 
integrated  structure,  the  structure  of  the  Bell  System  Is  a  matter  of  national 
significance.  It  affects  the  infrastructure  of  our  society  and  has  ramifications  for 
prosperity,  employment,  national  defense  and  our  country's  position  in  the  world. 

We  are  not  wedded  to  the  past,  Mr.  Chairman,  although  we  are  proud  of  the 
industry's  accomplishments.  Our  concern  is  the  future  of  telecommunications  in  the 
United  States.  We  have  in  this  country  a  telecommunications  system  that  is  the 
envy  of  the  world.  An  understanding  of  how  we  reached  our  present  preeminence 
combined  with  our  knowledge  of  the  existing  network  and  our  best  vision  of  how  it 
can  evolve  to  serve  the  needs  of  the  future  is  essential  as  we  probe  for  a  consensus 
as  to  what  structural  changes  or  accommodations  may  be  necessary  to  assure  the 
people  of  our  country  that  10  years,  25  years,  50  years  from  now  the  United  States 
will  have  a  teleco.-nmunications  system  that  will  still  be  the  standard  by  which  the 
rest  of  the  world  measures  its  performance. 

And  we  stand  ready,  Mr.  Chairman,  to  help  the  Congress  of  the  United  States 
develop  a  telecommunications  policy  that  will  be  prospectively  oriented — one  that 
will  help  promote  a  greater  diversity  of  suppliers,  a  broader  variety  of  customer 
choices,  e  healthy  market  environment  in  which  all  suppliers,  carriers  and  manu- 
facturers will  be  able  to  compete  fairly  and  equitably,  I  believe  we  can  accomplish 
that,  Mr.  Chairman,  while  at  the  same  time — as  Mr.  Brown  said  in  his  testimony 
last  week— "retaining,  and  indeed  enhancing,  the  universal  service  objective." 

Thank  you  very  much. 

Senator  Holungs.  Who  is  next? 

Mr.  Olson.  Dr.  Ross. 

Mr.  Ross.  I,  too,  appreciate  the  opportunity  to  be  here  today.  The 

gurpose  of  my  testimony  is  to  describe  technical  integration  in  the 
ell  Laboratories  and  Bell  System  and  to  explain  how  the  capabili- 
ty could  be  impaired  by  the  legislation  pending  before  the  Senate. 

In  my  view,  certain  sections  of  this  legislation  could  disrupt  the 
Bell  System's  technical  integration  and  impede  the  flow  of  new 
technology  into  the  telecommunications  network. 

This  could  deprive  the  public  of  valuable  new  services  and  econo- 
mies. 

The  Nation's  telecommunications  network  is  a  uniquely  complex 
and  dynamic  entity.  It  contains  hundreds  of  millions  of  parts  that 
work  together  to  provide  simultaneous  end-to-end  connection  for  its 
millions  of  users. 

Its  standards  for  performance,  economy  and  flexibility  are  the 
envy  of  the  world. 

From  its  very  beginning,  the  Belt  System's  goal  has  been  univer- 
sal service.  That  goal  has  been  largely  achieved  as  a  result  of 
organized  creation  and  application  of  technology. 

The  Bell  System's  uniquely  integrated  structure  has  been  essen- 
tial to  the  steady  stream  of  technological  innovation  that  helped  us 
achieve  the  universal  service  goal. 

But  technological  innovation  is  not  a  past-tense  affair.  It  is  a 
continuing  process  that  creates  new  services,  systems  and  econo- 
mies for  customers. 

Technology  gives  us  the  means  to  assure  that  we  can  hit  the 
moving  terget — changing  customer  needs — in  the  best  way  possible. 

I  would  like  to  examine  for  a  moment  the  relationship  between 
telecommunications  innovation  and  integration.  Other  witnesses 
have  discussed  the  relationship  from  their  varying  perspectives.  I 
will  try  to  explain  it  from  a  technological  viewpoint. 
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The  innovation  process  begins  with  identiflcation  of  needs. 
Through  constant  interaction  with  the  operating  telephone  compa- 
nies and  their  customers,  A.T.  &  T.  determines  preference  and 
priorities  for  services.  Through  Bell  Laboratories,  A.T.  &  T,  deter^ 
mines  technical  opportunities  and  the  economic  factors  involved  in 
meeting  those  neeids. 

Systems  engineering  at  Bell  Labs  translates  the  needs  indentified 
by  A.T.  &  T.  and  the  operating  telephone  companies  into  system 
concepts  for  meeting  these  needs. 

Systems  engineers  look  to  worldwide  research — including,  impor- 
tantly, to  Bell  Labs  scientists — for  the  new  knowledge  needed  to 
carry  out  the  concepts.  Systems  engineers  also  look  to  Bell  Labs 
development  engineers  who  are  responsible  for  designing  the  spe- 
cific products  needed  to  meet  the  Bell  System's  requirements. 

Development  engineers,  in  turn,  work  directly  with  their  West- 
ern Electric  counterparts  who  have  responsibility  for  manufactur- 
ing products. 

Often  this  interface  occurs  directly  at  the  Western  Electric  plant, 
where  Bell  Labs  people  prepare  final  designs  for  manufacture  and 
Western  Electric  people  prepare  to  manufacture  products  based  on 
those  designs. 

The  innovation  process  is  complete  only  when  the  new  equip- 
ment is  installed  and  working.  This  is  the  responsibility  of 
A.T.  &  T.  long  lines  and  each  of  the  operating  telephone  companies, 
with  continuous  assistance  from  Western  Electric  and  Bell  Labs. 

Thus,  in  concert,  and  under  A.T.  &  T.  guidance,  the  various 

Bell  System  units  provide  comprehensive  plans  for  network 
change  and  introduction  of  new  products  and  services. 

Technological  innovation  in  telecommunications  depends  on — in 
fact,  thrives  on— the  Bell  System's  integrated  structure. 

The  neat  organizational  lines  I  described  are  only  one  dimension 
of  integration.  In  fact,  the  lines  are  constantly  crossed  and  criss- 
crossed. Interaction  among  all  Bell  System  units  occurs  constantly 
in  order  to  plan  and  deliver  new  technology  into  the  network. 

There  is  a  continuous  and  free  exchange  of  every  type  of  techni- 
cal information  among  all  Bell  System  partners. 

Essential  to  this  interaction  is  that  each  separate  Bell  System 
unit  shares  a  common  goal:  service  to  customers. 

Each  recognizes  the  unique  role  of  the  others  in  achieving  that 
goal.  Each  deals  openly  and  fully  with  the  others — without  secrets, 
without  concern  for  proprietary  interests,  without  inflexible  adher- 
ence to  an  initial  set  of  specifications  and  designs. 

We  have  those  qualities  in  the  Bell  System  today  because  of  its 
int^rated  structure,  and  it  is  a  tremendous  plus.' 

Fully  separated  subsidiaries  and  arm's-length  transactions  in 
nearly  all  ways  runs  counter  to  this  proposition. 

Another  central  element  in  the  innovation  process  is  that  Bell 
Laboratories  has  end-to-end — literally  terminal -to- terminal — re- 
sponsibility for  technological  innovation  in  the  Bell  System. 

This  end-to-end  responsibility  for  network  design  gives  us  the 
flexibility  to  optimize  the  network  as  a  whole,  and  the  flexibility  to 
introduce  new  technology  today  and  in  the  future. 
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Importantly,  in  engineering  and  reengineering  the  network,  we 
focus  on  total  performance  and  overall  costs,  without  concern  for 
where  in  the  network  the  costs  fall. 

Introduction  of  Touch-Tone  dialing  is  an  example  Because  of  our 
end-to-end  responsibilities  we  were  able  to  modify  the  telephone  set 
to  generate  tones,  and  to  modify  switching  equipment  throughout 
the  network  to  receive  tones  and,  in  anticipation  of  Touch-Tone 
service  throughout  the  network,  we  were  able  to  control  the 
volume  of  the  tones  so  that  they  would  not  interfere  with  other 
transmissions. 

End-to-end  responsibility  also  enables  us  to  develop  and  apply 
common  technologies.  For  example,  the  processors  for  switching 
systems — toll  and  local — have  common  requirements. 

Outstanding  among  them  is  the  need  for  very  high  reliability,  far 
exceeding  that  needed  in  general-purpose  computers.  We  have 
indeed  developed  a  processor  that  serves  both  the  No.  lA  local  and 
No.  4  toll  electronic  switching  systems;  it  is  designed  for  an  aver- 
age downtime  of  less  than  2  hours  in  40  years. 

Development  of  common  equipment  permits  us  to  hold  down 
development  costs.  It  also  increases  the  volume  of  manufacture, 
which  reduces  manufacturing  costs.  And  networkwide  deployment 
also  reduces  training  and  maintenance  costs. 

There  are  many  more  examples  of  the  advantage  of  the  Bell 
System's  structure  and  its  end-to-end  responsibilities. 

But  I  will  now  turn  to  some  brief  illustrations  of  the  technologi- 
cal innovations  that  this  environment  has  fostered. 

Introduction  of  direct  distance  dialing,  beginning  in  1951,  illus- 
trates the  scope  of  the  task  of  implementing  change  in  the  network 
and  the  value  of  centralized  planning. 

It  required  establishment  of  a  nationwide  numbering  plan  to  give 
each  main  telephone  a  unique  number. 

It  required  modification  of  every  switching  system  in  the  net- 
work. It  required  development  of  a  new  switching  hierarchy  and 
automatic  alternate  routing  to  find  free  network  paths. 

And  it  required  the  creation  and  implementation  of  transmission 
standards  for  all  dialed-up  connections. 

Last  week  my  colleague,  Billy  B,  Oliver,  spoke  of  the  stored 
program  control  network.  This  entity  requires  that  stored  program 
equipment  be  deployed  all  across  the  network,  and  that  electronic 
switching  systems  and  operator  data  bases  in  the  network  be  able 
to  communicate  with  each  other  through  a  high-speed  signaling 
system. 

He  noted  the  ability  of  this  network  to  gather  and  distribute 
information  useful  to  customers  in  the  most  flexible  and  imagina- 
tive ways. 

To  implement  this  concept  requires  modification  of  the  control 
programs  in  all  electronic  switching  systems  in  the  Nation  in  a 
consistent,  compatible,  and  timely  fashion. 

This  is  a  task  we  can  carry  out  because  of  our  networkwide 
planning  and  engineering  responsibilities,  and  it  is  going  forward 
at  this  very  moment. 

Nor  is  presently  available  technology  the  end  of  opportunity. 
Continuing  dramatic  decreases  in  the  cost  and  size  of  large-scale 
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integrated  circuits  are  helping  us  to  deploy  logic  and  | 
capabilities  end-to-end  in  the  network. 

This  will  be  a  driving  force  for  creation  of  new  services  based  on 
ready  access  to  the  network  intelligence. 

Lightwave  transmission  systems  are  now  planned  for  early  intro- 
duction into  the  interexchange  plant.  In  the  future,  these  systems 
may  find  applications  for  local,  transcontinental,  and  hopefully, 
intercontinental  telecommunications. 

Emerging  digital  systems  will  help  us  to  broaden  the  range  of 
data,  facsimile,  graphics,  and  other  nonvoice  services  available 
through  the  network. 

Looking  farther  ahead,  automatic  voice  rect^nition  and  speech 
synthesis  also  appear  to  have  great  potential  for  providing  new 
services. 

To  summarize,  the  Bell  System  has  created  the  most  technologi- 
cally advanced  network  in  the  world.  It  has  made  this  Nation  the 
world  leader  in  telecommunications  technolc^y. 

Also,  it  has  fostered  the  world's  most  innovative  and  productive 
private  research  and  development  laboratory. 

I  believe  that  Bell  Laboratories'  technolc^cal  achievements  are 
well-known  to  this  committee. 

For  example,  last  year  two  Bell  Labs  scientists  became  our  sixth 
and  seventh  Nobel  laureates.  Our  achievements  extend  from  such 
basic  research  to  advances  in  solid-state  electronics  that  are  key  to 
progress  in  telecommunications  and  other  industries. 

l^e  Government  has  drawn  upon  Bell  Laboratories  and  the  Bell 
System  when  the  national  interest  was  at  stake.  There  have  been 
many  Bell  Laboratories'  activities  in  support  of  the  Government, 
including  fire  control  radar,  missile  defense  systems,  satellite  guid- 
ance systems,  underwater  sound  systems,  and  specifil  communica- 
tions systems. 

In  these  and  in  many  other  instances,  the  Nation  looked  to  the 
Bell  System  because  of  its  unique  capabilities. 

One  example  occurred  in  1962,  when  James  E.  Webb,  Adminis- 
trator of  the  National  Aeronautics  and  Space  Administration, 
asked  for  Bell  System  assistance  in  the  space  prc^fun  through  the 
creation  of  Bellcomm,  Inc.,  a  company  in  which  I  eventually  served 
as  president. 

Mr.  Webb  said: 

The  job  of  coordinating  a  worldwide  communications  network  must  have  prnent- 
ed  many  of  the  aame  kinds  of  aystema  planning,  engineering,  end  integration 
problems  on  a  very  large  scale,  that  we  expect  to  encounter  in  carrying  out  the 
nation's  program  of  manned  space  exploration. 

We  continue  to  be  ready  to  serve  the  Nation  whenever  it  needs 

As  we  look  ahead,  it  is  clear  that  improved  telecommunications 
capabilities  and  services  will  continue  to  depend  on  a  steady  flow  of 
technological  innovation. 

The  technical  integration  that  was  essential  to  innovation  in  the 
past  will  be  essential  in  the  future. 

Mr.  Chairman,  I  believe  this  is  a  time  when  we  need  to  strength- 
en the  basic  technolc^cal  capabilities  of  the  Nation's  telecommuni- 
cation system. 
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It  is  a  time  to  reinforce  the  integration  within  the  Bell  System 
from  which  technology  evolves  and  flows.  And  it  is  a  time  to 
support  the  vital  interfaces  among  partners  that  will  enable  us  to 
view  the  network  as  a  single  entity,  to  plan,  engineer,  build  and 
operate  it  as  a  national  resource  that  combines  the  benefits  of 
unified  responsibility  with  the  flexibility  to  meet  individual  cus- 
tomers' needs. 

But,  Mr.  Chairman,  when  I  examine  provisions  of  the  legislation 
before  the  Senate,  they  seem  to  speak  in  opposite  terms. 

Phrases  such  as  "fully  separated,"  "arm's-length"  and  others 
contained  in  the  proposed  legislation  speak  to  fractionalization  of 
purpose  and  disunity  of  responsibility  for  planning  and  operation 
that  will  disrupt  the  technical  integration  of  the  telecommunica- 
tions network,  impede  the  flow  of  technological  innovation,  delay 
the  evolution  of  the  network  and  the  new  services  available 
through  it,  and  ultimately  do  a  disservice  to  customers. 

I  have  a  number  of  comments  on  specific  sections  of  S.  611  and 
S.  622  that  are  attached  to  my  filed  testimony,  I  would  just  like  to 
summarize  three  major  points. 

First,  the  requirement  in  S.  611  that  category  II  carriers  be  fully 
separated  from  any  affiliated  entity  producing  or  providing  tele- 
communications equipment  amounts  to  fragmentation  of  the  tech- 
nical resources  of  the  Bell  System, 

Instead  of  the  open  interfaces  we  now  enjoy,  the  legislation 
would  seem  to  require  interactions  among  corporations  with  differ- 
ing objectives  and  a  multiplicity  of  trade  secrets  and  proprietary 
interest  barriers. 

This  separateness  is  the  very  antithesis  of  our  integrated  struc- 
ture, and  would  only  serve  to  delay  the  pace  of  technological  inno- 
vation. 

My  second  major  concern  is  that  under  other  sections  of  the 
legislation.  Bell  Laboratories  would  no  longer  have  end-to-end  re- 
sponsibility for  technological  innovation  in  the  network. 

A  requirement  that  separated  carriers  must  operate  at  arm's- 
length  would  impair  the  technical  integration  that  is  essential  to 
the  continued  vitality  of  innovation. 

Finally,  I  wish  to  speak  on  a  subject  that  I  am  personally  con- 
cerned about — the  future  of  Bell  Laboratories. 

Under  the  proposed  legislation,  there  is  uncertainty  about  the 
structure  of  Bell  Laboratories  and  the  support  it  needs  for  its 
programs. 

The  loss  of  Bell  Labs'  full  potential  and  competence  not  only 
would  delay  innovation  in  the  network,  but  would  reduce  the  abili- 
ty of  the  United  States  to  maintain  its  worldwide  leadership  in 
telecommunications  technology. 

I  ask  that  Bell  Laboratories  be  able  to  continue  to  do  what  it 
does  best — work  as  a  partner  in  a  technically  integrated  Bell 
System  to  innovate  in  the  public  interest. 

In  particular,  I  feel  it  is  in  the  public's  best  interest  that  any 
legislation  support,  rather  than  hinder,  integrated  planning,  with 
common  objectives,  for  the  entire  network. 

The  legislation  should  not  impair  the  capability  to  develop  and 
apply  new  technology  in  the  introduction  of  new  telecommunica- 
tions services  for  customers. 
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In  addition,  it  should  assure  that  telecommunicationB  research 
and  development  can  continue  to  be  carried  out  centrally,  in  the 
way  it  is  now  done  in  Bell  Labs.  Cooperative  technical  interaction 
has  provided  the  Nation's  preeminence  in  the  telecommimications 
network. 

Specific  congressional  guidance  to  permit  continuation  of  such 
technical  planning  will  foeter  further  technological  innovation. 
That,  in  turn,  will  assure  the  people  of  this  country  that  the  future 
quality,  reliability,  and  innovativeness  of  their  telecommunications 
services  will  match  the  same  high  standards  that  have  prevailed  in 
the  past. 

Mr.  Chairman,  I  believe  that  the  Senate  should  explicitly  assure 
that  no  artificial  barriers  are  placed  in  the  path  of  the  technoloel- 
CEtl  leadership  that  has  made  this  country's  telecommunications  the 
world  standard  for  excellence. 

Thank  you. 

[The  statement  follows:] 

Statiment  op  Ian  M,  Row  on  Behalf  or  American  Telephone  &  TnaoEAPH 
Co. 

My  name  is  Ian  M.  Robs.  1  am  President  of  Bell  Telephone  Laboratories,  Inc.,  with 
offices  in  Murray  Hill,  New  Jersey. 

I  received  my  B.A.  in  Engineering  from  Cambridge  University  in  i.948  and  MA. 
and  Ph.D.  degrees  in  Electrical  Engineering  from  Cambridge  Univeraity  in  1952. 

My  Bell  System  career  began  with  Bell  Laboratories  in  1952  as  a  Member  of 
Technical  Staff  in  the  Research  Division  working  on  solid-state  electronic  devices.  In 
subsequent  years  at  Bell  Laboratories,  I  had  various  assignments  in  research  and 
develoionent  of  semiconductor  electronics. 

In  1964.  I  was  appointed  Managing  Director  of  Bellcomm,  Inc.,  a  Bell  System 
subsidiary  which  provided  systems  ennneering  support  for  the  Apollo  manned  qwce 
flight  program.  I  became  President  of  Bellcomm  in  1968. 

In  19T1,  1  returned  to  Bell  Laboratories  as  Executive  Director  of  the  Network 
Planning  Division,  became  Vice  President  of  Network  Planninf;  and  Custwner  Serv- 
ices in  19T3  and  Executive  Vice  President,  Systems  EIngineermg  and  Development 
in  1976.  I  assumed  my  present  position  this  year. 

The  purpose  of  my  testimony  today  is  to  describe  technical  integration  in  Bell 
Laboratories  and  the  Bell  System  and  its  benefits  to  the  process  of  techDological 
innovation,  and  to  explain  how  the  capability  could  be  impaired  by  the  legislation 
pending  before  the  Senate. 

In  my  view,  certain  sections  of  this  legislation  could  disrupt  the  Bell  Systema's 
technical  integration  and  impede  the  flow  of  new  technology  into  the  telecnnmuni- 
cations  network.  This  could  deprive  the  public  of  valuable  new  services  and  ecooo- 

The  nation's  telecommunications  network  is  a  uniquely  complex  and  dynamic 
entity.  It  contains  hundreds  of  millions  of  parts  that  work  together  to  provide 
simultaneous  end-to-end  connection  for  its  millions  of  users.  Its  standards  tor  per- 
formance, economy  and  flexibility  are  the  envy  of  the  world. 

From  its  very  beginning,  the  Bell  System's  goal  has  been  universal  service.  That 
goal  has  been  lately  achieved  as  a  result  of  organized  creation  and  application  of 
technology.  The  Bell  System's  uniquely  integrated  structure  has  been  esKntial  to 
the  steady  stream  of  technological  innovation  that  helped  us  achieve  the  univenal 
service  goal. 

But  lechnolt^cal  innovation  is  not  a  past-tense  affair.  It  is  a  continuing  process 
that  creates  new  services,  systems  and  economise  for  customers.  Technology  given  u* 
the  means  to  assure  that  we  can  hit  the  moving  target — changing  customer  needs— 
in  the  best  way  possible. 

I  would  like  to  examine  for  a  moment  the  relationship  between  telecommunica- 
tions innovation  and  integration.  Other  witnesses  have  discussed  the  relationship 
from  their  varying  perspectives.  1  will  try  to  explain  it  from  a  technological  view- 

The  innovation  proceaa  begins  with  identification  of  needs.  Through  ccantwit 
interaction  with  the  Operating  Telephone  Companies  and  their  customere.  ATAT 
detenninee  preference  and  priorities  for  services.  Through  Bell  Laboratories,  AT&T 
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factors  involved  i 


determines  technical  opportunities  and  the 

Systems  engineering  at  Bell  Labs  translates  the  needs  identified  by  AT&T  and  the 
Operating  Telephone  Companies  into  system  concepts  for  meeting  these  needs. 
Systems  engineers  look  to  worldwide  research— including,  importantly,  to  Bell  Labs 
■cientista— for  the  new  knowledge  needed  to  carry  out  the  concepts.  Systems  engi- 
neers also  look  to  Bell  Labs  development  engineers  who  are  responsible  for  design- 
ing the  specific  products  needed  to  meet  the  Bell  System's  requirements.  Develop- 
t  engineers,  in  turn,  work  directly  with  their  Western  Electric  counterparts  who 
■  reHponBiblity  for  manufacturing  products.  Often  this  interface  occurs  directly 
at  the  Western  Electric  plant,  where  Bell  Labs  people  prepare  final  designs  for 
manufacture  and  Western  Electric  people  prepare  to  manufacture  products  based 
1  those  design B. 

The  innovation  process  is  complete  only  when  the  new  equipment  is  installed  and 
working.  This  is  the  responsibility  of  AT&T  Long  Lines  and  each  of  the  Operating 
Telephone  Companies,  with  contmuous  assistance  from  Western  Electric  and  Bell 
Labs.  Thus,  in  concert,  and  under  AT&T  guidance,  the  various  Bell  System  units 
provide  comprehensive  plans  for  network  change  and  introduction  of  new  products 

Technological  innovation  in  telecommunications  depends  on— in  fact,  thrives  on— 
the  Bell  System's  integrated  structure.  The  neat  organizational  tines  I  described  are 
only  one  dimension  of  integration.  In  fad  the  lines  are  constantly  crossed  and 
crisscrossed.  Interaction  among  all  Bell  System  units  occurs  constantly  in  order  to 
plan  and  deliver  new  technology  into  the  network.  There  is  a  continuous  and  free 
exchange  of  every  type  of  technical  information  among  all  Bell  System  partners, 
Es&entiai  to  this  interaction  is  that  each  separate  Bell  System  unit  shares  a  common 
goal:  service  to  customers.  Each  recognizes  the  unique  role  of  the  others  in  achiev- 
ing that  goal.  Each  deals  openly  and  fully  with  the  others  without  secrets,  without 
concern  ^r  proprietary  interests,  without  inflexible  adherence  to  an  initial  set  of 
apecifications  and  designs.  We  have  those  qualities  in  the  Bell  System  todav  becai:se 
'  its  integrated  structure,  and  it  is  a  tremendous  plus.  Fully  separated  subsidiaries 

id  arms  length  transactions  in  nearly  all  ways  runs  counter  to  this  proposition. 

Another  central  element  in  the  innovation  process  is  that  Bell  Laboratories  has 
end-t»«nd— literally  terminal-to- terminal -responsibility  for  technological  innova- 
"on  in  the  Beli  System. 

This  end-to-end  responsibility  for  network  design  gives  us  the  flexibility  to  opti- 

lize  the  network  as  a  whole,  and  the  (lexibilitiy  to  introduce  new  technology  today 
_  id  in  the  future.  Importantly,  in  engineering  and  reengineering  the  network,  we 
focus  on  total  performance  and  overall  cost,  without  concern  for  where  in  the 
network  the  costs  fall. 

Introduction  of  Touch-Tone  dialing  is  an  example.  Because  of  our  end-to-end 
responsibilities  we  were  able  to  modify  the  telephone  set  to  generate  tones,  and  to 
modify  switching  equipment  throughout  the  network  to  receive  tones  and,  in  antici- 
pation of  Touch-Tone  service  throughout  the  network  we  were  able  to  control  the 
volume  of  the  tones  so  that  they  would   not  interfere  with  other  transmissions. 

End-to-end  responsibility  also  enables  us  to  develop  and  apply  common  technol- 
ogies. For  example,  the  processors  for  switching  systems— toll  and  local — have 
common  requirements.  Outstanding  among  them  ia  the  need  for  very  high  reliabil- 
ity, far  exceeding  that  needed  in  general-purpose  computers.  We  have  indeed  devel- 
oped a  processor  that  serves  both  the  No,  lA  local  and  No.  4  toll  Electronic 
Switching  Systems:  it  is  designed  for  an  average  downtime  of  less  than  two  hours  in 
40years. 

Development  of  common  equipment  permits  ua  to  hold  down  development  costs.  It 
also  increases  the  volume  of  manufacture,  which  reduces  manufacturing  costs.  And 
network-wide  deployment  also  reduces  training  and  maintenance  costs. 

There  are  manv  more  examples  of  the  advantage  of  the  Bell  System's  structure 
_id  its  end-to-enci  responsibilities.  But  I  will  now  turn  to  some  brief  illustrations  of 
the  technological  innovations  that  this  environment  has  fostered. 

Introduction  of  Direct  Distance  Dialing,  beginning  in  1951.  illustrates  the  scope  of 
the  task  of  implementing  change  in  the  network  and  the  value  of  centralized 
planning.  It  required  estahlishment  of  a  nationwide  numbering  plan  to  give  each 
1  telephone  a  unique  number.  It  required  modification  of  every  switching 
■ystem  in  the  network  II  required  deveiopement  of  a  new  switchning  hierarchy  and 
automatic  alternate  routing  to  find  free  network  paths.  And  it  required  the  creation 

id  implementation  of  transmission  standards  for  all  dialed-up  connections. 

Last  week  my  colleague  Billy  B.  Oliver  spoke  of  the  Stored  Program  Control 
Network.  This  entity  requires  that  stored  program  equipment  be  deployed  all  across 
the  network,  and  that  electronic  switching  systems  and  operator  data  bases  in  the 
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network  be  able  to  communicate  with  each  other  through  s  high-speed  signaling 
syBtem.  He  noted  the  ability  of  this  network  to  gather  and  distribute  information 
useful  to  cUHtomera  in  the  most  flexible  and  imaginative  ways.  To  implement  thi* 
concept  requires  modification  of  the  control  programs  in  afl  electronic  Bwitchiiw 
ayetems  in  the  nation  in  a  consistent,  compatible  and  timely  fashion.  This  is  a  tan 
we  can  carry  out  because  of  our  network-wide  planning  and  engineering  responaibil- 
itiea,  and  it  is  going  forward  at  this  very  moment. 

Nor  is  presently  available  technology  the  end  of  opportunity.  Continuing  dramatic 
decreases  in  the  coat  and  size  of  large-scale  integrated  circuits  are  helping  us  to 
deploy  logic  and  processing  capabilities  end-to-end  in  the  network.  This  wul  be  ■ 
driving  force  for  creation  of  new  services  based  on  ready  access  to  the  network 
intelligence.  Lightwave  transmission  systems,  based  on  tiny  solid-state  lasers  and 
hair-thin  glass  fibers,  are  now  planned  for  early  introduction  into  the  interexchange 
plant.  In  the  future,  these  systems  may  find  applications  for  local,  transcontinental, 
and  hopefully,  intercontinental  telecommunications.  Emei^ng  digitl  systemB  will 
help  UB  to  broaden  the  range  of  data,  facsimile,  graphics,  video  and  other  non-voice 
services  available  through  the  network.  Looking  farther  ahead,  automatic  voice 
recognition  and  speech  synthesis  also  appear  to  have  great  potential  for  providing 
new  services. 

To  summarize,  the  Bell  System  has  created  the  moat  technologically  advanced 
network  in  the  world.  It  has  made  this  nation  the  world  leader  in  telecommunica- 
tions technology.  Also,  it  has  fostered  the  world's  most  innovative  and  productive 
private  research  and  development  laboratory. 

I  believe  that  Bell  Laboratories'  technological  achievements  are  well  known  to 
this  Committee.  For  example,  last  year  two  Bell  I^bs  scientists  became  our  sixth 
and  seventh  Noble  laureates.  Our  achievements  extend  from  auch  basic  n 
advances  in  solid-state  electronics  that  are  key  to  progress  ii 
and  other  industries. 

The  government  has  drawn  upon  Bell  Laboratories  and  the  Bell  System  when  the 
national  interest  was  at  atake.  There  have  been  many  Bell  laboratories  activitieB  in 
support  of  the  government,  including  fire  control  radar,  missile  defense  ^stems, 
satellite  guidance  systems,  underwater  sound  systems,  and  special  communicatians 
systems. 

In  these  and  in  many  other  instances,  the  nation  looked  to  the  Bell  System 
because  of  its  unique  capabilities.  One  example  occurred  in  1962,  when  James  E. 
Webb,  Administrator  of  the  National  Aeronautics  and  Space  Administration,  ( 


for  Bell  system  assistance  in  the  space  program  through  the  creation  of  Bellcomm, 
Inc.  Mr.  Webb  said: 

"The  job  of  coordinating  a  world  wide  communications  network  must  have  pre- 
sented many  of  the  same  kinds  of  systems  planning,  engineering,  and  integration 
problems  on  a  very  large  scale,  that  we  expect  to  encounter  in  carrying  out  the 
nations's  program  of  manned  space  exploration." 

We  continue  to  be  ready  to  serve  the  nation  whenever  it  needs  us. 

As  we  look  ahead,  it  is  clear  that  improved  telecommunications  capabilities  and 

services  will  continue  to  depend  on  a  at*     "     "  " 

technical  int^ration  that  was  essential  U 
the  future. 

Mr.  Chairman,  I  believe  this  is  a  time  when  we  need  to  strengthen  the  basic 
technological  capabilites  of  the  nation's  telecommunication  system.  It  is  a  time  to 
reinforce  the  integration  within  the  Bell  System  from  which  technology  evolves  and 
flows.  And  it  is  a  time  to  support  the  vital  interfaces  among  partners  that  will 
enable  us  to  view  the  network  as  a  single  entity,  to  plan,  erii^neer,  build  and 
operate  it  as  a  national  resource  that  combines  the  benefits  of  unified  responsibility 
with  the  flexibility  to  meet  individual  customers'  needs. 

But.  Mr.  Chairman,  when  I  examine  provisions  of  the  legislation  before  the 
Senate,  they  seem  to  speak  in  opposite  terms.  Phrases  such  as  "fully  separatMi," 
"arms-length"  and  others  contained  in  the  propoeed  I^islation  speak  to  fractionali- 
zation  of  purpose  and  disunity  of  responsibility  for  planning  and  operation  that  will 
disrupt  the  technical  integration  of  the  telecommunications  network,  impede  the 
flow  of  technological  innovation,  delay  the  evolution  of  the  network  and  the  new 
services  available  through  it,  and  utiimately  do  a  grave  disservice  to  customers. 

1  have  a  number  of  comments  on  specific  Sections  of  S.  611  and  S.  622  that  ore 
attached  to  my  testimony.  I  would  just  like  to  summarize  three  mi^or  points. 

First,  the  requirement  in  S.  611  that  Category  II  carriers  be  fully  separated  from 
any  affiliated  entity  producing  or  providing  telecommunications  equipment  amounts 
to  the  fragmentation  of  the  technical  resources  of  the  Bell  System.  Instead  of  the 
open  interfaces  we  now  enjoy,  the  legislation  would  seem  to  require  interactiiHM 
among  (»rporationB  with  differing  objectives  and  a  multiplicity  of  trade  secrets  and 
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proprietary  interest  barriers.  This  separateness  is  the  very  antithesis  of  oi 
grated  structure,  and  would  only  serve  to  delay  the  pace  of  technological  inni 

My  second  major  concern  is  that  under  other  Sections  of  the  legislation.  Bell 
Ldboratories  would  no  longer  have  end-to-end  responsibility  for  technological  inno* 
vation  in  the  network,  A  requirement  that  separated  carriers  must  operate  at  arms 
length  would  impair  the  technical  integration  that  is  essential  to  the  continued 
vitaJily  of  innovation.  It  substitutes  for  our  end-to-end  perspective  on  the  network 
an  artificial,  piecemeal  view.  This  would  occur  at  the  very  time  when  new  technol- 
ogy is  steadily  blurring  the  divisions  among  the  parts  of  the  network,  and  when 
customers  are  increasingly  looking  to  the  network  to  provided  a  wealth  of  new 


Finally,  I  wish  to  speak  on  a  subject  that  I  am  personally  concerned  about — the 
future  of  Bell  Laboratories.  Under  the  proposed  legislation  there  is  uncertainty 
l^ut  the  structure  of  Bell  Laboratories  and  the  support  it  needs  for  its  programs. 
Bell  Laboratories  has  innovated  in  every  facet  of  telecommunications.  Although 
■cientists  and  engineers  from  the  entire  world  have  contributed  to  communications 
technolof^.  the  preponderance  of  new  ideas— especially  new  systems— has  originat- 
ed at  Bell  Laboratories.  The  result  is  a  telecommunications  system  that  is  the  envy 
of  every  other  telephone  administration  in  the  world,  and  a  telecommunications 
research  and  development  laboratory  that  is  truly  a  national  resource.  The  loss  of 
Bell  Labs  full  potential  and  competence  not  only  would  delay  innovation  in  the 
network,  but  would  reduce  the  ability  of  the  U.S.  to  maintain  its  worldwide  leader- 
ship in  telecommunications  technology, 

I  ask  that  Bel!  Laboratories  be  able  to  continue  to  do  what  it  does  best— work  as  a 
partner  in  a  technically  integrated  Bell  System  to  innovate  in  the  public  interest  In 
particular.  I  feel  it  is  in  the  public's  beat  interest  that  any  legislation  support, 
rather  than  hinder,  integrated  planning,  with  common  objectives,  for  the  entire 
network.  The  legislation  should  not  impair  the  capability  to  develop  and  apply  new 
technology  in  the  introduction  of  new  telecommunications  services  for  customers.  In 
addition,  it  should  assure  that  telecommunications  research  and  development  can 
continue  to  be  carried  out  centrally,  in  the  way  it  is  now  done  in  Bel!  Labe. 
Cooperative  technical  interaction  has  provided  the  nation's  preeminance  in  the 
telecommunications  network.  Specific  Congressional  guidance  to  permit  continu- 
Btton  of  such  technical  planning  will  foster  further  technological  innovation  That, 
in  turn,  will  assure  the  people  of  this  country  that  the  future  quality,  reliability  and 
innovativeness  of  their  telecommunications  services  will  match  the  same  high 
standards  that  have  prevailed  in  the  past, 

Mr,  Chairman,  I  believe  Ihat  the  Senate  should  explicitly  assure  that  no  artificiai 
barriers  are  placed  in  the  path  of  the  technological  leadership  that  has  made  this 
country's  telecommunications  the  world  standard  for  excellence. 

Thank  you. 

ATTACHMENT  A 

S.  611  essentially  authorize 
Operating  Telephone  Compani 
the  Bell  System's  integrated  st     .  , , . 

For  example,  amended  Section  203(bl  in  S,  fill  provides  that  any  "Category  11 
carrier" — plainly  the  Operating  Telephone  Companies  and  presumably  Long 
Lines— "shall  be  fully  separated  from  an  affiliated  entity  which  produces  or  pro- 
vides any  telecommunications  equipment,"  The  effect  of  this  Section,  as  worded,  is 
fragmentation  of  the  technical  resources  of  the  Bell  System. 

Amended  Section  203lg)  of  S.  61 1  would  limit  the  Bell  System's  ability  to  integrate 
■ervices,  A  key  element  in  making  efficient  use  of  the  network  and  its  technological 
potential  is,  in  fact,  sharing  facilities  for  multiple  service  offerings. 

As  we  understand  amended  Section  20,5fd)  of  S.  611,  the  current  exchange  service 
of  Bell  System  Operating  Telephone  Companies,  and  the  current  intercity  service  of 
A.T,  &  T.'s  Long  Lines  Department,  must  be  olTered  by  fully  separated  carriers.  And 
as  we  understand  amended  Section  214lel  of  S.  611,  any  joint  technical  planning 
between  these  carriers  would  be  carried  out  under  FCC  auspices,  presumably  in 
conjunction  with  competitive  carriers.  It  also  appears  that  amended  Section 
225idx2MHl  of  S.  622  would  have  the  same  requirement  regarding  joint  planning 
under  FCC  auspices.  For  joint  planning  to  succeed,  common  objectives  must  be 
shared  among  all  partners.  Under  this  proposal,  joint  planning  would  be  difficult. 
costly  and  inefficient  because  all  carriers  would  not  share  common  objectives.  With- 
out integration  many  new  services  simply  won't  work.  There  is  also  the  matter  of 
incentive  in  separated  entities;  it  is  not  clear  that  either  an  exchange  or  interex- 
efaange  carrier,  alone,  would  be  motivated  to  introduce  ci    '    ' 
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It  would  appear  that  Section  20T(b)  of  S.  611  would  give  the  FCC  authority  to 
impoae  technical  standards  in  the  event  of  a  lack  of  agreement  among  carrien.  We 
doubt  that  any  government  agency  is  equipped  for  Bucn  a  responsibility.  Our  experi- 
ence showB  that  the  creation  of  economic^,  service-improving  technical  standlardi 
for  a  system  as  complex  as  the  nation's  telecommunications  network  is  a  maasiTC 
undertaking.  Literally  hundreds  of  Bell  Laboratories  encineera  with  the  higfaert 
academic  qualifications  and  vast  experience  are  involved  in  just  this  effort.  We 
question  whether  Congress  is  preparM  to  authorize  the  FXX)  to  develop  the  internal 
expertise  required  tji  analyze  such  problems  adequately.  The  aJtemative — an  FCC- 
sponsored  attempt  to  arrive  at  agreements  among  parties  with  diverse  intereeta— 
can  only  lead  to  protracted  delay  in  publicly  beneficial  innovation. 

Senator  HoLUNGS.  Very  good.  Who  is  next? 

Mr.  Olson.  John  Preston,  associate  general  counsel. 

Mr.  Preston.  Mr.  Chainnan,  Senators,  these  bills  we  are  consid> 
ering  this  afternoon  would  accomplish  a  very  fundamental  shift  in 
congressional  policy.  I  don't  enter  an  objection  to  that  reorientation 
of  policy,  but  I  would  like  to  emphasize  that  a  shift  from  an 
environment  of  regulated  monopoly  achieved  pursuEtnt  to  congres- 
sionally  mandated  policy  over  more  than  half  a  century,  to  a  new 
environment  combining  regulation  of  traditional  services  with  open 
entry  for  new  services,  plus  unregulated  competition  from  alterna- 
tive or  sutetitutable  services,  will  disrupt  traditional  legal,  eco- 
nomic, and  behavioral  concepts.  For  regulators,  carriers,  competi- 
tors, and  courts  to  implement  the  policy  changes  as  Congress  in* 
tends  by  this  legislation,  will  require  very  clear  statements  ^ 
Congress  of  the  new  policy,  its  goals  and  objectives,  of  the  intended 
relationships  between  regulated  and  unregulated  providers  of  serv- 
ice, between  the  application  of  traditional  regulatory  public  inter- 
est concepts  and  obligations  and  the  quite  different  standards  aris- 
ing from  the  antitrust  and  other  laws  relating  to  general  business 
activity. 

The  industry,  the  new  entrants,  the  regulators  and  the  courts 
must  be  given  clear  policy  directives. 

I  would  like  to  identify  some  of  the  major  areas  where  I  believe 
the  intent  of  Congress  should  be  more  precise  and  more  explicit.  I 
am  prepared  to  provide  to  the  staff,  if  it  wishes,  su^ested  legisla- 
tive language. 

One  of  the  stated  goals  of  this  legislation  is  that  of  preserving 
basic  services,  universally  available  at  just  and  reasonable  rates. 
Other  witnesses  have  already  described  how  basic  service  delivered 
to  the  public  by  means  of  the  core  network,  how  it  is  planned, 
engineered  and  managed,  what  services  it  can  provide  now  and  in 
the  foreseeable  future,  how  the  exchange  network  relates  to  and  is 
a  part  of  the  core  network. 

The  conclusions  drawn  from  this  testimony  are  several.  First,  the 
network — interexchange  and  intraexchange — although  provided  by 
some  1,600  entities,  must  be  designed  and  managed  as  a  single 
integrated  network.  The  bills  accord  some  rect^nition  to  the  net- 
work Eis  an  essential  national  resource  and  to  the  need  for  coordi- 
nation of  planning,  construction  and  management,  but  the  legislft- 
tion  needs  greater  precision. 

Up  to  now,  such  industry  coordination  has  been  possible  l^ 
partners  providing  noncompetitive  services. 

Second,  the  legislation  distinguishes  between  interexchange  and 
intraexcheinge  services  and  requires  each  to  be  provided  through 
fully  separated  entities  without  any  common  management  or  own- 
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ership  of  facilities.  Other  witnesses  have  described  how  some  ex- 
change services  are  provided  over  interexchange  facilities  and  how 
interexchange  services  utilize  intraexchange  facilities.  Switching 
and  transmission  facilities  used  for  both  exchange  and  interex- 
change services  are  often  jointly  owned  by  the  carriers  that  jointly 
provide  the  service.  Requiring  massive  shifts  of  ownership  of  facili- 
ties would  be  highly  disruptive  to  the  industry  and  to  its  millions 
of  investors  who  owti  the  facilities,  often  by  means  of  mortgage 
bonds  or  under  indentures  with  restrictions  on  property  transfers. 
The  prohibition  of  joint  ownership  of  facilities  used  to  provide  a 
"joint  through"  service  is  inconsistent  with  the  way  telephone  serv- 
ice is  provided,  serves  no  purpose  and  would  be  highly  disruptive. 

The  goal  of  greater  consumer  choice.  If  the  stated  goal  of  greater 
consumer  choice  in  all  telecommunications  and  related  markets  is 
to  be  achieved,  it  follows  that  all  suppliers  who  have  a  product  or 
service  which  satisfies  a  market  demand  should  be  permitted  to 
compete  on  equal  terms.  A  system  which  imposes  arbitrary  handi- 
caps on  some  suppliers  but  not  on  others,  is  not  competition:  it  is 
government  allocation  and  will  not  deliver  to  consumers  the  in- 
tended benefit  from  competition. 

The  imposition  on  Bell  System  affiliates  offering  competitive 
services  of  restrictions  on  their  ability  to  enter  and  serve  competi- 
tive, unregulated  markets  on  equal  terms  with  their  competitors 
will  deny  to  consumers  the  full  benefits  of  competition.  The  legisla- 
tion would  invite  and  encourage  the  entry  of  such  competitors,  who 
have  already  signaled  their  interest,  as  IBM,  Xerox,  ITT,  and 
Exxon.  All  of  them  have  significant  research,  development  and 
manufacturing  capability,  which  they,  and  others  still  in  the  wings, 
would  be  entirely  free  to  bring  to  bear  on  the  markets  they  intend 
to  serve. 

In  short,  they  can  be  expected  to  bring  to  their  market  penetra- 
tion the  full  benefits  of  their  vertical  and  horizontal  integration, 
and  rightly  so.  But  bringing  to  consumers  the  full  benefits  of  fair 
competition  demands  that  Bell  be  similarly  free  to  offer  products 
and  services  in  competitive  markets  through  affiliates  having 
access  to  research,  development,  and  manufacturing  facilities. 

To  accomplish  these  goals,  several  refinements  in  the  legislation 
are  needed.  First,  the  definition  of  a  fully  separated  entity  and  the 
related  section  212  concerning  qualification  of  directors,  need 
amendment  to  focus  on  marketplace  controls,  rather  than  internal 
operations. 

Second,  the  1956  final  judgment,  which  restricted  the  Bell 
System  to  regulated  common  carrier  activities,  is  clearly  not  appro- 
priate to  the  new  environment.  Both  Senate  bills  recognize  this, 
and  both  would  partially  override  the  final  judgment.  Both  provi- 
sions, however,  are  in  need  of  amendment  to  more  precisely  accom- 
plish their  intended  purpose. 

The  goal  of  restructuring  the  industry.  We  most  strongly  urge 
that  section  227  of  S.  611  be  deleted.  It  asserts  that  nothing  in  this 
act  shall  be  construed  as  a  sense  of  Congress  with  regard  to  any 
pending  litigation.  However,  the  thrust  of  the  entire  act  is  to  receist 
the  structure  of  the  industry  into  the  mold  the  Congress  now  sees 
as  appropriate  to  serve  the  needs  of  society. 
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To  invite  the  courts  to  perform  further  radical  sut^ery,  as  each 
may  see  fit,  as  section  227  now  does,  would  permit  the  courts,  on  a 
piecemeal  basis,  to  destroy  the  industry  structure  Congress  will 
have  so  painfully  erected. 

We  do  not  seek  to  have  the  Congress  legislatively  moot  that  part 
of  the  Government  antitrust  suit  which  alleges  anticompetitive 
conduct.  But  Congress  should  make  it  clear  that  by  this  l^islation, 
it  has  mandated  the  industry  structure  which  it  deems  appropriate 
for  the  future,  and  that  it  reserves  to  itself  the  right  to  legislate 
any  further  changes  thought  to  be  in  the  public  interest. 

The  balance  between  public  regulation  and  marketplace  r^ula- 
tion  will  have  been  struck  by  the  Congress. 

In  addition,  the  legislation  needs  to  be  explicit  that  the  industry 
is  not  to  be  penailized  for  the  consequences  of  a  structure  mandated 
by  the  Congress  in  the  past  and  the  market  shares  that  derive  from 
it,  or  for  the  new  structure  mandated  by  the  new  legislative  ap- 
proach to  the  supply  of  telecommunications  and  related  equipment 
and  services. 

In  addition  to  the  provisions  already  discussed,  there  are  other 
provisions  the  legal  consequences  of  which  seem  to  be  counterpro- 
ductive or  internally  inconsistent. 

One  such  provision  is  amended  section  205  in  S.  611,  which 
would  give  the  Commission  expansive  powers  to  prescribe  condi- 
tions on  category  II  carriers  and  their  affiliates,  including  the 
power  effectively  to  require  divestiture  of  affiliates. 

This  should  be  compared  with  section  225  of  S.  622  which  gives 
the  FCC  correspondingly  broad  regulatory  powers  but  explicitly 
denies  the  power  to  order  divestiture. 

If  the  Congress  wishes  a  marketplace  test  of  the  restructuring 
accomplished  by  this  act,  it  might  amend  present  section  215  to 
require  a  report  and  recommendation  from  the  Commission  to 
Congress,  but  Congress  should  not  permit  the  Commission  by  rule, 
to  undo  the  work  of  Congress. 

There  also  appears  to  be  a  conflict  between  amended  sections 
204(b)  and  section  204(hK3)  of  S.  611.  The  first  would  prevent  any 
carrier  affiliated  with  a  category  II  carrier  from  being  designated 
as  category  I.  The  second  provision  would  permit  a  fully  separated 
carrier  which  provides  only  services  subject  to  effective  competi- 
tion, to  apply  for  designation  as  category  I,  but  would  leave  the 
grant  of  the  application  to  Commission  discretion  consistent  with 
the  policies  of  the  act.  Both  sections  should  provide  for  the  classifi- 
cation as  category  I  of  any  carrier  providing  only  services  subject 
to  effective  competition,  with  Commission  discretion  limited  to  tnat 
factual  determination. 

I  would  also  urge  that  amended  section  204  be  written  to  substi- 
tute an  economic  definition  of  "effective  competition"  for  the  arbi- 
trary market  share  definition  in  the  bill.  The  definition  proposed  to 
you  by  Henry  Geller  is  one  we  could  support. 

Another  provision  of  S.  611  deletes  the  provision  of  existing  law 
which  permits  concession  service  to  employees,  directors  and  pen- 
sioners. Such  concession  service  has  long  been  an  important  part  of 
the  benefit  package  for  employment  in  this  industry,  similar  to 
benefits  available  to  airline,  railroad  and  steamship  employees  and 
many  others  throughout  industry.  Its  elimination  would  doubtlesB 
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result,  after  collective  bargaining,  in  corresponding  wage  and 
salary  adjustments  which,  considering  the  incremental  cost  of  pro- 
viding such  service,  would  cost  the  ratepayer  more. 

Still  another  change  made  by  S.  611  is  deletion  of  the  provision 
in  existing  law  that  makes  acquisitions  and  mergers  of  carriers, 
when  approved  by  the  Commission,  immune  from  antitrust  attack. 
The  bill  requires  the  creation  of  new  subsidiaries  and  realinement  | 

of  facility  ownerships  and  service  offerings. 

As  conditions  settle  down  in  the  industry  following  the  massive 
restructuring   required   by  the  act,   it   may  well   be  that   certain  | 

acquisitions  and  mergers  then  will  be  required  for  efficient  service  i 

of  the  public  interest.  j 

It  seems  unwise  policy  to  deny  to  the  Commission,  which  will  be  I 

presiding  over  the  evolution  of  the  industry  in  the  new  environ-  \ 

ment,  the  power  to  make  public  interest  determinations  in  such  | 

matters  which  will  have  binding  effect  and  free  the  industry  from  i 

further  vexatious  litigation.  ' 

Perhaps  the  most  extreme  provision  in  the  entire  bill  is  section  I 

230.  That  section  is  a  broad  grant  of  power  to  the  Commission  to  i 

order  divestiture  of  facilities  and  to  prohibit  and  control  ownership  , 

of  facilities  and  other  media  interests,  however  it  may  please  the 
Commission  to  promote  the  policy  of  the  act.  I  am  not  aware  of  any 
other  grant  of  power  by  Congress  as  broad  as  this  which  has 
survived  the  constitutional  test.  Whether  constitutional  or  not,  this 
section,  granting  to  an  arm  of  Government  the  absolute  and  un- 
qualified power  to  limit  the  number  of  facilities  any  carrier  could 
own,  is  an  assertion  of  governmental  control  by  political  fiat  which 
is  at  war  with  the  principles  of  a  free  and  democratic  society. 

These  are  the  broad  areas  of  the  present  bills  which  give  us  the 
greatest  concern,  and  I  commend  them  to  your  further  considera-  | 

tion.  We  shall  be  glad  to  work  with  your  staff  in  developing  appro- 
priate language  to  express  your  intent. 

With  such  changes,  we  believe  legislation  can  be  enacted  to 
accomplish  the  stated  goals  and  objectives,  and  we  offer  our  con- 
tinuing cooperation  to  that  end. 

Thank  you. 

[The  statement  follows:] 


LEGAL  ASPECTS  OF  CERTAIN  DOMESTIC  COMMON  CARRIER  PROVISIONS  IN  B   611  AND  S   622 

Thifi  paper  will  comment  on  the  legal  implications  of  certain  of  the  provisions 
■pplying  to  Domestic  Common  Carriers  appearing  in  the  current  version  of  Senate 
Bills  S.  611  and  S.  622.  It  covers  only  major  points  and  is  not  intended  to  be 
inclusive  of  all  our  concerns,  nor  does  it  cover  administrative  procedure,  broadcast 
or  international  sections  of  the  Bills. 

Mj[  name  is  John  Preston.  I  am  Associate  General  Counsel  of  AT&T,  Prior 
positions  in  the  Bell  System  include  General  Solicitor  and  General  Attorney  of 
AT&T,  Vice  Preeident  and  General  Counsel  of  Ohio  Bell  and  General  Attorney  of  C 
&  P.  Before  entering  the  Bell  System  27  years  ago,  my  leeal  career  included  service 
SB  Trial  Counsel  to  the  NLRB  and  Counsel  to  the  Senate-House  Joint  Committee  on 
Labor-Management  Relations,  and  Special  Agent  of  the  FBI, 
/.    The  need  for  a  clear  and  definiCwe  statement  of  policy,  goals,   and  objecliivs 

The  proposed  legislation  will  accomplish  a  significant  and  far-reaching  alteration 
in  the  way  telecommunications  and  related  services  are  delivered  t4i  the  American 

K'lhc.  The  stated  purposes  are  to  assure  continued  availability  and  viability  of 
ic  and  essential  services,  subject  to  continued  public  accountability  of  the  provid- 
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en  of  such  servicee  by  means  of  pervasive  regulation,  while  contemporanaouil; 
creating  conditions  conducive  to  the  entry  of  competitive  suppliers  who  will  give 
customers  alternative  choices  in  most  markets. 

TliiB  a  very  fundamental  shift  in  congressional  policy.  I  do  not  enter  an  objecUm 
to  that  shift.  But  I  do  emphasize  that  a  shift  from  an  environment  of  regulated 
monopoly  achieved  pursuant  to  congressionally  mandated  policy  over  mon  than 
half  a  century  to  a  new  environment  combining  regulation  of  traditional  servicei 
with  open  entry  for  new  services  plus  unregulated  competition  from  alternative  or 
Bubfltitutable  services  will  disrupt  traditional  legal,  economic  and  behavioral  con- 
cepts. For  regulator,  carriers,  competitors  ana  courts  to  implement  the  poliCT 
changes  as  ConsresB  intends  by  this  legislation,  will  require  very  clear  stateioeDts 
l^  Congress  of  tne  new  policy,  its  coals  and  objectives,  of  the  intended  relationahip* 
between  regulated  and  unregulatM  providers  of  service,  between  the  application  of 
traditional  r^rulatory  public  interest  concepts  and  obligations  and  the  quit«  difflBr- 
ent  standards  arising  from  the  antitrust  and  other  laws  relating  to  general  busiRew 
activity. 

Without  such  clear  statement  of  policy  and  objectives,  including  a  careful  balanc- 
ing of  the  standards  to  which  business  conduct  is  expected  to  adhere  and  be  judged, 
between  public  interest  criteria  of  regulation  where  effective  competition  is  abaent 
and  the  pnHmmpetition  standard  of  the  unregulated  market  place,  the  intent  of 
Congress  will  be  frustrated.  The  industry,  the  new  entrants,  the  rc^lators  and  the 
courts  must  be  given  clear  policy  directives. 

In  the  paragraphs  that  follow,  I  will  identify  some  of  the  mqjor  areas  where  1 

believe  the  intent  of  Congress  could  be  more  precise  and  explicit.  I  a '  *" 

provide  to  the  staff,  if  it  wishes,  su^ested  legislative  language. 

//.  The  goal  of  preserving  basic  services,  universally  available,  at  just  and 

I  believe  there  is  no  dissent  from  the  assertion  that  this  country  now  has  the  beat, 
the  moet  widely  available  and  the  lowest  cost  service  anywhere  in  the  world.  The 


intent  of  the  legislation  is  to  open  tele-communications  markets  to  wider  o 

choice  without  impairment  of  the  existing  basic  service  or  the  system  that  has  made 

it  poaaible. 

Other  witnesses  have  described  the  core  network^how  it  is  planned,  engineered 
and  managed,  what  services  it  can  nrovide  now  and  in  the  foreseeable  future,  how 
the  exchange  network  relates  to  ana  is  a  part  of  the  core  network.  The  conclusions 
to  be  drawn  from  this  are  several: 

First,  the  network  (interexchange  and  intraexchange).  although  provided  1^  amne 
1600  entities,  must  be  designed  and  managed  as  a  single  integrated  network.  Tfae 
Bills  accord  some  recc^itlon  to  the  network  as  an  essential  national  resource  and 
to  the  need  for  coordination  of  planning,  construction  and  management,  but  the 
legislation  needs  greater  precision. 

Second,  the  legislation  distinguishes  between  interexchange  and  intraexchange 
services  and  requires  each  to  be  provided  through  fullv  separated  entities  without 
any  common  management  or  ownership  of  facilities.  Other  witnesses  have  deacribed 
how  some  exchange  services  are  provided  over  interexchange  facilities  and  how 
interexchange  services  utilize  intraexchange  facilities.  Switching  and  transmission 
facilities  used  for  both  exchange  and  interexchan&e  services  are  often  jointly  owned 
by  the  carriers  that  Jointly  provide  the  service.  Requiring  massive  shifts  of  owner- 
ship of  facilities  would  be  highly  disruptive  to  the  industry  and  to  its  millions  of 
investors  who  own  the  facilities,  often  by  means  of  mortgage  bonds  or  indenture* 
with  restrictions  on  property  transfers.  The  prohibition  of  joint  ownership  of  fadli- 
ties  used  to  provide  a  "joint  through"  service  is  inconsistent  with  the  way  telephcne 
service  is  provided,  serves  no  purpose  and  would  be  highly  disruptive. 

Another  aspect  of  this  problem  that  needs  to  be  addressed  concerns  the  economic 
viability  of  the  intraexchange  carriers.  The  legislation  would  strip  from  them,  at 
least  as  regulated  entities,  revenues  from  both  terminal  equipment  and  intercitv 
services.  As  industry  cost  studies  show,  the  remaining  local  exchange  service  would, 
in  many  cases,  simply  not  t>e  economically  viable  without  massive  local  rate  in- 
creases. The  access  charge  and  exchange  maintenance  plan  are  designed  to  partially 
alleviate  this  problem.  Another  witness  has  discussed  the  impact  on  lo^  rates  of 
these  provisions.  I  suggest  that  permitting  the  exchange  carrier  to  maintain  an 
ownership  interest  in  interconnected  interexchange  facilities  would  provide  a  reve- 
nue flow  that  would  be  a  benefit  to  local  exchange  subscribers. 
///.  The  goal  of  greater  consumer  choice 

If  the  stated  goal  of  greater  consumer  choice  in  all  telecommunications  and 
related  markets  is  to  lie  achieved,  it  follows  that  all  suppliers  who  have  a  product  or 
service  which  satisfies  a  market  demand  should  be  permitted  to  compete  <wi  equal 
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ilirely  free  to  bring  to  bear  on  the  markets 

m  be  espected  to  bring  to  their  market 

and  horizontal  integration,  and  rightly 
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terms.  A  system  which  imposes  arbitrary  handicaps  o 
others  is  not  competition:  it  is  government  allocation. 

We  recognize  that  some  services  supplied  by  the  Bell  system  which  are  deemed  to 
be  essential  to  the  public  need  must  continue  to  be  regulated  at  least  until  effective 
competition  can  develop.  The  fact  of  regulation  is  itself  a  handicap  for  the  Bell 
System,  the  necessity  for  which  we  accept.  What  we  cannot  accept,  not  only  because 
it  would  be  unfair  to  our  investors  but  more  importantlv  because  it  would  restrict 
and  frustrate  consumer  choice,  is  th     *  ''  "       "    '         .i^i.-.-  -rr.  ,.._ 

competitive  services  of  restrictions  t 
unregulated  markets  on  e<)ual  terms. 

The  legislation  would  invite  and  i 
have  already  signalled  their  intere»it 
have  significant  research,  develoj 
and  others  still  in  the  wings,  wou 
they   intend  to  serve.   In  short,   they 

penetration  the  full  benefits  of  their  vertical  and  horizontal  integration,  and  rightly 
BO.  But  bringing  to  consumers  the  full  benefits  of  fair  competition  demands  that  Bell 
be  similarly  free  to  offer  products  and  services  in  competitive  markets  through 
affiliates  having  access  to  research,  development,  and  manufacturing  facilities. 

To  accomplish  these  goals,  several  refinements  in  the  legislation  are  needed.  First, 
the  defmltion  of  a  fully  separated  entity  and  the  related  Sec.  212  concerning 
ouaiirication  of  Directors.  ne«l  amendment  to  focus  on  market  place  controls  rather 
than  internal  operations. 

There  has  been  much  discussion  on  this  record  of  the  need  for  full  separation  of 
subsidiaries  or  for  a  cost  accounting  structure.  Such  requirements  appear  to  be 
designed  to  address  three  concerns.  First,  the  need  to  remove  any  incentive  to 
subsidize  competitive  activities  with  revenues  from  services  not  subject  to  effective 
competition.  Second,  to  make  available  to  competitors  facilities  at  reasonable  rates 
for  use  by  them.  And  third,  to  assure  that  competing  Intercity  networks  will  have 
access  to  exchange  facilities,  and  thence  to  their  customers,  on  reasonable  terms. 

I  suggest  to  you  that  these  objectives  can  be  attained  with  simple  and  direct 
l^islative  requirements  that  will  not  destroy  the  benefits  of  the  integrated  struc- 
ture which  have  given  us  today's  quality  of  service,  and  without  dependmg  upon  the 
availability  of  accounting  safeguards. 

By  requiring  a  Bell  Company  to  provide  tHecommunications  facilities  to  all  of  its 
competitors  at  reasonable  rates,  and  by  permitting  competitors  the  freedom  to  resell 
such  facilities  or  to  use  them  in  providing  their  own  services,  it  is  possible  to  reduce 
for  cross-subsidies  or  predatory  pricing.  Thus,  the  first  two  of  your 
be  met.  The  third  is  covered  by  proposed  Sec.  207.  However,  1  would 
strongly  endorse  the  amendments  to  Sec.  21)7  proposed  by  Henry  Geller. 

Second,  the  1956  Final  Judgment,  which  restricted  the  Bell  System  to  regulated 
common  carrier  activities,  is  clearly  not  appropriate  to  the  new  environment.  Both 
Senate  Bills  recoenize  this,  and  both  would  partially  override  the  Final  Judgment. 
Both  provisions,  however,  are  in  need  of  amendment  to  more  precisely  accomplish 
their  intended  purpose. 
rV.  The  goal  of  restructuring  the  industry 

In  addition,  we  most  strongly  urge  that  Section  227  of  S,  611  be  deleted.  It  asserts 
that  nothing  in  this  Act  shall  be  construed  as  a  sense  of  Congress  with  regard  to 
any  pending  litigation.  However,  the  thrust  of  the  entire  Act  is  to  recast  the 
Structure  of  the  industry  into  the  mold  the  Congress  now  sees  as  appropriate  to 
serve  the  needs  of  society.  To  invite  the  courts  to  perform  further  radical  surgery,  as 
Section  227  now  does,  would  permit  the  courts,  on  a  piecemean  basis,  to  destroy  the 
industry  structure  Congress  will  have  so  painfully  erected.  We  do  not  seek  W  have 
the  Congress  legislatively  moot  that  part  of  the  government  antitrust  suit  which 
allies  anti-competitive  conduct.  But  Congress  should  make  it  clear  that  by  this 
l^islation  it  has  mandated  the  industry  structure  which  it  deems  appropriate  for 
the  future  and  that  it  reserves  to  Itself  the  right  to  legislate  any  further  changes 
thought  te  be  in  the  public  interest.  The  balance  between  public  regulation  and 
market  place  regulation  will  have  been  struck  by  the  Congress,  In  addition,  the 
■l^ialation  needs  to  be  explicit  that  the  industry  is  not  to  be  penalized  for  the 
consequence  of  a  structure  mandated  by  the  Congress  in  the  past  and  the  market 
shares  that  derive  it,  or  for  the  new  structure  mandated  by  the  new  legislative 
approach  to  the  supply  of  telecommunications  and  related  equipment  and  services. 
V.  Specific  provisions 

In  addition  to  the  provisions  already  discussed,  there  are  other  provisions  the 
legal  consequences  of  which  seem  to  be  counter-productive  or  intentionally  incon- 
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One  such  provision  is  amended  Section  205  (page  30)  which  would  give  the 
CommisiBon  expansive  powers  to  prescribe  conditions  on  Cat^ory  II  carriers  and 
their  affiliates,  including  the  power  effectively  to  require  divestiture  of  afTiliata. 
This  should  be  compared  with  Section  225  of  S.  622  which  gives  the  FCC  correspond- 
ingly borad  regulatory  powera  hut  explicitly  denies  the  power  to  order  divestiture.  If 
the  Congress  wishes  a  market  place  test  of  the  restructuring  accomplished  by  thie 
Act,  it  would  amend  present  Section  215  to  require  a  report  and  recommendatioD 
from  the  Commission  ti]  Congress,  but  Congress  should  not  permit  the  Commiasion. 
by  rule,  to  undo  the  work  of  Congress. 

There  appears  to  be  a  conflict  between  amended  Section  204(b)  (page  26}  and 
Section  204(hX3)  (page  29).  The  Tirst  would  prevent  any  carrier  affiliated  with  a 
Category  II  carrier  from  being  designated  as  Category  I.  The  second  proviak» 
referred  to  would  permit  a  fully  separated  carrier  which  provides  only  services 
subject  to  effective  competition  to  apply  for  designation  as  Category  I,  but  would 
leave  the  grant  of  the  application  to  Commission  discreton  consistent  with  the 
policies  of  the  Act.  Both  sections  sould  provide  for  the  classification  as  Category  I  of 
any  carrier  providing  only  services  subject  to  effective  competition,  with  Commisi- 
son  discretion  limited  to  that  factual  determination. 

1  would  also  urge  that  amended  Section  204(e]  (page  27)  be  written  to  substitute 
an  economic  defmition  of  "effective  competion"  for  the  arbitrary  market  share 
definition  in  the  Bill.  The  defmition  proposed  to  you  by  Henry  Geller  is  one  we 
could  support. 

The  Bill  (S.  611)  at  page  38  deletes  the  provision  of  existing  law  which  permits 
concession  service  to  employees,  directors  and  pensioners.  Such  concession  service 
has  long  been  an  important  part  of  the  benefit  package  for  employment  in  this 
industry,  similar  to  benefits  available  to  airline,  railroad  and  steamship  employees 
and  many  others  throughout  industry.  Its  elimination  would  doubtless  result,  after 
collective  bargaining,  in  corresponding  wage  and  salary  adjustments  which,  consid- 
ering the  incremental  cost  of  providing  such  service,  would  cost  the  ratepayer  more. 

Still  another  change  made  by  this  Bill  (S.  611)  on  page  52  is  deletion  of  the 
provision  in  existing  law  that  makes  acquisitions  and  mergers  of  carriers,  when 
approved  by  the  Oimmission,  immune  from  antitrust  attack.  The  Bill  require*  the 
creation  of  new  subsidiaries  and  realignment  of  facility  ownerships  and  service 
offerii^.  As  conditions  settle  down  in  the  industry  following  the  massive  restruc- 
turing required  by  the  Act.  it  may  well  be  that  certain  acquisitions  and  mergers  will 
be  required  for  efficient  service  of  the  public  interest.  It  seems  unwise  policy  to  deny 
to  the  Commission  which  will  be  presiding  over  the  evolution  of  the  industry  in  the 
new  environment,  the  power  to  make  public  interest  determinations  in  such  matters 
which  will  have  binding  elTect  and  free  the  industry  from  further  vexatious  Htiga- 

Perhaps  the  most  extreme  provision  in  the  entire  Bill  in  Section  230  on  page  59. 
That  Section  is  a  broad  grant  of  power  to  the  Commission  to  order  divetiture  of 
facilities  and  to  prohibit  and  control  ownership  of  facilities  and  other  media  inter- 
ests, however  it  may  please  the  Commission  to  promote  the  policy  of  the  Act.  I  am 
not  aware  of  any  other  grant  of  power  by  (Congress  as  broad  as  this  which  has 
survived  the  Constitutional  test.  Whether  Constitutional  or  not,  this  section^ — grant- 
ing to  an  arm  of  government  the  absolute  and  unqualified  power  to  limit  the 
number  of  facilities  any  carrier  own— is  an  assertion  of  governmental  control  fay 
political  flat  which  is  at  war  with  the  principles  of  a  free  and  democratic  society. 

These  are  the  broad  areas  of  the  present  Bills  which  give  us  the  greatest  concern 
and  I  commend  them  to  your  further  consideraiton.  We  shall  be  glad  to  work  with 
your  staff  in  developing  appropriate  language  to  express  your  intent. 

With  such  changes,  we  believe  legislation  can  be  enacted  to  accomplish  the  statad 
goals  and  objectives,  and  we  offer  our  continuing  cooperation  to  that  end. 

Senator  Holungs.  Thank  you. 

Mr.  OtsoN.  Why  don't  we  have  Mr.  Goldstein  on  accounting,  Mr. 
Chairman? 

Senator  Holungs.  Very  good.  We  will  be  glad  to  hear  from  Mr. 
Goldstein. 

Mr.  Goldstein.  Mr.  Chairman,  Senators,  thank  you  for  allowing 
me  to  appear  again  before  you. 

Senator  Goldwater,  I  answered  a  question  of  yours  this  mornit^ 
about  the  bonded  indebtedness  of  the  Bell  System. 
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1  think  I  overdid  it  a  little  bit.  The  actual  number,  rather  than 
$50  billion,  is  somewhat  closer  to  $40  billion,  rather  than  $50 
billion. 

I  think  the  conclusions  were  essentially  the  same. 

Senator  Gold  water.  More  or  less. 

Mr.  Goldstein.  1  would  like  to  supplement  the  testimony  1  gave 
this  morning  and  tell  you  about  the  status  of  the  accounting 
system.  I  mentioned  this  morning  that  we  do  have  an  accounting 
system  that  is  doing  a  very  fine  job  of  financial  reporting.  I  also 
said  what  we  don't  have  is  a  good  cost  accounting  system  that  will 
allow  us  to  determine  accurately  and  routinely  on  an  ongoing  basis 
the  cost  of  the  individual  services  we  provide  our  customers.  The 
reason  our  accounting  system  doesn't  do  that  cost  accounting  job  is 
that  it  was  never  designed  to  do  it. 

We,  as  well  as  all  other  telephone  companies,  keep  our  books  in 
accordance  with  the  Uniform  System  of  Accounts,  because  we  are 
required  to  do  it  by  the  Communications  Act  of  1934. 

Incidentally,  that  act  provides  once  the  Commission  prescribed 
the  Uniform  System  of  Accounts,  telephone  companies  are  not 
permitted  to  keep  any  other  system  of  accounts,  unless  specifically 
authorized  by  the  Commission. 

Back  in  1934,  when  this  provision  was  passed,  telephone  compa- 
nies offered  essentially  two  kinds  of  service,  local  and  long  dis- 
tance. Telephone  company  services  were  then  unequivocably  regu- 
lated monopolies.  Regulators  of  telephone  companies  were  basically 
interested  only  in  overall  financial  performance,  total  rate  of 
return,  earnings  per  share,  and  so  on. 

For  internal  management  purposes,  we  kept  completely  different 
sets  of  indices  and  measures  that  allowed  us  to  manage  our  busi- 
ness internally,  but  we  didn't  look  toward  the  cost  of  individual 
services. 

The  reason  was  they  were  of  relatively  minor  interest. 

This  changed  with  the  advent  of  competition.  As  competition 
came  into  being,  we  had  to  have  more  special  cost  studies  to 
determine  the  costs  of  these  services  as  Federal  and  State  commis- 
sions alike  asked  for  these. 

Often  they  did  so  under  pressure  of  new  competitors  who  increas- 
ingly intervened  in  the  various  rate  CEtses.  Cost  studies  do  obtain 
good  information,  we  believe  reasonably  good  information  that  do 
get  at  the  costs  of  service. 

I  don't  want  to  leave  the  impression  we  are  just  fiying  blind. 
What  we  don't  have  is  a  system  that  can  do  this  on  an  ongoing 
routine  basis. 

Cost  studies  are  easy  to  attack.  In  particular,  they're  easy  to 
attack  by  those  who  are  interested  in  having  our  prices  change  one 
way  or  the  other. 

"There  were  really  two  major  areas  of  attack  on  some  of  those 
studies. 

First,  it  was  charged  the  numbers  were  inaccurate.  To  be  sure, 
it's  the  nature  of  statistical  studies  that  you  don't  get  100-percent 
precision  and  accuracy.  We  believe  for  the  purposes  that  they  were 
intended,  these  numbers  were  accurate  enough. 

The  second  area  was  that  the  methodology  of  using  the  numbers 
to  arrive  at  the  cost  was  incorrect. 
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I  got  into  that  this  morning.  I  would  say  it  was  this  area  of 
methodology  rather  than  the  precision  of  the  numbers  themselves 
that  caused  most  of  the  controversy. 

Not  the  numbers  so  much,  but  the  methodology. 

In  the  early  1970's  about  the  time  this  was  all  happening,  we 
were  also  becoming  aware  that  we  needed  better  information  about 
the  cost  of  individual  services  for  internal  management  purposes. 
We  were  beginning  to  see  that  indices  and  other  productivity  meas- 
ures we  were  using  needed  to  be  supplemented  by  specific  informa- 
tion, cost  information,  on  a  routine  basis  for  individual  services. 

So  it  came  about  that  in  1973  the  Bell  System  undertook  to 
develop  a  cost  accounting  system,  not  just  costs  but  also  revenues. 
We  called  it  functional  accounting. 

This  system  was  based  on  the  most  modem  data  processing 
capabilities  and  would  give  us  routinely  on  an  ongoing  basis  the 
costs  and  revenue  date  our  managers  would  need  to  run  the  busi- 
ness, as  well  as  the  date  we  needed  to  satisfy  the  r^^latory  needs 
of  this  new  multiservice  competitive  environment. 

Let  me  tell  you  where  we  stand  on  the  development  of  this. 

I  mentioned  this  morning  we  spent  something  like  $400  miUioD 
on  this,  mostly  to  bring  the  various  feeder  systems  up  to  snuff. 

We  have  completed  the  development  of  what  we  call  stages  1  and 
2  of  functionail  accounting.  These  stages  of  functional  accounting 
will  have  been  introduced  into  all  our  telephone  companies  by  the 
end  of  next  year,  by  the  end  of  1980. 

What  do  stages  1  and  2  do?  Two  things.  First,  they  introduce  the 
procedures  and  codes  which  are  the  foundation  for  the  entire 
system. 

Second,  they  provide  us  with  pretty  good  accounting  data  to 
determine  revenues  and  costs  for  the  terminal  equipment  part  of 
our  busings. 

In  other  words,  for  that  part  of  our  business  that  is  on  the 
customer's  premises. 

By  the  end  of  next  year  or  a  little  later,  we  will  have  a  cost 
accounting  system  that  won't  be  perfect,  but  will  give  us  the  means 
to  keep  track  of  most  of  the  transactions  that  relate  to  terminal 
equipment. 

That  is  a  pretty  big  step  forward  for  us,  since  as  you  know,  the 
area  of  terminal  equipment  cost  has  been  fairly  controversial. 

Compared  to  the  cost  accounting  for  the  network  services,  the 
theory  and  methodology  related  to  cost  accounting  for  terminal 
equipment  is  relatively  straightforward. 

The  reason  for  that  is  that  the  hardware  we  use  to  provide 
terminal  equipment  services  to  any  given  customer  is  easily  de- 
Hned.  It's  a  telephone  or  date  set  or  PBX  and  serves  a  single 
customer,  and  that  means  this  allocation  problem  I  talked  about 
this  morning  is  not  really  very  severe. 

Therefore,  I  would  say  that  the  accounting  problem  with  respect 
to  terminal  equipment  is  well  on  its  way  to  solution. 

On  the  other  hand,  accounting  for  network  services  is  much 
more  difficult. 

The  nationwide  facilities  network  serves  many  different  services; 
depending  on  how  you  count  them,  you  can  identify  anywhere  from 
15  to  100  of  different  services  that  are  provided  over  the  network. 
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The  problem  is  how  to  allocate  the  costs  of  the  highly  int^rated 
network  to  these  services. 

Before  you  ciui  allocate  these  you  have  to  know  what  they  are. 

That  is  the  job  for  functional  accounting  stage  three.  St^es  1 
and  2  have  to  do  with  terminal  equipment.  Stage  3  has  to  do  with 
network  services. 

Before  I  can  tell  you  where  we  are  in  functional  accounting  stage 
3,  I  have  to  go  back  to  the  revision  of  the  uniform  system  of 
accounts  that  I  mentioned  this  morning. 

In  a  nutshell,  as  I  said,  what  is  happening  is  that  we  are  waiting 
for  an  order  from  the  FCC  telling  us  what  kind  of  s^tem  they 
want  for  the  uniform  code  of  accounting. 

Until  we  get  their  order  it's  a  bit  hard  to  tell  exactly  how  the 

firopceed  rewrite  of  the  uniform  system  of  accounts  will  affect  the 
unctioneil  project. 

What  else  will  we  have  to  do  for  functional  accounting  as  a 
result  of  the  uniform  system  of  accounts  rewrite?  We  don't  know 
what  the  FCC  will  do  about  comments  that  we  have  given  them 
and  we  don't  know  when  we  will  receive  this  order.  We  are  hopeful 
from  what  Chairman  Ferris  said  we  will  get  some  preliminary 
information  this  summer. 

With  respect  to  the  overall  concept  of  functional  accounting,  we 
are  in  pretty  good  shape.  We  don't  think  the  uniform  system  of 
accounts  will  change  that  very  much. 

That  ifi  what  I  am  hopeful  of  at  least.  We  think  the  rewrite  of 
the  USOA  will  have  relatively  less  effect  on  stages  1  and  2.  We 
looked  at  their  proposal  and  compared  it  with  what  we  have  done, 
and  we  think  that  the  changes  that  we  will  have  to  make  to  stage  1 
and  2  will  be  mein£igeable. 

Now  there  is  a  problem  that  we  can't  really  predict  right  now. 

If  terminal  equipment  is  to  be  deregulated,  as  it  appears  likely 
by  this  legislation,  we  will  have  to  make  some  changes  because  the 
deregulated  business  would  probably  have  to  be  governed  by  difTer- 
ent  accounting  rules  than  a  regulated  business. 

The  only  other  issue  that  concerns  us  here  would  be  the  effect  of 
any  changes  in  the  structure  of  the  Bell  System  that  might  come 
about  as  a  result  of  these  bills. 

By  that  I  mean  the  creation  of  additional  subsidiaries  which,  as 
your  questions  indicated  this  morning,  would  require  separate  ac- 
counting systems  rather  than  the  single  Uniform  System  of  Ac- 
counts. 

Now  what  are  some  of  the  implications  of  what  I  have  told  you? 

First,  you  recognize  the  most  diflicult  of  these  accounting  prob- 
lems is  allocation  of  plant  that  is  jointly  used  by  two  or  more 
services. 

The  obvious  way  to  solve  that — also  the  wrong  way — would  be 
not  to  use  the  plant  jointly.  But  there  are  good  reasons  for  joint  use 
of  the  plant.  The  reason  is  because  it  is  an  economical  way  of 

ftroviding  service.  The  result  is  lower  prices  for  all  the  services  so 
iimish^  to  the  public. 

The  Bell  System  network  is  a  prime  example  of  jointly  used 
plant  and  the  efficiencies  and  economies  of  today's  telecommunica- 
tions services  are  to  a  large  measure  due  to  their  joint  use.  People 
suggested  separate  subsidiaries  as  a  way  of  preventing  cross-subsi- 
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dization.  Unfortunately,  that  does  not  solve  the  problem  of  the 
joint  use  of  the  plant  I  have  been  discussing. 

Unless  each  of  the  subsidiaries  owned  all  of  the  facilities  that  it 
needed  to  provide  service  in  this  approach,  it  would  for^o  the 
economic  advantages  of  joint  use. 

You  still  have  the  problem  of  allocating  to  each  subsidiary  the 
cost  of  the  jointly  used  plant  and  that  requires  an  accountii^ 
system. 

We  need  an  accounting  system  whether  we  have  subsidiaries  or 
not. 

What  I  am  saying  is  that  a  subsidiary  is  not  a  substitute  for  an 
accounting  system. 

An  accounting  system  may  be  a  substitute  for  a  separate  subsidi- 
ary for  the  purpose  of  preventing  cross-subsidization,  but  the  re- 
verse is  generally  not  truue. 

Mr.  Chairman,  we  do  have  an  accounting  problem  today. 

We  need  to  solve  that  problem. 

In  order  to  solve  the  problem  we  need  a  new  system  for  obtain- 
ing the  numbers  and  clear  direction  as  to  the  method  to  be  em- 
ployed for  using  these  numbers  to  obtain  costs  of  service. 

We  are  working  on  obtaining  such  a  system,  and  so  is  the  FCC. 

What  I  am  hoping,  however,  is  that  the  problem  is  recognized  for 
what  it  is  and  not  solved  in  ways  which  will  throw  the  baby  out 
with  the  bath  water. 

I  don't  believe  this  legislation  should  require  disaggregation  of 
the  facilities  used  for  different  services. 

As  I  read  the  legislation,  it  does  not. 

I  believe  the  legislation  shouldn't  mandate  unnecessary  separate 
subsidiaries  just  to  solve  the  cross-subsidization  problem. 

It  won't  even  do  that  when  you  have  jointly  used  plant. 

Now,  having  said  all  this,  I  have  to  say  we  have  a  transition 
problem.  In  other  words,  what  do  we  do  until  we  implement  this 
new  accounting  system  we  have  been  talking  about  after  the  FCC 
prescribes  it? 

There  are  a  number  of  approaches  we  can  and  should  take.  The 
first  involves  interim  so-called  cost  of  service  record  systems  simi- 
lar to  the  system  we  are  developing  in  agreement  with  the  FCC. 

These  systems  rely  heavily  on  manual  and  ad  hoc  procedures 
and  tend  to  be  somewhat  cumbersome  and  expensive. 

We  don't  like  to  proliferate  them.  However,  we  would  not  pre- 
clude creation  of  additional  such  systems  for  new  competitive  serv- 
ices, if  necessary. 

The  second  approach  goes  back  to  the  point  I  was  making  about 
the  status  of  stages  1  and  2,  functional  accounting. 

I  would  proceed  and  suggest  we  proceed  with  creation  of  this 
accounting  svstem  and  its  application  to  terminal  equipment  which 
would  take  that  out  of  the  problem  area. 

The  third  approach  I  would  suggest  goes  to  the  fundamental 
problem  we  have  been  discussing. 

After  all,  accounting  systems  are  a  means  to  an  end.  They  are 
not  an  end  in  themselves.  What  is  fundamentally  at  issue,  it  seems 
to  me,  is  to  assure  the  public  of  competitors  and  regulators  that 
competitive  services  are  priced  so  they  are  not  subsidized  by  non- 
competitive services. 
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In  the  intercity  services  arena,  this  involves  a  relatively  small 
number  of  important  controversial  tarifTs.  In  a  somewhat  analo- 
gous situation,  there  were  some  very  troublesome  rate  and  cost 
issues  involved  in  ENFIA. 

They  were  addressed  and  resolved  after  everyone  pitched  in  with 
an  objective  of  obtaining  what  was  then  called  rough  justice. 

I  am  sure  nobody  who  participated  in  that  process  felt  it  had  the 
precision  and  polish  we  would  have  preferred. 

Nevertheless,  eigreement  was  reached.  I  would  suggest  we  ap- 
proach the  interim  accounting  problem  and  interim  rate  problem — 
in  other  words  what  to  do  until  the  uniform  system  of  accounts  has 
been  revised  and  implemented — in  that  same  spirit  of  rough  jus- 
tice. 

We  are  prepared  to  work  with  the  FCC  staff  and  with  interested 
parties  to  dispose  of  the  most  troublesome  issues  that  now  beset 
this  ratemaking  process. 

Resolution  of  the  issues  will  be  necessary,  in  any  event,  as  part 
of  the  USOA  rewrite. 

Many  of  the  issues  we  have  been  discussing  are  not  really  ac- 
counting issues  as  such.  Perhaps  the  most  important  one  goes  to 
the  costii^  methodology  which  has  a  lot  more  to  do  with  policy  and 
philosophy  than  it  has  to  do  with  account. 

Furthermore,  let  me  suggest  that  we  are  open  to  other  ideas  for 
resolving  these  matters  expeditiously  for  this  interim  period  with 
at  least  rough  justice  to  ail. 

Let  me  suggest  it  would  be  very  helpful  to  the  process  if  the 
Congress  would  give  guidance  in  the  area  of  costing  philosophy. 

We,  along  with  what  I  believe  is  the  great  majority  of  econo- 
mists, think  long-run  incremental  analysis  is  the  appropriate  way 
to  determine  prices. 

FCX^  believes  otherwise,  and  insisted  on  a  fully  distributed  cost 
approach. 

I  know  the  House  bill,  H.R.  3333  contains  a  directive  to  the 
Commission  to  adopt  what  the  bill  calls  long-run  mai^nal  costing 
concepts  as  a  basis  for  pricing. 

We  commend  that  provision  to  your  attention  and  would  like  to 
see  a  similar  provision  adopted  by  your  committee. 

While  I  am  not  the  expert  on  this  matter,  we  can  certainly 
furnish  additional  material  to  you  and  your  staff  on  this. 

In  my  filed  remarks,  1  discuss  several  matters  relating  to  Bell 
Laboratory  and  Western  Electric  costs  and  how  these  are  account- 
ed for.  Bell  Labs  and  Western  have  excellent  cost  accounting  sys- 
tems, entirely  suited  to  their  purpose. 

The  cost  of  developing  Western  products  is  paid  for  by  Western. 

It's  not  peud  for  by  the  license  contract.  There  have  been  allega- 
tions to  the  contrary,  but  my  filed  testimony  rebuts  those  allega- 
tions fully. 

These  development  costs  are  part  of  the  price  that  the  telephone 
companies  pay  for  Western  products. 

They  recover  these  costs  by  the  rates  they  charge  their  custom- 
ers. 

Research  and  systems  engineering  work  at  Bell  Labs  is  paid  for 
by  license  contract  money. 
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My  filed  testimony  shows  this  cost  is  charged  to  the  ultimate 
customer  on  an  entirely  fair  basis. 

In  conclusion,  let  me  sum  up. 

First:  We  agree  that  competitive  services  should  not  be  cross- 
subsidized  by  noncompetitive  services. 

No  question  about  that. 

Second:  We  know  that  we  need  better  cost  accounting  systems 
and  we  have  been  working  diligently  for  a  number  of  years  and 
spent  hundreds  of  millions  of  dollars  toward  that  end. 

We  don't  object  to  the  establishment  of  subsidiaries  where  they 
make  economic  and  mancigement  sense  but  it  must  be  possible  for 
these  subsidiaries  to  be  managed  and  operated  with  other  affiliates 
within  the  horizontally  and  vertically  integrated  Bell  System  struc- 
ture. 

We  know  that  there  exists  a  problem  with  respect  to  how  we 
would  work  in  the  interim  until  an  accountii^  system  is  finally 
established.  I  gave  you  some  suggestions  relating  to  interim  cost  oif 
service  record  systems,  functional  accounting  for  terminal  equip- 
ment and  an  approach  to  achieve  rough  justice. 

I  indicated  our  willingness  to  consider  with  an  open  mind  other 
approaches.  I  have  tried  to  sketch  for  you  the  situation  with  re- 
spect to  Western  Electric  and  Bell  Labs  accounting  steps  in  order 
to  suggest  these  don't  pose  any  very  large  problem. 

Let  me  conclude  by  thanking  the  committee  for  the  opportunity 
to  discuss  this  material  before  you.  1  would  be  surprised  if  I  len 
you  without  any  unanswered  questions  and  I  would  be  very  happy 
to  try  to  answer  them. 

Senator  Rollings.  Thank  you.  I  will  be  glad  to  yield  to  my 
colleagues  for  questions. 

I  must  make  a  comment  respectfully,  of  course.  The  panel  must 
have  been  coached  by  a  football  coach  before  they  came  this  after- 
noon if  we  are  being  subjected  to  rough  justice,  hit  high  and  hit 
low.  And  all  around.  Now,  Mr.  Goldstein,  you  say  we  agree  that 
competitive  services  should  not  be  cross-subsidized  by  noncompeti- 
tive services.  That  is  all  we  are  trying  to  do.  We  have  to  take  the 
facts  as  they  exist.  Not  as  we  wish  them  to  be. 

As  they  now  exist,  you  have  the  monopoly  common  carrier.  Bell 
System,  working  extremely  well.  You  also  had  by  court  decision 
access  mandated  to  that  local  exchange  by  decisions  coming  down 
the  line  so  as  you  try  to  characterize  what  is  competitive  tmd  what 
is  noncompetitive,  you  can  see  at  the  very  onset  that  you  are  going 
to  have  to  separate  MTS  from  the  local  exchange  and  all  types  of 
MTS  services. 

It's  said  that  would  be  disastrous.  The  question  is  whether  it  can 
be.  For  example,  Mr.  Tanenbaum  says  Bell  Canada  is  not  owned  by 
A.T.  &  T.,  but  this  morning  we  heard  there  is  in  Canada  a  com- 
pletely separate  company  which  operates  all  the  long-distance  com- 
munications and  Bell  uses  the  Canadian  network  in  its  integrated 
alternate  route  switching  of  long-distance  U.S.  traffic. 

How  does  that  square  with  the  assertion  you  can't  operate  with  a 
network  of  separate  subsidiaries?  That  goes  througn  our  mind. 

That  is  the  only  change  that  we  really  make  to  the  structure. 
What  we  are  trying  in  responding  to  exactly  what  you  say  we 
agree  should  be  done,  and  that  is  competitive  services  not  be  cross- 
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subsidized,  then  we  characterize  them  in  the  bill  and  can  embellish 
upon  them,  fine-tune  them  and  otherwise,  but  having  to  use  that 
approach,  it's  up  to  Bell  to  make  that  decision  to  come  into  the 
competitive  world. 

We  don't  force  them  into  doing  anything.  Certainly  no  one  will 
get  into  their  common  carrier  field  and  local  exchange  and  basic 
service  emd  what  have  you.  So  I  know  as  a  lawyer,  for  example,  I 
have  written  briefs  before  myself  and  you  can  safely  examine  Mr. 
Preston  on  one  page  where  we  have  the  FCC  make  the  finding  and 
the  other  one  says  don't  take  that  power  away  from  Congress. 

When  we  look  at  the  requirements,  for  example,  and  I  don't 
know  if  we  will  mandate  and  settle  all  antitrust  cases  with  the 
information  we  have. 

You  say  we  ought  to  fix  it  and  once  it's  fixed,  Congress  should 
not  permit  the  Commission  by  rule  to  undo  the  work  of  the  Con- 
gress. 

Two  pages  later,  it  seems  unwise  policy  to  deny  to  the  Commis- 
sion which  will  be  presiding  over  the  evolution  of  the  industry  the 
power  to  make  public  interest  determinations  in  such  matters 
which  will  have  binding  effect  and  free  the  industry  from  further 
vexatious  litigation. 

So  you  get  both  ways  and  you  come  into  a  section  by  listing,  I 
can't  understand— I  get  fr^htened  when  you  say,  for  example, 
section  230  is  an  assertion  of  governmental  control  by  political  fiat 
which  is  at  war  with  the  principles  of  a  free  and  democratic  soci- 
ety. 

That  is  nothing  more  than  what  they  have  been  doing  over  there 
with  respect  to  media-related  interest.  Where  did  we  do  that?  So 
we  had  to  find  section  230  again.  It  has  to  do  with  what  is  going  on 
at  FCC  now. 

We  have  a  network  inquiry  about  the  monopolistic  trends  with 
the  newspaper  industry  and  certainly  no  one  in  his  right  mind 
runs  around  saying,  "Let's  expand  the  limitation  of  the  ownership 
of  television  stations  beyond  three  stations  with  the  FCC." 

Do  you  know  of  emybody  that  hsis  that  bill?  We  have  535  hanging 
around  town  with  all  kinds  of  wild  ideas  but  no  one  has  been  that 
wild. 

So  that  is  not  you  might  say  at  war  with  the  principles  of  the 
free  and  democratic  society  when  we  limit  the  ownership.  That  is 
all  we  are  trying  to  do.  It  goes  right  to  the  point. 

Many  are  very  much  afraid  the  phone  company  will  come  ahead 
with  their  lines  and  everything  else  and  take  over  the  cable  TV 
business  and  zoom  right  in. 

We  had  at  least  a  dozen  witnesses  already  in  these  areas,  say, 
that  you  just  make  a  bar  to  A.T.  &  T.  getting  into  the  cable  TV 
business. 

Let  me  ask  specifically  before  I  yield:  Is  it  the  intent  by  this 
comment  in  your  statement,  Mr.  Preston,  that  Congress  should 
make  it  clear  by  this  legislation  that  it  has  mandated  the  industry 
structure  which  it  deems  appropriate  for  the  future? 

Do  you  really  believe  we  will  do  that?  In  other  words,  that  will 
end  all  the  antitrust  activity  over  at  the  Justice  Department? 
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Mr.  Preston.  No,  sir.  I  think  I  specifically  said  we  weren't 
asking  the  Congress  to  moot  the  antitrust  case  insofar  as  the  case 
allies  past  misconduct. 

Senator  HoLUNGS.  You  take  away  the  remedy  of  the  court  to 
divest.  In  other  words,  we  determine  the  structure,  where  there 
couldn't  be  any  kind  of  divestiture,  then  they  might  find  it's  mo- 
nopolistic practice  in  violation  of  the  antitrust  procedures,  thereby 
mandating  the  industry  structure.  What  will  the  court  order? 

Mr.  Preston.  Divestiture  is  not  the  only  remedy  for  antitrust 
violations  if  they  are  proven. 

Senator  Holungs.  So  the  divestiture  remedy  would  remain  as 
you  see  it  under  this  act? 

Mr.  Preston.  As  now  drawn.  I  think  we  are  all  tilting  at  wind- 
mills if  we  painfully  legislatively  construct  a  new  structure  for  the 
industry  which  the  antitrust  court  can  wipe  out  the  next  day. 

Senator  Hollings.  Very  good. 

Senator  Goldwater.  I  just  have  one  comment. 

Mr.  Preston,  your  statement  indicates  that  while  S.  611  and  S. 
622  recognize  the  need  for  coordination  of  the  planning  and  man- 
agement of  the  switched  public  network,  the  legislation  needs 
greater  precision. 

I  won't  push  you  at  this  point  to  elaborate  on  that,  but  I  agree 
with  you.  It  would  be  a  great  service  to  this  committee  if  you  got 
your  legal  eagles  together  and  came  up  with  some  su^estions  as  to 
how  precise  this  should  be. 

You  have  to  keep  in  mind  what  the  chairman  has  been  saying. 
There  is  no  way  in  the  world  that  we  can  write  legislation  that  wUl 
safely  put  anybody  outside  the  purview  of  the  antitrust  monopoly 
laws. 

I  don't  think  we  want  to  do  it. 

I  believe  I  speak  for  both  stafTs  that  we  would  welcome  any 
suggestion  for  language  on  the.  mane^ement  issue. 

How  can  competing  carriers  be  assured  that  their  needs  will  be 
met  if  they  have  no  voice  in  the  management  of  the  network? 

Mr.  Preston.  We  would  be  happy  to  work  with  your  stafT  in 
developing  language  to  more  adequately  express  what  we  think  is 
the  intent  of  all  of  us,  both  to  define  the  network  and  to  grant  the 
privilege  of  jointly  designing,  managing,  and  operating  that  net- 
work by  the  partners  who  own  it  and  provide  the  service. 

To  go  to  the  last  point  you  made,  I  think  the  legislation  section 
207  of  S.  611  now  explicitly  requires  that  category  II  carriers  must 
provide  interconnection  to  any  competing  networks.  We  have  said 
repeatedly  that  we  are  willing  to  provide  interconnection  of  inter- 
city competing  networks  into  the  exchange  facilities  provided  by 
the  telephone  companies. 

Section  207  at  present  is  broader  than  that.  It  goes  beyond  that 
and  requires  joint  through  service  to  be  provided  between  category 
II  carriers  and  anybody  else  who  wemts  to  have  joint  through 
service. 

Henry  Geller  urged  that  you  not  require  joint  through  service  be 
provided  by  competitors.  He  thought  that  would  destroy  the  com- 
petitive atmosphere.  We  agree  with  that. 


Dig,, z.d  by  Google 


1225 

But  your  last  point,  Senator  Goldwater,  can  be  met  by  section 
207  amended  to  be  limited  to  requiring  interconnection  of  intercity 
competing  carriers  into  the  exchange  facilities  of  these  carriers. 

We  are  quite  ready  to  accept  that. 

Senator  Goldwater.  I  have  asked  for  the  same  kind  of  help  from 
every  group  that  testified.  This  is  not  a  field  that  we  work  in  every 
single  day. 

Mr.  Pii£STON.  We  would  be  pletised  to. 

Senator  Goldwater.  That  is  all. 

Senator  Schmitt.  Thank  you,  Mr.  Chairman. 

Thank  you  people  for  your  very  detailed  testimony.  Though, 
occasionally,  as  the  chairman  indicated,  it  m^ht  seem  a  bit  incon- 
sistent to  those  of  us  that  didn't  prepare  it,  I  am  sure  those  incon- 
sistencies will  be  clarified. 

I  think  it's  important 

Mr.  Preston.  I  would  be  glad  to  respond  to  the  inconsistency 
Senator  Hollings  thought  he  saw  if  you  like. 

Senator  Schmitt.  If  you  can  do  it  briefly,  yes. 

Mr.  Preston.  I  said  Congress  should  not  give  to  the  Commission 
the  power  by  rule  to  undo  the  structure  that  Congress  mandated. 

The  other  provision  I  commented  on  is  that  after  this  massive 
restructuring  occurs  and  the  industry  settles  down,  there  may  be 
meigers  and  acquisitions  needed  in  the  public  interest. 

The  present  act  permits  the  Commission  to  hold  hearings  and 
determine  whether  such  acquisitions  and  mergers  are  in  the  public 
interest.  That  provision  should  be  continued.  The  present  provision 
doesn't  give  the  Commission  the  power  to  order  any  restructuring. 

It  merely  determines  whether  such  restructuring  as  the  industry 
wants  to  establish  is  or  is  not  in  the  public  interest. 

It  substitutes  Commission  findings  for  antitrust  findings. 

Senator  Schmitt.  I  am  a  bit  disturbed  about  your  use  of  the  term 
"massive  restructuring"  with  respect  to  622. 

You  say  that  is  the  purpose  behind  the  bill.  It's  not.  I  think  the 
only  way  we  can  justify  having  legislation  in  this  area  is  on  the 
basis  of  three  needs  established  by  these  hearings. 

One  is  that  the  FCC  and  the  courts  need  guidance.  They  are 
acting  in  many  issues  now  independent  of  legislative  guidance. 

I  don't  think  you  would  disagree  with  that.  I  am  not  sure  any 
part  of  the  telecommunications  industry  would  disagree  with  that. 

The  second  reason  I  believe  you  would  agree  with.  An  increased 
competitive  environment  for  both  goods  and  services  in  telecommu- 
nications areas  will  be  beneficial  to  consumers  and  industry  and 
the  Nation  as  a  whole. 

There  ought  to  be  fair  competition.  You  would  want  to  be  author- 
ized to  the  maximum  d^ree  possible  to  enter  into  that  fair  compe- 
tition to  provide  the  new  goods  and  services. 

Third,  we  want  to  improve  and  enhance  the  availability  of  all 
telecommunications  services,  and  particularly  basic  voice  services, 
however  they  may  be  described. 

The  question  is:  What  is  the  legislative  structure  that  we  need  to 
create  so  that  those  three  needs  can  be  satisfied? 

One  area  where  you  have  expressed  the  greatest  concern,  and  I 
also  have  very  great  concern,  is  the  preservation  and  improvement 
of  what  you  now  call  the  core  network.  As  I  understand  it,  you  will 
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provide  us,  as  I  hope  other  witnesses  will  provide  us,  with  s 
tioDs  on  how  we  maintain  and  improve  that  core  network  in  a 
competitive  environment,  without  damaige. 

Not  only  will  the  staft  look  forward  to  your  input,  but  I  think 
several  Senators  will  also  look  forward  to  it. 

Do  you  have  any  preliminary  thoughts  on  how  a  management 
system  can  be  organized  in  a  competitive  environment  to  handle 
the  core  network  that  A.T.  &  T.  now  manages,  without  either 
decreasing  the  efficiency  of  that  network  or  creating  anticompeti- 
tive forces  in  other  areas? 

How  do  you  define  the  memfigement  of  that  core  network,  so  it 
continues  to  function  and  improve  as  it  has  in  the  past? 

Mr.  Oi^ON.  I  think  to  begin  with,  what  the  phone  industry  is 
saying  Is  we  ought  to  be  allowed  to  continue  to  function  as  a 
telephone  industry  In  the  joint  planning,  design,  and  management 
of  that  core  network  that  serves  every  part  of  the  United  States, 
not  just  the  largest  metropolitan  areas  where  some  of  the  competi- 
tors are  choosing  to  serve.  There  is  a  public  interest  responsibility 
to  make  sure  there  is  service  from  everjfwhere  to  everywhere. 

Now  I  think  what  we  have  to  do  is  to  be  sure — this  is  very  much 
on  your  mind  in  your  opening  comments  about  the  FCC  and  the 
courts  need  guidance,  and  there  are  many  areas  where  increased 
competition  will  help. 

There  should  be  fair  competition.  Basic  public  service  core  net- 
work service  which  is  evolving— party  service  looked  good  in  1934 
but  not  today — is  available.  The  trick  is,  and  we  are  fully  prepared, 
as  we  said  in  our  testimony  before  the  Senate,  to  make  sure  those 
competing  networks,  whether  it's  Southern  Pacific,  or  MCI,  or 
IBM,  or  whoever  else  enters  the  intercity  marketplace,  has  fair 
interconnection  to  that  core  network. 

I  think  it's  important  that  the  network  the  telephone  industry 
manages  today  is  a  network  under  common  management.  It's  not 
just  Bell  Sjfstem  management.  There  is  a  process  where  the  tele- 
phone industry  looks  at  an  NPA  area  whether  it's  in  Florida,  or 
Chicago,  or  Indiana,  or  Iowa  and  looks  at  what  is  the  most  efficient 
configuration  to  provide  service  within  that  State  to  all  the  com- 
munities. 

We  attempt  to  go  about  this  in  a  way  to  plan  for  the  growth  in 
the  traffic,  where  the  switching  center  should  be.  New  technology 
is  coming  onstream,   like  the   large  digital  time  division  switch. 

We  want  the  network  to  be  efficient.  There  Is  competition  out 
there.  It's  growing.  It  will  grow  further. 

We  want  to  be  sure  it's  an  efficient  network. 

Second:  We  want  to  assure  it  serves  all  the  customers.  The 
mechanism  exists. 

Now  here  is  a  good  example  of  why  legislation  is  needed— and 
that  is  why  I  commend  the  Senator  for  your  interest.  Yet  another 
suit  was  just  filed,  I  understand  from  testimony  that  was  given  this 
morning  by  another  party  in  anticipation  of  my  being  here.  We 
have  now  been  sued  again.  The  telephone  industry,  many  of  our 
partners  have  been  sued.  So  we  have  been  getting  together  and 
there  is  some  conspiracy. 
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Mr.  Chairman  and  other  distinguished  Senators,  how  will  you 
run  a  network  if  you  can't  get  together?  There  is  nothing  evil 
about  what  unfolded.  We  don't  object  to  competition. 

What  we  are  saying  is,  let's  not  try  to  mix  integration  of  compet- 
ing networks  into  our  core  network.  We  are  willing  to  compete 
with  those.  We  will  provide  access,  fair  interconnections.  One  of 
our  competitors  no  longer  wants  to  compete,  but  he  wants  to  be  a 
partner.  That  is  not  competition. 

There  is  a  mechanism  to  make  sure  our  public  switch  core  net- 
work service  is  available  to  the  rest  of  the  United  States,  which 
most  American  citizens  want.  There  aren't  very  many  American 
citizens  today  utilizing  the  competing  networks  serving  the  major 
cities  and  big  businesses. 

You  know  that  as  well  as  I  do. 

I  think  Uiere  is  a  way  to  be  sure  that  the  competitors  are  treated 
fairly,  that  we  will  not  use  predatory  pricing  from  our  so-called 
noncompetitive  services,  such  as  local  excheuige  or  MTS  to  cross- 
subsidize  what  are  truly  competitive  services  like  the  terminal 
business  or  other  specialized  services  coming  up  like  DDS  or  ACS. 

So  I  submit  that  legislation  can  be  put  tc^ether  that  will  allow 
for  a  public  switched  core  network  to  function  for  all  Americans, 
enhanced  over  time,  and  yet  have  fully  competitive  services,  some 
under  a  deregulated  environment,  and  make  it  work. 

The  accounting  system  has  to  come  forward. 

We  can  do  that. 

So  I  don't  see  the  inconsistencies  of  having  a  public  switched  core 
network  service  function,  and  I  don't  see  the  problem.  There  is  no 
way  you  can  break  apart  local  exchange  and  interexchange.  Those 
machines  switch  everything. 

I  don't  think  it's  in  anybody's  interest,  certainly  not  the  average 
user  out  there,  to  force  that. 

I  don't  think  that  weis  your  intent. 

What  we  need  to  do  is  find  the  right  mechanism  to  be  sure  there 
is  fair  competition  and  yet  allow  us  to  continue  to  provide  that 
switch  core  network  service. 

Senator  Schmitt.  Summarizing  what  you  have  said,  if  we  can 
provide  a  legislative  mechanism  to  insure  fair  interconnection  with 
the  core  network,  and  if  we  can  provide  during  a  transition  period 
a  cost  accounting  system  that  is  fair,  then  we  can  have  increased 
competition  where  competition  is  desirable  and,  at  the  same  time, 
maintain  and  improve  the  basic  core  network. 

Is  that  a  summary  of  your  testimony? 

Mr.  Olson.  Yes,  air. 

Senator  Schmitt.  One  of  the  most  difficult  parts  of  this  is  prob- 
ably the  accounting  system.  TermineU  equipment  may  be  relatively 
easy  to  put  into  a  cost  accounting  system.  To  determine  those  costs 
may  require  what  I  think  you  referred  to  as  longterm — what  was 
that? 

Mr.  Goldstein.  Long-run  incremental  costing. 

Senator  Schmitt.  It  will  be  necessary  to  have  a  living  statistical 
analysis  of  cost  allocation  in  certain  areas  with  some  estimation, 
but  also  have  a  system  that  is  modified  with  time,  based  on  experi- 
ence. 

Is  that  what  you  are  getting  at,  when  you  use  that  term? 
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Mr.  Goldstein.  Yes,  sir. 

Senator  Schmitt.  That  will  probably  be  the  most  difficult  part  of 
the  whole  accounting  system.  I  think  you  recognize  that,  as  well  as 
the  committee  does. 

Now  in  Mr.  Ross'  testimony,  he  said  certain  provisions  of  S.  6U 
and  S.  622  threaten  to  disrupt  the  technical  integration  of  the 
telecommunications  network,  impede  the  flow  of  technological  in- 
novation, delay  evolution  of  the  network  and  new  services  availa- 
ble through  it,  and  ultimately  do  a  grave  disservice  to  consumers. 

I  presume  you  mean  the  core  network;  is  that  correct? 

Mr.  Boss.  Yes. 

Senator  Schmitt.  Impede  the  flow  of  technolc^cal  innovation, 
could  you  be  more  specific  on  how  S.  622  would  impede  the  flow  of 
technological  innovation? 

Frankly,  one  of  the  fundamental  guidelines  that  the  staff  and  I 
and  Senator  Goldwater  worked  with,  was  to  try  to  create  a  mechzi- 
nism  that,  unlike  the  present  law,  would  not  impede  the  flow  of 
technolc^cal  innovation. 

If  we  slipped  up  somewhere  either  now  or  for  the  record,  would 
you  provide  us  with  analysis  of  S.  622  and  how  it  would  impede  the 
flow  of  technological  innovation? 

Mr.  Ross.  Later? 

Senator  Schmitt.  You  m^ht  summarize  it  in  a  comment,  but  we 
would  like  the  details  and  any  suggestions  you  have  for  language 
that  might  remove  those  objections. 

Mr.  Ross.  The  concern  here  with  S.  622  is  that  the  Commission 
will  determine  the  relationship  of  subsidiaries  to  the  parent  compa- 
ny and  depending  upon  just  what  those  relations  are  and  what  the 
structure  of  the  subsidiary  will  be,  then  you  could  have  an  impair- 
ment of  the  technological  area. 

That  was  the  point  I  was  alluding  to  in  S.  622. 

Senator  Schmitt.  Although  we  left  open  the  possibility  that  an 
accounting  system  might  not  be  possible,  our  presumption  is  that 
an  accounting  system  is  possible  and  that  the  formation  of  subsid- 
iaries would  not  be  necessary,  except  as  economics  made  it  desir- 
able. 

Is  that  what  you  are  getting  at  there? 

Mr.  Olson.  I  don't  think  S.  622  is  as  specific  about  arm's-length 
or  a  fully  separate  entity  as  S.  611. 

Senator  Schmitt.  I  have  been  reading  the  law  in  the  Ethics 
Committee  for  2  years,  but  I  am  not  a  lawyer.  Is  arm's-length  a 
term  of  art?  Does  it  have  a  specific  legal  meaning  to  you  as  a 
lawyer? 

Mr.  Preston.  I  went  to  the  books  when  I  first  read  these  acts, 
and  I  think  the  answer  to  your  question  is  no,  it's  not  a  term  of  art 
and  does  not  have  any 

Senator  ScHMnr.  Arm's-length  dealings  have  been  in  the  law  for 
a  long  time.  I  certainly  heard  the  term  well  before  we  drafted  these 
bills. 

Mr.  Preston.  The  language  that  troubles  us  is  the  conjunction 
between  "arm's-length"  and  "as  it  deals  with  any  unaffiliated 
entity  or  carrier." 

The  combination  of  the  two  would  mean  that  you  would  have  to 
hold  your  own  affiliate  at  the  same  distance  as  you  hold  emy 
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unafHliated  entity,  or  that  you  embrace  the  unafliliated  entity  in 
the  same  way  you  embrace  your  own  subsidiary. 

Senator  Schmitt.  You  suggest  that  an  accounting  system  can  be 
established  which  it  would  make  that  kind  of  relationship  unneces- 
sary. There  would  be  clear  definition  of  the  relationship  without 
the  necessity  of  treating  a  subsidiary  as  if  it  was  also  a  competitor. 

Mr.  Preston.  Yes.  I  think  also  that  the  accounting  system  gets  to 
the  question  of  cross-subsidy  where  subsidiary,  because  of  the  allo- 
cation of  common  plant,  does  not  cover  that  question. 

Senator  Schmitt.  I  thought  that  weis  a  very  interesting  para- 
graph. I  believe  it  was  Mr.  Goldstein's  statement  that  even  if  you 
had  subsidiaries  as  long  as  you  had  joint  plant  you  have  to  have  an 
accounting  system. 

Did  I  interpret  you  correctly? 

Mr.  Goldstein.  Yes. 

Mr.  Olson.  Go  to  Illinois  ageiin.  You  have  a  switch  that  is  switch- 
ing both  local  exchange  calls  within  the  metropolitan  Chicago  area 
and  delivering  calls  to  Springfield,  111.,  and  Washington,  D.C. 
Unless  you  are  going  to,  in  fact,  hold  the  machinery  apart  and 
start  over  or  reengineer  the  network,  you  would  have  to  have  an 
allocation  of  that. 

What  is  the  usage?  LoceU  usage  or  interexchange  usage?  the 
point  Mr.  Goldstein  made  is  that  separate  subsidiaries,  separated 
entities  does  not  resolve  that  problem.  You  would  have  to  have  an 
accounting  system.  We  have  had  one.  We  are  saying  we  need  a 
different  one. 

Senator  ScHMm.  To  allocate  joint  cost. 

Mr.  Olson.  Cost  of  methodology. 

Senator  ScHMnr.  You  were  mandated  to  have  this.  Are  you 
mandated  without  congressional  intervention  to  have  a  cost  ac- 
counting system?  I  understand  you  are,  emd  you  are  implementing 
that. 

The  question  is:  Do  we  think  it's  adequate? 

Mr.  Olson.  This  is  the  goal  we  have  with  the  FCC  and  this  is 
what  Mr.  Goldstein  was  referring  to  in  his  comments  about  other 
interested  parties.  If  I  could  digress  a  minute  about  one  of  our 
difficulties  before  the  FCC — somebody  was  referring  to  tariffs  this 
morning.  That  is  a  poor  choice  of  words. 

We  are  filing  tariffs  based  on  a  costing  methodology  that  we  are 
still  trying  to  resolve  with  the  FCC.  We  are  as  anxious  eis  the  FCC 
to  find  the  right  kind  of  costing  methodology,  the  allocation  process 
that  meets  their  needs  and  meets  our  needs.  This  is  very  important 
to  us. 

Senator  ScHMm.  I  oUected  the  other  day  to  the  general  use  of 
the  term  "unlawful  tariffs,"  particularly  since  only  a  portion  of  the 
tariff  is  in  question  and  also  that  the  determining  agency  can't  tell 
you  what  a  lawful  tariff  would  be. 

Perhaps  we  should  call  it  a  disputed  tariff  or  something  like 
that,  but  I  think  the  committee  understands  that  now. 

Your  testimony  raises  another  question.  At  certain  times  the 
network  can  be  completely  saturated  or  at  least  it  can  be  impossi- 
ble to  get  a  call  from  point  A  to  B. 

I  guess  Three  Mile  Island  was  a  good  example  of  that,  where  it 
was  impossible  for  some  period  of  40  minutes  for  the  Governor  of 
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Pennsylvania  to  call  the  White  House.  Don't  you  have  some  i 
when  something  like  that  happens,  to  free  up  emergency  circuits 
instantly? 

Mr.  Olson.  Why  don't  you  address  that  one? 

Senator  Schmitt.  This  has  nothing  to  do  with  the  l^ifilation.  I 
am  curious  about  it. 

Mr.  Tanenbaum.  If  the  only  connection  between  those  two  pointG 
is  through  the  switched  network,  it's  possible  for  congestion  to 
appear  unexpectedly  and  block  the  network. 

We  have  procedures  we  take  to  unblock  it,  but  sometimes  that 
happens. 

Senator  Schmitt.  If  you  could  identify  critical  circuits,  and  when 
a  certain  level  is  reached,  if  you  could  switch  in  and  hold  those 
open 

Mr.  Tanenbaum.  That  is  what  we  do.  We  have  ways  of  blocking 
calls  from  reaching  networks,  so  that  subsides. 

First  you  have  to  get  the  data.  Then  you  have  to  imderstand 
what  is  causing  the  problem  and  make  the  decision. 

That  can  take  40  minutes. 

Senator  ScKMrrr.  That  is  on  a  computer  progrzun,  isn't  it? 

Mr.  Tanenbaum.  We  have  not  learned  to  program  that  yet  to  do 
it  fully  automaticailly. 

Senator  Schmitt.  I  am  surprised. 

Mr.  Ross.  The  normal  condition  of  the  network  does  not  evidence 
itself  as  being  impossible  to  get  a  call  through  from  one  place  to 
another.  Usually  you  have  to  make  repeated  attempts  to  do  that. 

The  full  network  will  not  fit  in  the  biggest  computer  we  have 
today,  so  we  have  to  simulate  that. 

The  dynamics  are  such  that  things  build  up  in  this  20-  to  30- 
minute  period,  and  you  can  take  action  in  that  period  of  time. 

So  you  can  have  periods  of  congestion  that  are  built  up  in  that 
period  of  time. 

It  takes  you  that  period  to 

Senator  ScHMrrr.  Can't  you  identify  circuits  criticiU  to  national 
security  so  that  when  a  certain  number  of  caih  are  being  made, 
you  automatically  preserve  circuit  capability  for  priority  calls? 

Mr.  Boss.  Yes. 

Senator  Schmitt.  Is  that  done? 

Mr.  Ross.  Let  me  be  careful.  We  can  identify  through  experience 
where  the  overloads  in  the  network  are  liable  to  occur  on  Christ- 
mas Day  and  Mother's  Day  and  that  kind  of  thing. 

Senator  ScHMrrr.  That  is  based  on  history,  not  based  on  a  disas- 
ter situation. 

Mr.  Ross.  There  are  two  kinds  of  disasters.  One,  somebody  puts  a 
plow  through  your  cable.  Then  you  have  plans  to  restore  that  by 
edternate  routes.  In  those  particular  cases,  we  have  identified  in 
every  cable  the  very  critical  circuits. 

Senator  Schmitt.  That  was  handled  very  well  at  the  Long  Lines 
briefing. 

1  am  talking  about  the  situation  where  suddenly  the  President 
decides  to  have  a  phone-in  or  people  think  there  is  a  danger  of 
family  and  friends  being  hurt  by  radiation.  Calls  come  in  from 
every  direction  and  critical  circuits  become  saturated  without  any 
loss  of  total  capability  in  the  system. 
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Mr.  Tanenbaum.  Critical  circuits  are  usually  dedicated  circuits. 
We  have  a  lot  of  those  that  are  dedicated  hot-line  circuits  between 
people  who  know  they  may  need  to  communicate  with  each  other. 

One  of  the  potentials  in  the  stored  program  controlled  network  is 
at  least  the  feasibility  of  identifying  certain  particular  numbers, 
which  under  certain  conditions  can  be  given  priority  to  work  their 
way  through  the  network. 

I  think  ^at  is  a  feasible  kind  of  service  that  is  not  available  now. 

Senator  ScHMrrr.  I  encourage  you  to  continue  to  examine  that 
and  maybe  give  it  more  priority  than  you  have  in  the  past. 

There  are  many  situations  where  that  may  be  important. 

Mr.  Ross.  Indeed. 

Senator  Holungs.  Senator  Exon. 

Senator  Exon.  Thank  you,  Mr.  Chairman.  As  is  quite  clear  in 
these  hearings,  many  of  the  matters  I  had  to  inquire  about  have 
already  been  asked.  I  first  want  to  compliment  you  gentlemen  and 
also  the  panel  this  morning  for  enlightening  us  on  these  matters. 
One  of  the  problems  we  have  here  in  Washington,  D.  C,  we  prob- 
ably lack  the  technical  expertise  necessary  to  try  and  redo  a  com- 
munications system  in  the  United  States. 

That  is  one  of  the  things  that  concerned  me  a  great  deal.  I  have 
responsibility  to  make  amendments  or  vote  pro  or  con  on  these 
things  that  come  up. 

I  want  to  compliment  you  all  for  helping  us,  especially  Mr. 
Preston. 

By  comparison,  your  testimony  was  the  shortest  of  all  those 
given  here  today. 

I  think  that  is  quite  significant,  because  usually  lawyers  are  not 
that  brief. 

I  wish  the  brevity  you  experienced  could  be  passed  along  to  the 
members  of  your  profession  who  serve  in  the  U.S.  Senate. 

That  isn't  possible. 

I  have  a  question  or  two  for  you.  Maybe  Mr.  Olson,  you  could 
best  respond  to  this.  I  was  worried  a  little  bit  more  about  what  I 
am  about  to  ask  you,  as  a  result  of  the  answer  to  Senator  Schmitt's 
question  with  regard  to  the  emergency  in  Pennsylvania. 

It  w£is  my  assumption  that  the  telephone  network  that  we  recog- 
nize Eis  efTicient  and  the  best  in  the  world — I  would  caution  you  we 
expect  our  system  to  be  the  best  in  the  world. 

We  are  the  best  in  the  world  in  most  things.  Just  because  we 
have  a  telephone  network  that  is  the  best  in  the  world,  I  don't 
think  we  should  hoist  the  flag  too  high  in  defense  of  the  system  as 
it  presently  exists. 

I  also  thought,  though,  that  our  viUil  defense  functions,  such  as 
SAC  in  Omaha  and  some  of  our  other  major  real  emergency  cen- 
ters were  backed  up  quite  efficiently  by  6ie  common  carriers  as 
they  presently  exist. 

Would  you  comment  on  that? 

Mr.  Olson.  They  are.  As  you  know,  there  are  many  special 
governmental  networks.  Maybe  I  could  talk  more  specifically  to 
some  of  them.  They  go  from  the  FTS  network  all  the  way  to  the 
many  defense  networks  that  I  don't  think  we  should  be  talking 
about. 
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Some  are  more  on  the  top  secret  level.  What  we  do  have  is 
facility  backups  and  restoration  plans. 

About  Three  Mile  Island  that  Senator  Schmitt  was  talking 
about — I  would  be  glad  to  leave  a  publication  here  that  describes 
what  the  telecommunications  industry  did  during  that  emergency, 
including  United  Telecommunications  serving  adjacent  to  Bell  of 
Pennsylvania. 

So,  yes,  we  do  have  backup  facilities. 

We  have  restoration  plans. 

Of  course,  as  I  said,  we  have  many  of  the  governmental  networks 
that  are  separate  and  distinct.  I  assure  you  we  work  closely  with 
the  Defense  Department  and  all  arms  of  the  Government  to  be 
sure  the  network  that  exists  out  there  today  will  respond  under  all 
conditions. 

What  took  place  in  Pennsylvania  was  the  same  thing  that  took 
place  in  Wichita  Falls,  Jackson,  and  in  my  stamping  grounds  in 
North  Dakota,  where  we  have  to  move  in  directional  circuits.  We 
have  numerous  plans  on  how  to  deal  with  that  kind  of  emergency. 

As  Dr.  Tanenbaum  was  suggesting,  with  some  of  our  new  sys- 
tems coming  onstream  we  will  have  even  more  capability  of  being 
sure  the  network  will  function  under  these  conditions. 

Senator  ExoN.  As  a  member  of  the  Armed  Services  Committee,  I 
am  very  much  concerned  about  our  national  defense  posture  in 
general. 

Let  me  ask  you  this  as  a  followup  question: 

Do  you  believe  any  parts  of  the  two  principal  measures  before 
the  U.S.  Senate  that  you  are  testifying  on  here  today — would  any- 
thing in  those  particular  measures,  in  your  opinion,  have  any 
disruption  of  the  secure  telephone  network  we  have  available,  and 
the  backup  facilities  that  are  used  by  our  overall  Defense  E^stab- 
lishment  today? 

Would  these  bills  have  any  adverse  effect  there? 

Senator  Holungs.  Let  me  start  and  ask  Dr.  Ross  and  Dr.  Tanen- 
baum to  add  to  it. 

Dr.  Tanenbaum.  The  biggest  concern  we  have  is  that  the  public 
core  switched  network  be  allowed  to  be  managed  as  an  entity.  If 
you  don't  have  that,  in  my  judgment,  you're  jeopardizing  some  of 
the  very  points  that  you  made.  If,  in  fact,  we  can  continue  to  run  a 
public  core  switched  network  under  a  single,  unitary  management, 
and  that  management  is  the  telephone  industry,  I  think  you  can 
find  ways  for  alt  kinds  of  competition  to  exist  in  an  equitable  way 
and  still  make  sure  there  is  this  core  network  that  not  only  serves 
the  American  public  but  does  take  care  of  some  of  your  concerns 
from  the  national  defense  perception. 

Senator  Holungs.  Dr.  Ross,  do  you  want  to  add  anything  to 
that? 

Dr.  Ross.  From  a  technical  design  point  of  view,  it's  imperative 
in  designing  a  secure  network  that  you  design  it  from  end  to  end, 
from  terminal  to  terminal,  as  I  said,  and  if  for  any  reason  that 
expertise  were  lost,  it  could  impair  the  ability  to  put  together  a 
secure  network. 

Senator  Exon.  1  just  want  to  say  in  closing  to  encourage  you  as  I 
encourage  some  of  the  other  members  of  the  panel  that  see  things 
differently  than  most  of  you  gentlemen  do,  to  follow  up  on  a 
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suf^estion  made  by  Senator  Goldwater  a  few  moments  ago,  and 
that  basically  is  it  seems  to  me  that  we  generally  have  to  have  a 
recognition  that  we  have  to  have  somebody  in  charge  of  the  overall 
telephone  communications  system  in  the  United  States.  In  saying 
that,  I  don't  me£m  that  I  would  be  against  legitimate  types  of 
competition  coming  in  on  a  legitimate  basis  that  in  some  instances 
would  have  to  be  tied  into  your  networks.  You  testified  today  you 
think  that's  possible.  I  would  encourage  you  to  come  up  with 
language  we  could  look  at  here.  At  least  this  member  of  the  com- 
mittee doesn't  have  any  expertise  in  the  very  complicated  switch- 
ing arrangements  you  have  now,  and  I'm  fearful  that  we  might 
pass  someUiii^  in  em  act  that  would  indeed  complicate  our  overall 
communications  system  and  the  telephone  industry.  We  need  your 
help  and  some  objective  suggestions  in  lemguage  that  we  might  be 
able  to  approve  that  would  accomplish  generally  the  goals  and  ends 
of  both  A.T.  &  T.  and  its  subsidiaries  and  your  emerging  competi- 
tors. Give  us  some  help. 

Mr.  Olson.  We  will.  We  appreciate  your  interest.  You  raised  a 
question  about  the  Canadian  network.  If  you  don't  object,  I  might 
have  Morrie  Tanenbaum  respond  to  how  it  functions  up  there. 

Senator  Holungs.  Very  good.  Go  ahead. 

Dr.  Tanenbaum.  Mr.  Chairman,  2igain  we  come  back  to  the  fact 
that  it's  not  so  much  a  question  of  subsidiaries  or  not  subsidiaries. 
It's  a  question  of  how  those  subsidiaries  can  work  with  each  other. 

A.T.  &  T.  has  been  pointed  out  as  having  lots  of  subsidiaries.  I'm 
president  of  one  of  them.  Although  I'm  president  of  a  separate 
subsidiary,  I  work  htmd  in  hand  as  part  of  the  planning  team  with 
the  other  Bell  System  operating  companies  and  with  long  lines — 
not  in  a  competitive  way  but  in  a  cooperative  way — to  build  the 
overall  network.  That's  how  we  work  with  Canada.  That's  how  the 
organization  in  Canada  that  has  responsibility  for  all  the  trans- 
Canada  operations  works  with  Bell  Canada  and  the  other  provin- 
cial telephone  companies  there.  That,  of  course,  is  how  we  try  to 
work  with  our  international  partners  because  we're  not  in  a  com- 
petitive arrangement.  We  are  in  a  partnership  arrangement.  We 
provide  individual  service  in  certain  areas.  They  provide  service  in 
certfdn  arefis. 

It  is  in  our  overall  enlightened  self  interest  that  we  do  this 
planning  together  and  the  real  thing  that  has  been  troubling  us,  as 
I'm  sure  you  detected,  is  exactly  what  is  meant  by  a  term  such  as 
arm's-length  and  in  what  way  would  we  be  permitted  to  work 
together  both  organizationally  and  technolc^cally  if  new  subsidiar- 
ies were  formed. 

Senator  Rollings.  How  do  you  define  core  network? 

Dr.  Tanenbaum.  I  define  it  as  the  principal  part  of  the  network 
from  the  first  switching  machine  to  the  switching  machine  at  the 
terminating  end,  or  the  switching  machine  where  the  calls  origi- 
nate to  the  one  where  the  calls  terminate— ^that  is  the  public 
switched  network  where  one  can  selectively  choose  any  point  he 
wants. 

Senator  Holungs.  For  all  services? 

Dr.  Tanenbaum.  Certainly  for  MTS  services,  for  voice  services. 

Senator  Holungs.  Only  MTS? 
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Dr.  Tanenbaum.  The  same  network  can  be  used  for  many  other 
services.  The  same  network  can  be  used  for  data  services  through 
Dataphone.  It  can  be  used  for  all  kinds  of  services,  because  it  is 
there. 

I  might  also  say,  though,  that  as  the  technology  moves,  that 
definition  can  be  a  changing  definition  and  it  has  been  a  changing 
definition  in  the  past.  Before  we  had  switching  machines,  when 
everything  was  manual,  the  kind  of  constraints  you  had  were 
altogether  different.  Now  as  we  look  at  the  next  generation,  we 
will  have  distributed  switching  machines  with  some  parts  of  those 
machines  out  near  the  customer.  The  needs  for  compatibility  Euid 
the  requirements  for  planning  will  change.  There  is  great  danger 
in  remembering  to  define  in  today's  physical  terms  exactly  what 
that  core  network  is.  That's  one  of  the  problems  we  have. 

Senator  Holungs,  Dr.  Ross,  with  respect  to  Bell  Labs,  I  think 
you  can  agree  Bell  Labs  is  a  national  asset.  I  wonder  how  you 
allocate  the  calls  with  respect  to  any  commodity  going  into  the 
competitive  field — are  you  financed  generally  one  half  Western 
Electric  and  one  half  the  operating  companies?  How  is  Bell  Labs 
financed? 

Dr.  Ross.  You're  quite  correct.  Our  present  financing  happens  to 
be  roughly  50  percent  from  Western  Electric  and  50  percent  from 
the  operating  telephone  companies,  either  directly  or  through 
A.T.  &  T. 

Senator  Holungs.  Most  of  the  benefits  go  to  Western  Electric? 

Dr.  Ross.  The  benefits  from  the  50  percent  paid  for  by  Western 
Electric  go  to  Western  Electric  and  the  benefits  from  the  other  50 
percent  financed  by  the  phone  companies  go  to  the  phone  compa- 
nies and  A.T.  &  T. 

Senator  Rollings.  Roughly  an  equal  distribution  of  benefits  as 
well  as  financing  the  costs;  is  that  what  you're  saying? 

Dr.  Ross.  The  budget — our  expenses  are  determined  by  the  work 
we  do.  The  work  we  do  in  support  of  the  design  of  the  product  is 
charged  to  Western  Electric. 

Senator  Hollings.  The  switchboard  you  might  sell  in  the  field  of 
competition,  how  would  you  allocate  the  cost  to  Bell  Labs?  How  do 
you  allocate  the  research  and  development  of  the  equipment  enter- 
ing the  market  of  competition? 

Dr.  Ross.  Any  work  we  do  that  is  in  support  of  a  development  of 
a  specific  product  like  a  switching  machine  is  charged  to  Western 
Electric  and  goes  into  their  accounting  system  to  determine  pricing 
on  that  machine. 

Now  let  me  point  out 

Senator  Holungs.  That  wouldn't  be  an  added  burden  by  this 
bill.  We  will  have  to  look  at  the  arm's-length  expression  that 
worries  you  and  the  attorneys  for  Bell  Labs.  But  in  essence,  there 
is  no  intent  to  break  up  Bell  Labs.  Yet  you  say  there  is  no  diflicul- 
ty  accounting-wise  because  at  the  present  time  what  you  do  is 
allocate  the  cost  to  any  kind  of  equipment  that  finds  itself  in  the 
competitive  market  as  far  as  R.  &  D.  for  that  at  Bell  Labs,  you 
have  an  itemization  over  there  that  I  could  look  and  find  right 
now? 
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Dr.  Ross.  Yes,  sir.  Let  me  point  out  that  we  have  considered  the 
Western  Electric  product,  all  of  it,  to  be  competitive  for  a  long 
time. 

Mr.  Olson.  It  might  be  helpful  if  you  again  permit  us  to  hear 
from  Mr.  Goldstein,  whose  written  response  deals  with  Bell  Labora- 
tories and  how  those  costs  get  back  out,  the  portion  the  company 
pays  and  how  that  ends  up  in  the  various  services  and  products 
that  are  offered  by  the  whole  telephone  company. 

Senator  HoLUNGS.  Go  right  ahead. 

Mr.  Goldstein.  As  Dr.  Ross  said,  the  work  that  Bell  Laboratories 
does  to  design  Western  Electric  equipment  is  charged  to  Western 
Electric.  Western  Electric  then  applies  that  cost — this  is  now  a  cost 
to  Western  Electric.  Western  Electric  now  applies  that  cost  to  a 
product  line  that  this  particular  piece  of  equipment  is  in.  It  is  then 
allocated  to  that  particular  product  and  it  is  part  of  the  price  that 
the  operating  company  pays  for  that  particular  piece  of  equipment. 

In  turn,  the  cost  of  the  service  that  this  piece  of  equipment  is 
used  in  includes  the  cost  of  the  piece  of  equipment  and  is  charged 
to  the  ultimate  customer.  So  the  money  the  customer  pays  goes 
through  the  operating  company  through  Western  Electric  to  Bell 
Labs  specifically  for  the  piece  of  equipment  that  was  designed  by 
Bell  Labs. 

I  don't  believe  we  have  the  kind  of  accounting  problem  that 
we've  talked  about,  the  cost  accounting  problem,  in  either  Bell 
Labs  or  Western  Electric.  There  is  a  cost  accounting  problem  that 
is  confined  to  the  operating  telephone  company. 

Senator  Holungs.  Do  you  have  anything  else? 

Senator  ExoN.  Nothing  more.  Maybe  one  more  thing.  The  chaiir- 
man  I  think  responded  quite  well — I  was  surprised  by  your  words 
"war  with  the  principles  of  a  free  and  democratic  society."  I'm  not 
aware  of  any  power  as  broad  as  this  surviving  the  constitutional 
test.  Is  that  a  signal  that  A.T.  &  T.  will  be  suing  under  constitu- 
tional statutes  if  this  law  is  passed  as  proposed? 

Mr.  Preston.  I  certainly  hope  that  there  will  be  no  occasion  for 
that. 

Senator  Holungs.  Very  good. 

Senator  Exon.  I  did  want  to  make  a  statement  that  none  of  us 
here  are  trying  to  be  abusive  to  A.T.  &  T.  or  anyone  else,  but  I 
emphasize  once  again  that  unless  we  have  your  expertise  to  break 
through  some  of  the  concerns  we  have,  a  company  eis  large  as 
A.T.  &T.,  while  I  don't  agree  with  it,  there  is  a  madness  loose  in 
the  country  today  that  anything  big  is  bad.  I  emphasize  that  we 
need  your  help  and  your  expertise  and  understanding  in  some  of 
these  areas  where  the  public  is  demanding  we  have  more  competi- 
tion than  we  have  now.  I  thank  you. 

Mr.  Olson.  Mr.  Chairman,  if  you  would  permit  2  minutes,  I 
would  like  to  summarize  from  our  point  of  view  if  it's  all  right  with 
you. 

Senator  Rollings.  Go  ahead. 

Mr.  Olson.  I  would  like  to  summarize  some  of  the  points  which 
we  have  tried  to  bring  to  your  attention  in  amending  the  Commu- 
nications Act.  We  do  hope  it's  now  clear  the  Bell  System  is  ready  to 
face  the  future  with  an  open  mind.  The  telephone  industry  is 
willing  to  make  an  all-out  effort  to  accommodate  new  goals  and 
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new  directions  in  telecommunications.  The  telecommunications  in- 
dustry needs  legislation  which  clearly  states  national  policy  and 
clarifies  the  ground  rules.  The  people  of  the  country  deserve  legis- 
lation. They  have  a  right  to  know  what  service  will  be  available  in 
the  future,  from  whom  and  on  what  conditions. 

Properly  approached,  we  do  believe  that  universal  low  cost  serv- 
ice can  continue  to  be  available  in  the  future  environment  of 
increased  competition.  The  features  of  that  competition  are  becom- 
ing clear.  The  terminal  equipment  market  has  already  been  opened 
fully  to  competition  and  appears  to  be  appropriate  for  the  der^^ula- 
toiT  steps  taken  in  both  bills. 

We  believe  that  multi  inter-intercity  networks  can  coexist  and 
compete  and  we  are  prepared  to  provide  fair  interconnection  with 
such  networks  to  the  local  exchange  portion  of  our  network. 

The  bill  should  clearly  state  the  obligations  to  interconnect  net- 
works to  assure  that  the  basic  public  network  is  protected.  Net- 
works don't  run  themselves.  They  must  be  engineered  and  we 
believe  the  ability  of  network  owners  to  do  that  should  be  clearly 
assured,  whether  it's  MCI,  Southeastern  Pacific  or  the  telephone 
industry.  Fair  competition  can  and  must  be  assured  and  the  Bell 
System  is  committed  to  the  promptest  possible  development  of  a 
cost  accounting  system  which  clarifies  specific  costs  and  associates 
them  with  specific  products  and  services. 

Legislation  should  mandate  the  adoption  of  such  a  system  and 
should  likewise  prescribe  the  economic  methodology  to  be  used  in 
pricing  services  and  products  to  assure  that  competition  will  estst 
and  will  be  fair.  Interim  protection  can  be  assured  by  requiring 
carriers,  where  applicable  as  a  condition  of  entry  into  a  new 
market,  to  establish  segregated  accounts  for  new  services  juid  to 
substantiate  prices  with  cost  data  beised  on  prescribed  studies.  Fur- 
ther protection,  if  needed,  can  be  obtained  through  a  requirement 
of  new  corporate  subsidiaries  for  the  purpose  of  assuring  fairness 
in  the  marketplace.  This  should  be  in  the  form  of  a  delegation  of 
authority  to  the  Commission  outlining  the  objectives  of  such  a 
requirement  and  the  circumstances  and  conditions  where  the  exer- 
cise of  the  authority  might  be  appropriate. 

Such  structural  changes,  however,  should  be  achieved  without 
establishing  barriers  to  technological  or  operational  deficiencies.  In 
no  event  should  the  FCC  be  empowered  to  order  divestiture. 

Finally,  we  agree  that  continued  regulation  is  needed  to  assure 
basic  services  but  such  regulation  ought  to  be  kept  to  the  minimum 
and  should  be  phased  out  when  market  forces  take  over.  In  short, 
Mr.  Chairman,  we  believe  that  we  all  share  common  objectives.  We 
are  of  the  opinion  that  the  1934  act  is  basically  sound  but  needs  to 
be  updated  to  reflect  circumstances  and  new  technologies.  S.  611 
and  S.  622  can  be  amended  into  a  piece  of  workable  l^islation 
under  which  the  Nation's  new  telecommunications  objectives  can 
be  achieved. 

We  appreciate  the  time  you  have  allowed  us  today. 

Senator  Holungs.  We  appreciate  you  and  your  colleagues 
coming  here.  Thank  you  very  much. 

The  committee  will  be  in  recess  until  10  in  the  morning. 

[Whereupon,  at  4:30  p-m.,  the  hearing  was  recessed,  to  be  recon- 
vened at  10  a.m..  May  3,  1979.] 
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AMENDMENTS  TO  THE  COMMUNICATIONS  ACT 
OF  1934 


THURSDAY.  MAY  3,  1979 

U.S.  Senate, 
Committee  on  Commerce,  Science,  and  Transportation, 

Subcommittee  on  Communications, 

Washington,  DC. 

The  subcommittee  met  at  10:10  a.m.  in  room  235  of  the  Russell 
Senate  Ofllce  Building,  Hon.  Ernest  F.  Hollings  (chairman  of  the 
subcommittee)  presiding. 

Senator  Holungs.  Good  morning. 

We  have  for  our  people  this  morning,  Mr.  Theodore  F.  Brophy, 
Paul  Henson,  Robert  Bunke,  Richard  Hostetler,  and  Wallace  Doud. 

We  welcome  you  here.  Mr,  Brophy,  will  you  start  off  for  us, 
please?  We  have  the  10-minute  rule.  I  think  you  are  familiar  with 
that.  We  will  give  each  of  the  people  10  minutes  for  his  statement. 
The  yellow  light  shows  when  you  have  1  minute  remaining.  We 
will  come  back  if  you  have  not  finished  your  statement.  This  will 
give  everyone  a  chance  to  get  in  his  main  points,  and  we  can  have 
further  discussion. 

STATEMENTS  OF  THEODORE  F.  BROPHY.  GENERAL  TELE- 
PHONE &  ELECTRONICS  CORP.;  PAUL  H.  HENSON,  UNITED 
TELECOMMUNICATIONS.  INC.;  ROBERT  W.  BUNKE,  USITA; 
RICHARD  C.  HOSTETLER.  WESTERN  UNION  TELEGRAPH  CO.; 
AND  WALLACE  C.  DOUD,  INTERNATIONAL  BUSINESS  MA- 
CHINES CORP. 

Mr.  Brophy.  Thank  you.  Mr.  Chairman  and  Senator  Goldwater. 
Mr.  Chairman,  members  of  the  subcommittee,  my  name  is  Theo- 
dore F.  Brophy,  and  I  am  chairman  and  chief  executive  officer  of 
General  Telephone  &  Electronics  Corp.,  known  as  GTE. 

We  applaud  your  efforts  to  bring  to  our  Nation's  telecommunica- 
tions system  the  benefits  of  fuller  and  fairer  competition  while 
reducing,  wherever  possible,  the  burdens  of  needless  Government 
regulation. 

In  fact,  however,  there  is  no  need  to  replace  in  its  entirety  the 
Communications  Act  of  1934  or  even  amend  it  merely  in  order  to 
introduce  competition.  As  a  result  of  FCC  changes  in  regulatory 
policy,  competition  is  already  being  introduced  into  all  phases  of 
our  telecommunications  system.  In  light  of  these  changes,  however, 
the  1934  act  does  not  need  to  be  amended  to  protect  important 
interests  of  the  public.  We  are  pleased  that  both  S.  611  and  S.  622 
are  based  on  the  concept  that  change  can  be  accomplished  by 
appropriate  amendments  rather  than  by  a  total  rewrite. 
(1237) 
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In  the  very  brief  time  I  have  this  morning,  I  will  touch  on  just 
five  of  the  areeis  in  which  we  have  concerns.  Before  the  close  of  the 
record  in  these  hearings,  I  also  would  like  to  submit  an  expanded 
written  statement. 

My  first  concern  is  the  integrity  of  the  nationwide  public 
switched  telecomminications  network. 

We  believe  that  it  is  imperative  that  telephone  companies  jointly 
continue — as  provided  in  sections  201  and  203  of  the  present  act — 
to  own,  operate,  plan,  manage,  and  construct  that  network.  There 
would  seem  to  be  only  three  conceivable  ways  in  which  these 
important  network  functions  might  be  performed: 

First,  jointly  by  the  telephone  companies,  all  of  which  have  a 
common  interest  in  the  operation  and  the  economic  and  technologi- 
cal integrity  of  the  network. 

Second,  by  all  of  the  communications  companies,  including  com- 
petitors— among  whom  there  would  be  no  common  interest. 

Third,  by  the  Government. 

I  suggest  that  only  the  first  of  these  three  alternatives  is  viable. 

Neither  S.  611  nor  S.  622  seems  to  recognize  the  inherent  contra- 
diction that  would  be  created  by  the  inclusion  of  competitive  non- 
telephone  company  carriers  in  the  planning  process,  and  the  risk 
to  quality  of  services. 

In  addition,  provisions  of  S.  611  describe  circumstances  requiring 
separate  subsidiaries.  These  could  be  read  to  require  five  separate 
corporations  in  order  to  provide  local  service,  terminal  equipment, 
message  toll  service,  private  line  service  and  international  serv- 
ice— all  of  which  today  can  be  ofi'ered  by  one  company.  Such  a 
requirement  would  certainly  work  against  planning  efficiency. 

Since  the  introduction  of  Execunet,  Sprint,  and  now  City-Call 
services,  message-toll  and  wide-area  telephone  service  face  direct, 
destructive  competition  on  heavy  usage,  low  unit-cost  routes. 

Statutory  standards  must  be  established  now  for  providing  com- 
petitive interexchange  service.  Appropriate  mechanisms  must  be 
developed  for  regulating  points  of  connection  to  local  exchanges, 
and  for  deriving  access  charges  for  interexchange  use  of  local  dis- 
tribution facilities.  Recognition  must  be  given  to  the  need  for  an 
orderly  transition  if  there  is  to  be  a  nondisruptive  move  from  a 
r^ulated  monopoly  environment  to  free  and  open  competition  in 
interexchange  services. 

S.  611,  S.  622,  and  H.R.  3333— as  well  as  Assistant  Secretary 
Henry  Geller  in  his  statement  submitted  to  the  subcommittee  in 
conjunction  with  his  testimony  on  April  24 — recognize  that  local 
service,  at  least  for  an  extended  period,  will  be  provided  as  a 
regulated  service.  If  the  mandate  of  universal  service  set  forth  in 
the  1934  act  is  to  continue,  as  all  three  bills  indicate  it  should, 
there  must  be  a  carrier  of  last  resort  to  provide  local-exchange 
service. 

Such  a  concept  is  inconsistent  with  the  concept  of  competition  at 
the  local-exchange  level.  If  efforts  are  made  to  encourage  more 
than  one  supplier  of  interconnected  telecommunications  service 
within  the  same  local  exchange,  the  inevitable  result  will  be  dupli- 
cation and  inefficiency,  and  in  some  areas,  withdrawal  of  service. 

Whether  at  some  time  in  the  future  the  local  exchange  monopoly 
should  be  eliminated  is  not  an  issue  that  Congress  must  or  should 
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attempt  to  judge  by  imposing  an  application  of  the  sunset  concept 
to  local-service  regulation  at  this  time. 

The  second  area  of  concern  I  would  like  to  discuss  today  is  that 
of  termined  equipment  competition. 

If  there  is  to  be  unregulated  competition  in  the  provision  of 
terminal  equipment,  you  must  first  establish  mechanisms  to  permit 
capital  recovery  of  the  existing  investments  of  the  telephone  com- 
panies. 

There  must  also  be  provisions  that  assure  the  right  of  telephone 
companies  to  provide  terminal  equipment  by  either  lease  or  direct 
sale,  without  the  need  for  establishing  costly,  separate  entities  if 
they  are  to  compete  effectively. 

The  third  point  I  would  like  to  emphasize  today,  is  the  need  to 
insure  that  competition,  as  it  is  introduced,  is  genuine,  full,  and 
fair.  If  the  public  is  to  benefit  from  competition,  the  telephone 
companies  themselves  must  be  permitted  to  compete  rather  than 
being  handicapped,  as  has  been  the  experience  under  certain  deci- 
sions of  the  FCC  to  date. 

It  appears  that  some  of  the  provisions  of  S.  611  might  hinder, 
rather  than  promote,  full  and  fair  competition.  One  example  is  the 
regulation  of  so-called  category  II  carriers,  as  opposed  to  category  I 
carriers,  even  though  both  categories  of  carriers  will  be  expected  to 
compete  for  some  of  the  same  business.  We  are  confused  and  trou- 
bled by  the  absence  of  specific  criteria  to  be  used  in  determining 
whether  a  company  is  a  category  1  or  category  II  carrier,  and  find 
the  bill  ambiguous  as  to  whether  a  company  may  fall  partly  into 
each  category.  We  believe  that  unguided  authority  vested  in  the 
Commission  by  either  of  these  bills  would  invite  protracted  litiga- 
tion and  better  serve  the  interests  of  the  legal  profession  than  the 
public. 

Fourth,  we  believe  that  one  major  amendment  to  the  1934  act  is 
long  overdue.  That  amendment  would  divide  the  FCC  into  two 
ekgencies,  one  focusing  on  broadcasting  and  the  other  on  telecom- 
munications. These  two  extremely  complex  and  important  indus- 
tries have  unique  and  unrelated  problems.  It  is  unreasonable  to 
expect  that  any  group  of  Commissioners  can  develop  adequate 
expertise  in  both  fields.  The  quality  of  regulation  would  be  greatly 
enhanced  by  separating  the  agency  into  two  separate  and  special- 
ized agencies. 

My  fifth  and  most  important  point  is  a  general  statement  of 
principle:  Major  change,  however  well  intentioned,  always  produces 
unEmticipated  results.  The  greater  the  change,  the  greater  the  un- 
certainty. When  something  as  vita!  and  complex  as  our  telecommu- 
nications system  is  subject  to  mEissive  change  in  regulatory  philos- 
ophy, there  is  a  great  risk  that  unforeseen  effects  will  result  in  a 
degradation  of  service  and  economic  discontinuities. 

We  therefore  earnestly  request  that  the  subcommittee  carefully 
evaluate  the  public  benefits,  costs  and  risks  that  will  be  created  by 
each  proposed  change,  and  remember  that  all  changes  need  not  be 
achieved  at  once.  A  sequential  addressing  of  objectives  in  the  order 
of  priorities  may  well  prove  to  be  the  least  disruptive  approach. 

Airline  industry  experiences  since  passage  of  the  Airline  Deregu- 
lation Act  of  1978  illustrate  this  point  very  well.  That  act's  long- 
term  efTect  is  still  uncertain,  but  short  term  results  have  include 
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schedule  disruptions  and  flight  reductions.  Several  times  in  your 
speeches,  Mr.  Chairman,  you  have  commented  on  the  impact  so  far 
on  your  home  State  of  South  CaroHna. 

"the  airlines  can  suffer  short  term  operational  de^adation  with 
annoying  and  temporary  inconvenience  for  only  a  hmited  number 
of  consumers.  Telephone  service  impacts  almost  every  man, 
woman,  and  child  in  the  United  States,  and  I  do  not  believe  this 
Nation  is  prepared  to  accept  such  degradation  of  service  in  its 
telephone  system. 

Compared  to  the  airlines  system,  our  Nation's  telecommunica- 
tions system  is  vastly  more  complex.  It  is  continually  able  to  affect 
more  people  more  profoundly,  and,  should  anything  go  awry,  it  will 
be  much  more  difficult  to  restore. 

I  want  to  thank  the  subcommittee  for  allowing  me  to  share  these 
brief  views  with  you.  We  welcome  the  opportunity  to  work  with 
you  and  your  staff  and  to  provide  whatever  information  ftnd  sup- 
port may  assist  you  in  your  deliberation. 

[The  statement  follows:] 


Mr.  Chairman,  MemberH  of  the  Subcommittee,  mv  name  is  Theodore  F.  Brophy, 
and  I  am  Chairman  and  Chief  Ebtecutive  Officer  of  deneral  Telephone  &  OectrtHuca 
Corporation,  known  as  GTE.  GTE'b  domestic  telephone  subaidiariea  serve  almost 
14.5  million  telephones  in  the  United  States,  making  it  the  largest  Independent 
(non-Bell)  telephone  eystem,  GTE  is  also  a  major  manufacturer  of  a  wide  VEiriety  of 
communicationg,  electronic,  lighting,  and  related  products. 

I  appreciate  this  opportunity  to  present  some  observations  on  the  challenging  task 
you  have  undertaken  in  amending  the  Communications  Act  of  1934. 

We  at  GTE  welcome  your  involvement  in  an  issue  of  enormous  importance  to  all 
Americans.  Several  yeara  ago,  we— along  with  others  in  the  telephone  industry- 
stated  our  belief  that  Congress  should  assume  the  dominant  role  in  any  effort  to 
restructure  the  Communications  Policy  of  the  United  States.  You  have  accepted 
that  ditTicult  role  and  we  welcome  an  opportunity  to  be  of  assistance  to  j^ou. 

I  must  confess  that  I  also  feel  that  my  own  role  today  is  difficult.  It  is  not  possible 
in  ten  minutes  to  comment  in  detail  on  the  three  bills,  S.  611,  S.  622  and  HR.  3333, 
which  alone  cover  nearly  400  printed  pages.  The  difficulty  is  compounded  when  one 
considers  that  these  bills  are  ciesigned  to  amend  or  replace  a  comprehensive  scheme 
of  legislation  that  has  been  in  effect  for  45  years  and  that  has  been  subject,  during 
that  period,  to  regulatory  and  judicial  interpretation  in  decisions  covering  thousands 
of  pages. 

Nevertheless,  we  applaud  what  we  see  as  the  main  thrust  of  your  legislative 
efforts — as  well  as  the  efforts  of  your  counterpart  subcommittee  in  the  House  of 
Representatives.  You  are  working  to  bring  to  our  nation's  telecommunications 
system,  where  appropriate,  the  benefits  of  fuller  and  fairer  competition,  while 
reducing,  whatever  possible,  the  burdens  of  needless  government  regulations. 

This  is  a  cause  with  which  no  one  who  believes  in  the  American  free  enterprise 
system  can  have  any  basic  quarrel.  Certainly,  you  will  have  none  from  GTE — a 
corporation  with  considerable  experience  operating  in  both  worlds:  as  a  regulated 
utility,  to  be  sure,  but  also  as  a  competitor  in  the  free  marketplace. 

In  fact,  however,  there  is  no  need  to  replace  in  its  entirety  the  Communications 
Act  of  1934  or  even  amend  it  merely  in  order  to  introduce  competition  into  our 
telecommunications  system.  Such  competition  is  already  being  introduced.  Never- 
theless, we  believe  that,  in  light  of  the  recent  changes  in  regulatory  policy  designed 
to  introduce  competition,  the  1934  Act  does  need  to  be  amended  to  protect  impor- 
tant interests  of  the  public.  We  are  pleased  to  see  that  both  S.  611  and  S.  622  are 
based  on  the  concept  that  whatever  changes  are  needed  can  be  accomplished  by 
appropriate  amendments,  rather  than  by  a  total  rewrite. 

Before  undertaking  the  task  of  drafting  amendments,  however,  one  must  Hrst 
determine  what  objectives  are  to  be  achieved  and  place  those  objectives  in  wder  of 

Eriority.  One  must  then  determine  how  the  objectives  can  best  be  achieved  at  the 
:ast  cost  to  the  public  and  with  the  firm  assurance  that  change  will  not  result  in 
degradation  of  service.  We  do  not  believe  this  step-by-step  approach  has  been  taken. 
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1  morning.  1  will  touch  on  Just  a  few  of  oar  specific 
concerns.  1  hope  that  I  may  have  an  opportunity  to  expand  on  them  during  the 
question -an  d-ans  we  r  period.  Before  the  close  of  the  record  in  these  hearings,  I  also 
would  like  to  submit  an  expanded  written  statement.  Within  the  last  week,  two 
other  GTE  witnesses  have  appeared  at  these  hearings:  Dr.  Lee  Davenport,  discuss- 
ing new  technical  developments,  and  Mr.  Roy  Bahnson,  discussing  access  charges. 
Later  this  month  Mr,  Donald  Kuyper,  President  of  our  subsidiary.  Hawaiian  Tele- 
phone Company,  will  speak  to  you  on  international  issues. 

If  the  present  Communications  Act  is  to  be  usefully  amended,  there  are  several 
points  that  will  require  your  most  careful  and  precise  attention.  This  morning  let 
me  touch  on  only  five  of  them. 

The  Tirst  concerns  the  integrity  of  the  nation-wide  public  switched  telecom munica- 
tions  network,  in  both  its  interexchange  and  its  local  service  aspects. 

We  believe  that  it  is  imperative  that  telephone  companies  Jointly  continue— as 
provided  in  Sections  SOI  and  203  of  the  present  Act— to  own,  operate,  plan,  manage 
and  construct  that  network.  There  would  seem  to  be  only  three  conceivable  ways  in 
which  these  important  network  functions  might  be  performed: 

1.  Jointly  by  the  telephone  companies,  all  of  which  have  a  common  interest  in  the 
operation  and  the  economic  and  technological  integrity  of  the  network. 

2.  By  all  of  the  communications  companies,  including  competitors — among  whom 
there  would  be  no  common  interest. 

3.  By  the  government. 

We  believe  that  objective  analysis  leads  one  to  the  conclusion  that  only  the  first  of 
theise  three  alternatives  is  viable. 

1  cannot  overemphasize  the  importance  to  our  nation  of  the  availability  of  ade- 
quate communications  service  through  the  network  concept.  Neither  S.  611  nor  S. 
622  seems  to  recognize  the  inherent  contradiction  that  would  be  created  by  the 
incluaion  of  competitive  nan -telephone-company  carriers  in  the  planning  process. 
and  the  risk  to  quality  of  services.  In  addition,  provisions  of  S.  611  describe  circum- 
Btancee  requiring  separate  subsidiaries;  these  could  be  read  to  require  five  separate 
corporations,  to  provide  local  service,  terminal  equipment,  message  toll  service, 
private  line  service  and  international  service — all  of  which  today  can  be  provided  by 
one  company.  Such  a  requirement  would  certainly  work  against  planning  efficiency. 

There  has  been  considerable  turmoil  surrounding  the  introduction  of  interex- 
change competition — rarticularly  since  the  introduction  of  Execunet  and  Sprint 
:Services  in  the  mid-1970's.  along  with  the  courts'  decisions  overruling  the  FCC  and 
permitting  such  services  to  be  offered,  Message-toli  telephone  service  iMTS)  and 
wide-area  telephone  service  IWATS)  are  today  facing  direct  competition  on  those 
routes  which  have  heavy  usage  and  low  unit-cost. 

We  believe  that,  as  a  result  of  these  developments,  the  1934  Act  must  be  amended 
to  establish  the  standards  for  providing  competitive  interexchange  service.  For 
example,  appropriate  mechanisms  must  be  developed  for  regulating  the  points  of 
connection  to  local  exchanges;  for  deriving  access  charges  to  be  paid  for  interex- 
change use  of  local  distribution  facilities;  and  recognition  must  be  given  to  the  need 
for  an  orderly  transition  from  a  regulated  monopoly  environment  to  one  in  which 
there  is  to  be  free  and  open  competition  in  the  supply  of  interexchange  services. 

Any  amendments  to  the  1934  Act  that  deal  with  the  question  of  jurisdiction  over 
.local-exchange  service  must  be  precise  in  their  definitions.  S.  611,  S.  612  and  H.R. 
S333  all  recognize  that  local  service,  at  least  for  an  extended  period,  will  be  provided 
.as  a  regulated  service.  If  the  mandate  of  universal  service  set  forth  in  the  1934  Act 
is  to  continue,  as  all  three  bills  indicate,  then  we  believe  that  there  must  be  a 
"carrier  of  last  resort"  providing  the  local-exchange  service.  Such  a  concept,  we 
•uggest,  is  inconsistent  with  the  concept  of  competition  at  the  local-exchange  level. 
If  efforts  are  made  to  encourage  more  than  one  supplier  of  interconnected  telecom- 
munications service  within  the  same  local  exchange  area,  the  inevitable  result  will 
be  duplication  end  inefficiency,  and  in  some  areas,  withdrawal  of  service. 

Assistant  Secretary  Henry  Geller,  in  his  statement  submitted  to  the  Subcommit- 
tee in  conjunction  with  his  testimony  on  April  24,  recognized  these  important 
points.  Concerning  local  service,  Mr,  Geller  stated:  "Because  of  the  existing  monopo- 
ly, and  in  recognition  of  the  possible  'natural  monopoly'  characteristics  of  the  local- 
exchange  market,  we  recommend  continued  regulation  of  Ioca|.exchange  services  as 
long  as  the  monopoly  exists."  He  said:  "Although  competitive  substitutes  for  this 
'basic  local  exchange  service  may  eventually  appear  .  .  .  their  technical  and  econom- 
"ic  feasibility  is  still  uncertain." 

Whether  at  some  time  in  the  future  the  local  exchange  monopoly  should  be 
■eliminated  is  not  an  issue  that  Congress  should  attempt  to  Judge  now  by  imposing 
application  of  the  Sunset  concept  to  locat-service  regulation. 
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The  second  area  or  concern  1  would  like  to  discuss  today  is  that  of  terminal 
equipment  competition. 

S.  611  and  S.  622  both  talk  in  general  terms  of  "deregulating"  terminal  equip- 
ment. We  suggest  that  this  approach  is  inadequate  for  such  a  complex  subject.  If 
there  is  to  be  unregulated  competition  in  the  provision  of  terminal  equipment,  we 
must  first  establish  mechanisms  to  permit  capital  recovery  of  the  existing  invest- 
ments of  the  telephone  companies.  Such  mechanisms  might  include  provisions  simi- 
lar to  Section  225(dH2XE)  of  S,  622.  which  would  accelerate  existing  depreciation 
schedules.  In  addition,  there  must  be  provisions  permitting  the  recovery  of  such 
accelerated  depreciation  in  the  established  rate  schedules. 

Furthermore,  if  telephone  companies  are  to  compete  effectively  in  the  terminal 
equipment  area,  there  must  be  provisions  that  assure  the  right  of  telephone  compa- 
nies to  provide  terminal  equipment  by  either  lease  or  direct  sole,  without  the  need 
for  establishing  costly,  separate  entities. 

The  third  point  I  would  like  to  emphasize  today  is  the  need  lo  ensure  that 
competition,  as  it  is  introduced.  Is  genuine,  full  and  fair.  If  the  public  is  to  benefit 
from  competition,  the  telephone  companies  themselves  must  be  permitted  to  com- 
pete instead  of  being  handicapped,  as  has  been  the  experience  under  certain  deci- 
sions of  the  Federal  Communications  Commission  to  date. 

It  appears  that  some  of  the  provisions  of  S.6I  1  might  hinder,  rather  than  promote, 
a  system  of  full  and  fair  competition  One  example  is  the  regulation  of  so-called 
"Category  11"  carriers,  as  opposed  to  "Category  I"  carriers,  even  though  both  catego- 
ries of  carriers  will  be  competing  for  the  same  business.  We  are  confused  and 
troubled  by  the  aWnce  of  specific  criteria  to  be  used  in  determining  whether  a 
company  is  a  Category  I  or  Category  II  carrier,  and  find  the  bill  ambiguous  as  to 
whether  a  company  may  fall  partly  into  each  category.  In  this  and  other  areas  of 
the  bills,  we  find  insurficient  guidance  given  to  the  Commission.  By  apparently 
vesting  unlimited  authority  in  the  Commission  to  classify  carriers  ana  servicee.  we 
believe  either  these  bills  would  invite  protracted  litigation  and  better  serve  the 
interests  of  the  legal  profession  than  the  public. 

In  S.  622  the  provisions  permitting  the  FCC  to  regulate  the  amount  by  which 
competitive  rates  can  be  raised  or  lowered  also  seems  inconsistent  with  the  concepts 
of  competition. 

Fourth,  we  believe  that  one  major  amendment  to  the  1934  Act,  though  long 
overdue,  is  not  covered  by  any  bill  now  being  considered.  That  amendment  would 
divide  the  FCC  into  two  agencies,  one  focusing  on  broadcasting  and  the  other  on 
telecommunications.  These  two  extremely  complex  and  important  industries  have 
unique  and  unrelated  problems.  It  is  unreasonable  to  expect  that  any  group  of 
commissioners  can  develop  adequate  expertise  in  both  fields.  We  belive  that  the 
quality  of  regulation  would  be  greatly  enhanced  by  separating  the  agency  into  two 
separate  and  specialized  agencies. 

The  fifth  and  most  important  point  I  would  like  to  make  this  morining  is  a 
general  statement  of  principle:  Change,  however  well  intentioned  and  dire<^ed  to 
whatever  worthy  end,  always  produces  unanticipated  results.  The  greater  the 
change,  the  greater  the  uncertainty,  and  when  something  as  vital,  as  complex,  and 
ubiquitous  as  our  telecommunications  system  is  subject  to  massive  change  in  regula- 
tory philosophy,  there  is  a  great  risk  that  unforeseen  events  will  result  in  a 
degradation  of  service  and  economic  discontinuities.  We  therefore  earnestly  request 
that  the  subcommittee  carefully  evaluate  the  public  benefits  and  costs  that  will  be 
created  by  any  proposed  changes.  In  this  way,  the  changes  will  more  likely  be 
limited  to  those  needed  for  specific  and  clearly  defmed  objectives.  Nor  must  all 
objectives  be  achieved  at  once.  A  sequential  addressing  of  objectives  in  the  order  of 
priorities  may  well  prove  to  be  the  least  disruptive. 

The  experience  in  the  airline  industry  since  passage  of  the  Airline  Deregulation 
Act  of  1978  illustrates  this  point  veiy  well.  No  one  can  say  for  certain  what  the 
ultimate  outcome  of  airline  deregulation  will  be.  It  can  be  said  with  assurance  that 
the  short-term  results  have  included  some  schedule  disruptions  and  flight  reduc- 
tions. Several  times  in  your  recent  speeches,  Mr.  Chairman,  you  have  commented 
on  the  Impact  so  far  on  your  home  state  of  South  Carolina. 

Many  American  industries,  including  the  airlines,  can  suffer  short-term  oper- 
ational degradations  and  disruptions,  and  the  result  is  only  an  annoying  and  tempo- 
rary inconvenience  for  certain  consumers.  Telephone  service  impacts  almost  every 
man,  woman,  and  child  in  the  United  States,  and  1  do  not  believe  this  nation  ia 
prepared  to  accept  degradation  of  service  in  its  telephone  system. 

Compared  to  the  airlines,  our  nation's  telecommunications  are  vastly  more  com- 
plex; they  are  continually  able  to  affect  more  people  more  profoundly:  and,  should 
anything  go  awry,  they  will  more  difficult  to  restore. 
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1  want  to  thank  the  SubcDinmitt«e  for  allowing  me  to  share  these  brief  views  with 
you.  We  welcome  the  opportunity  to  work  with  )[ou  and  your  stafT  and  to  provide 
whatever  information  and  support  may  assut  you  in  your  deliberations. 

[The  following  information  was  subsequently  received  for  the 
record:] 

General  Tblephonk  &  Ei.ectronic8  Corp., 

Washinglon,  D.C..  June  19.  1979. 
Re  Hearings  on  Bills  to  Amend  the  Communications  Act  of  1934. 
Hon.  Ernest  F,  Holungs, 

Chairman,  Subcommillee  on  CommunicatioTis,  Committee  on  Commerce,  Science,  and 
Transportation,  Russell  Senate  Office  Building,  Washington,  D.C. 
Dear  Mr.  Chairman:  I  am  transmitting  herewith  the  statement  on  behalf  of 
General  Telephone  &  Electronics  Corporation  (GTE)  supplementing  the  oral  testimo- 
ny of  GTE's  chairman  of  the  board,  Theodore  F,  Bropny,  before  the  Subcommittee 
on  May  3, 1979. 
We  request  that  the  supplemental  statement  be  printed  as  part  of  the  hearing 


INTRODUCTION 

During  April,  May  and  June,  1979,  the  House  and  Senate  Communications  Sub- 
committees each  conducted  hearings  on  the  bills  which  would  revise  the  Communi- 
cations Act  of  1934— S.  611,  S.  622  and  H.R.  3333.  The  hearings  included  testimony 
and  prepared  statements  by  a  variety  of  companies,  associations,  and  state  and 
federal  eovemment  entities  on  the  various  aspects  of  telecommunications  structure 
in  the  United  States  and  what  modifications,  if  any,  to  the  Act  would  be  appropri- 

GTE  actively  participated  in  the  House  and  Senate  hearings.  This  GTE  Statement 
aupplements  the  testimony  of  GTE  witnesses. 
Comments  are  submitted  on  the  following  areas  of  concern: 

1.  Nationwide  Public  Switched  Telecommunications  Network  (NPSTN) 

(a)  Local  Exchange 

(b)  Intraexchange  Charges:  Access  Charges  and  Contribution 

2.  The  "Full  Separation    Requirement 

3.  Terminal  Equipment  Deregulation 

4.  International  Telecommunications 

5.  Broadband/CATV  Services 

6.  Spectrum  Matters 

7.  Bifurcation:  Creation  of  a  separate  Federal  Telecommunications  Commis- 

NATtONWIDE   PUBUC  SWITCHED   TELECOMMUNICATIONS   NETWORK 

It  is  imperative  that  telephone  companies  continue  to  jointly  own,  operate,  plan, 
manage  and  construct  the  nationwide  public  switched  telecommunications  network 
(NPSTN).  The  network  is  an  essential  national  resource.  It  is  the  sole  means  of 
providing  universal  communcations  service  and  thereby  plays  an  important  part  in 
protection  of  life  and  property,  energy  conservation,  and  national  defense. 

The  United  States  has  generations  of  experience  with  this  system.  All  things 
considered,  it  has  proved  highly  successful— as  reflected  in  the  quality  of  telephone 
service  in  this  country  and  iU  reasonable  cost. 

The  importance  to  our  nation  of  the  availability  of  adequate  communications 
service  through  the  NPSTN  cannot  be  overemphasized-  S,  611,  S,  622,  and  H.R.  3333 
do  not  seem  to  recognize  the  inherent  contradi cation  that  would  be  created  by  the 
inclusion  of  competitive  non-telephone  company  carriers  in  the  network  planning 
and  management  process,  each  striving  to  accomplish  its  own  ends,  and  the  risk  to 
quality  and  efficiency  of  service  which  would  inevitably  result. 

Involvement  of  non-telephone  company  carriers  in  network  planning  and  manage- 
ment would  create  a  very  strange  environment  for  a  constructive  planning  process. 
The  "partners"  in  the  creation  and  operation  of  the  NPSTN  would  be  required  to 
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work  with  the  proprietor  of  competitive  networks — parties  havinE  entirely  differ- 
ent and  even,  in  some  cases,  opposing  interests.  The  practical  and  legal  complica- 
tions which-would  arise  should  remove  from  serious  consideration  any  such  involve- 

The  maintenance  of  the  int^rity  of  the  NPSTN  is  not  inconsistent  with  the 

Kovision  of  competitive  interexcnange  services.  But  appropriate  mechanism*  should 
developed  in  such  areas  as:  the  points  of  connection  to  local  exchanges;  deriving 
access  charges  to  l>e  paid  for  interexchange  use  of  local  distribution  facilities;  and 
an  orderly  transition  from  a  n^lated  monopoly  environment  to  one  in  which  there 
is  to  be  free  and  open  competition  in  the  supply  of  interexchange  services. 


S.  611,  S.  622,  and  H.R.  3333  all  recognize  that  local  service,  at  least  for  an 
extended  period,  will  be  provided  as  a  regulated  service.  If  the  mandate  of  tmiveml 
service  set  forth  in  the  1934  Act  is  to  continue,  as  all  three  bills  indicate,  then  GTE 
believes  that  there  must  be  a  "Carrier  of  last  resort"  providing  the  local-exchange 
service.  Such  a  concept  is  inconaisitent  with  the  existence  of  competition  at  the  lotal 
exchange  level.  If  efforts  are  made  to  encourage  more  than  one  local  supplier  of 

ofs« 

Henry  Geller,  the  Assistant  Secretary  for  Communications  and  Information,  De- 
partment of  Commerce,  in  his  statement  submitted  to  the  Senate  Subcommittee  on 
April  24,  1979,  recognized  this  problem.  Mr.  Geller  stated:  "Because  of  the  existing 
monopoly,  and  in  recognition  of  the  possible  'Natural  monopoly'  characteristics  of 
the  local  exchange  market,  we  recommend  continued  regulation  of  local  exchange 
services  as  long  as  the  monopoly  exists," 

Mr.  Geller  also  said:  "Although  competitive  subatitutes  for  this  basic  local  ex- 
change service  may  eventually  appear  .  .  .  their  technical  and  economic  feasibility 
is  sUn  uncertain." 

Whether  at  some  time  in  the  future  the  local  exchange  monopoly  should  be 
eliminated  is  not  an  issue  that  Congress  should  attempt  to  judge  now  by  imposing 
an  application  of  the  "sunset"  concept  to  local  service  regulation. 

In  addition,  it  should  be  recognized  that  the  conliguration  and  definition  of 
exchange  areas  have  historically  been  determined  to  reflect  the  actual  growth  or 
change  in  the  communities  served.  Each  modification  of  exchange  boimoariee  has 
been  a  joint  effort  initiated  by  the  telephone  company  and  concurred  in  by  the  atate 
regulatory  authorities.  This  procedure  has  served  the  public  interest  and  should  be 
retained. 

INTRAEXCHANGB  CHARGES:  ACCESS  CHARGES  AND  CONTRIBUTION 

Under  present  settlement  and  ratemaking  arrangements,  local  telephone  compa- 
nies are  reimbursed  for  costs  of  originating  and  terminating  interexchange  (toll) 
services  over  their  exchange  facilities.  They  are  also  reimbursed  for  costs  associated 
with  interexchange  facilities  used  for  services  provided  jointly  with  other  NPSTN 
carriers.  All  of  these  costs  are  recovered  from  a  "pool"  of  toll  revenues  derived  frwn 
toll  rates  based  on:  directly  identifiable  interexchange  coats;  the  traiTic-sensitive 
exchange  costs  associated  with  interexchange  traffic;  and  an  allocated  portion  of  the 
non-traflic-sensitive  exchange  costs.  The  non-traffic-sensitive  exchange  costs  aic 
allocated  to  toll  using  s  formula  which  attributs  considerably  more  of  Uiese  costs  to 
the  average  toll  call  than  to  the  average  local  call. 

The  reimbursement  of  the  traftlc-sensitive  portion  of  exchange  costs  is  generally 
rect^nized  as  economically  rational  because  it  is  based  on  a  cost-causation  attribu- 
tion formula.  Since  non-trafHc-sensitive  costs  do  not  vary  with  the  level  of  demand 
for  a  particular  service  (toll  or  locals,  their  allocation  to  toll  is  arbitrary  from  on 
economic  standpoint.  Reimbursement  for  these  non -traffic-sensitive  exchange  costs 
from  toll  revenues  can  be  viewed  as  a  "contribution"  to  keep  rates  for  local  service 
lower  than  they  would  be  otherwise. 

The  GTE  concept  is  that  all  providers  of  non-NPSTN  interexchange  services 
which  directly  or  indirectly  connect  with  local  exchange  facilities  be  required  to 
reimburse  local  exchange  carriers,  be  means  of  an  access  cliarge,  for  use  of  sudi 
facilities.  This  charge  should  eventually  reflect  only  exchange  switching  and  trunk- 
ing  costs  that  vary  with  the  amount  of  interexchange  traffic  carried  over  the 
exchange  facilities  (traffic-sensitive  costs).  The  "contribution",  or  allocation  of  the 
cost  of  non-traffic-sensitive  exchange  plant,  should  be  gradually  reduced  during  a 
transition  period  and  eventually  excluded  from  the  non-NPSTN  access  charg*  >»<l 
from  the  NPSTN  toll  allocation.  All  non-trafTicsensitive  exchange  casta  should  in 
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the  long  term  be  supported  directly  from  rates  paid  by  the  local  telephone  exchange 
customer. 

With  the  advent  of  increaaing  competition  in  inlerexchange  markets,  the  NPSTN 
carriers  will  be  forced  to  align  price  more  cloeely  with  cost  for  interexchange 
services.  Since  changes  in  demand  for  these  services  do  not  change  the  level  of  non- 
t raffle-sensitive  exchange  costs,  an  economically  rational  price  for  these  services 
should  not  include  the  cost  of  non-trafnc-sensitive  facilities. 

The  GT^  concept  would,  in  the  long  term,  eliminate  the  allocation  of  non-trafTic- 
sensitive  exchange  costs  to  any  interexchange  service.  By  eliminating  this  alloca- 
tion, NPSTN  costs  chargeable  to  MTS  and  WATS  could  be  reduced  and  better 
market  equilibrium  maintained  between  these  and  competing  services. 

Further,  the  elimination  of  the  "contribution"  from  access  charges  would  permit 
these  charges  to  be  set  at  a  lower,  more  competitive  level.  The  access  charge  will  be 
affected  by  both  technological  and  market  factors.  Technologies  exist  today,  such  as 
roof-to-roof  antennas,  that  need  no  direct  connection  to  the  network.  If  the  access 
charge  were  to  include  an  element  for  contribution  to  help  cover  the  costs  of  local 
exchange  facilities,  and  the  access  charge  is  perceived  to  be  too  high,  interexchange 
service  providers  will  seek  to  bypass  local  telephone  facilities  to  provide  service.  As 
this  diversion  occurs,  the  interexchange  contribution  to  non-traffic-sensitive  ex- 
change costs  will  be  lost.  In  addition,  support  for  traffic-sensitive  exchange  facility 
costs  will  be  diminished. 

GTE  recommends  that  any  legislation  enacted  by  Congress  reflect  the  following: 

1,  To  the  extent  possible,  charges  for  speciHc  services  should  be  based  on  the 
demand/cost  characteristics  of  those  services, 

2,  Overhead  cost«,  which  include  costs  of  ticketing  and  administration,  should  be 
recovered  from  the  cost  causer. 

3,  Any  contribution  to  defray  the  costs  of  non-traffic-sensitive  subscriber  access 
facilities  should  be  eventually  eliminated  from  charges  to  interexchange  carriers, 
because  of  the  resulting  diseconomic  demand/cost  characteristics  of  such  charges. 

4,  The  legislation  should  specify  that  a  Federal-State  Joint  Board  is  responsible 
for  designating  points  of  interconnection  between  interexchange  and  intraexchange 
facilities,  since  that  designation  is  critical  to  the  interpretation  of  costs  to  be 
included  in  the  access  charge /contribution  mechanism.  Because  of  changing  technol- 
ogy, to  include  a  precise  designation  in  the  legislation  itself  would  be  virtually 
impossible. 

5,  Interexchange  and  intraexchange  carriers  must  be  free  to  enter  into  agree- 


costs  and  division  of  customer  charges  for  services  provided  jointly  by  the  carriers. 
6.  Parameters  should  be  established  to  define  the  cost  components  of  intraex- 
change services  for  exchange  ratemaking  purposes. 


REQUIREMENT 

GTE  has  concerns  with  S,  6irs  provision  for  "full  separation."  See:  Sections 
103(11);  203(b);  Z05(d).  According  to  Senator  HolUngs, '  the  separate^ntity  require- 
ment is  the  "center-piece"  of  the  proposed  legislation. 

In  this  connection.  GTE  directs  the  attention  of  Congress  to  the  "Separate  State- 
ment" of  Commissioner  Joseph  R.  Fo^arty  issued  in  connection  with  the  Federal 
Communications  Commission  s  Tentative  Decision  and  Further  Notice  of  Inquiry 
and  Rulemaking  in  its  Docket  20828.  known  as  "Computer  Inquiry  II." "  As  Commis- 
sioner Fogarty  points  out.  various  separate  subsidiary  requirements  have  been 
imposed  by  the  FCC  in  the  past  "without  subjecting  the  separate-subsidiary  concept 
to  any  form  of  critical  analysis  and  without  any  careful  consideration  of  alternative 
means  of  accomplishing  our  policy  objectives," 

Commissioner  Fogarty  stated  his  belief  that  the  FCC  "should  examine  Into  the 
efficacy  of  requiring  separate  subsidiaries,  and  if  we  decide  to  do  so,  the  extent  to 
which  we  should  restrict  those  subsidiaries  from  contributing  to  and  participating  in 
the  corporate  vertical  integration  structure,"  He  indicated  special  concern  that, 
before  the  Commission  imposes  any  kind  of  across-the-board  separate-corporation 
requirement  in  Computer  inquiry  II.  it  "should  question  through  careful  analysis 
whether  the  productive  efficiencies  derived  from  vertical  integration  compensate  for 
any  detriment  to  competitor  or  customer  from  the  possibility  of  cross-subsidization." 
In  making  this  recommendation,  he  pointed  out  that  the  FCC  has  "never  assessed 
the  critical  coat/benefit  trade-offs  inherent  in  these  various  degrees  of  separation, 

'  Remarks  before  the  Association  of  Data  ProcesainE  Service  OrRBnizationg,  Inc.,  on  May  16, 
1979, 
'  See  FCC  News  Release  dated  May  25.  19T9. 
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nor  .  .  ,  examined  the  question  of  whether  the  economies  which  may  (low  to  the 
ratepayer  from  vertical  integration  outweigh  potential  abuses." 

These  same  basic  questions  arise  concerning  the  full -separation  requirement  of  S. 
611.  An  across-the-board  requirement  would  be  established  by  S.  611,  calling  for  the 
creation  of  numerous  wholly-separated  corporate  and  operational  entities.  Once 
again,  this  requirement  would  be  created  at  the  behest  of  firms  competitive  with 
telephone  companies  and  without  analysis  of  the  "cost/benefit  trade-ofTs"  or  the 
ultimate  consequences  for  the  consumer. 

The  testimony  and  material  submitted  to  Congress  in  connection  with  S.  611  do 
not  contain  the  kind  of  "critical  analysis"  Commissioner  Fogarty  has  found  lacking 
in  FCC  consideration  of  these  matters.  In  other  words,  S.  61 1  appears  to  proceed  <»i 
an  asBumplion.  with  no  factual  support,  that  the  interest  of  the  consumer  would  be 
promoted  by  the  cost/benefit  relationship  of  a  full-separation  requirement,  as  op- 
posed to  other  mechanisms  for  protecting  the  public  interest  (as  one  examine, 
improved  accounting  systems). 

GTE  is  troubled  by  the  proposals  before  Congress  which  would  impoee  this  kind  of 
acrOBs-t he-board  full-separation  requirement  based  on  nothing  more  than  assump- 
tions. Such  action  would  be  even  more  unfortunate  than  the  adoption  by  the  PCC  of 
those  administrative  rules  which  Commissioner  Fogarty  has  questioned,  since  the 
requirement  would  be  cast  in  the  concrete  of  a  statute. 

There  is  another  aspect  of  this  full /separation  requirement  which  should  raise 
serious  questions.  The  imposition  of  full  separation,  in  practical  terms,  is  likely  to 
prove  tantamount  to  preclusion  of  telephone  company  involvement  in  competitive 
services.  Indeed,  just  such  s  preclusion  has  been  demanded  by  parties  competing 
with  telephone  companies. 

Even  if  it  were  concluded,  after  careful  cost/benefit  analysis,  that  it  would  be 
feasible  and  desirable  to  apply  ful! -separation  requirements  to  some  or  all  Bell 
companies,  it  simply  does  not  follow  that  the  same  scheme  could  be  applied  to  the 
smaller  non-Bell  companies  operating  in  areas  of  more  dispersed  population. 

GTE  takes  no  comfort  from  those  provisions  of  S.  611  that  would  allow  modifica- 
tion of  its  full -separation  requirement  in  limited  circumstAncee.  See:  Sections  203(b) 
and  2{)5(dX3).  The  Bill  would  place  the  burden  on  the  firm  or  firms  involved  to 
overcome  an  established  across-the-board  requirement.  This  means  carrying  the 
weight  of  demonstration  and  persuasion  in  order  to  produce  an  affirmative  decision, 
either  at  the  state  or  federal  level,  departing  from  the  thrust  of  the  Bill.  Any 
l^slation  which  has  this  effect  cannot  fairly  be  characterized  as  a  deregulatory 


If  there  is  to  be  any  provision  for  full  separation  in  the  Act.  the  statute  should 
place  the  burden  upon  the  governmental  agency  to  find,  based  on  a  factual  record 
and  after  full  opportunity  for  hearing,  that  such  a  requirement  is  necessary,  in  the 
public  interest.  In  other  words,  when  an  agency  of  government  proposes  to  set  out  a 
requirement  which  forces  the  restructuring  of  an  industry,  the  burden  should  be  on 
that  agency  to  show  that  such  a  requirement  must  be  applied  in  the  public  interest, 
there  being  no  other  less  cost-effective  remedy. 

The  question  of  the  kind  of  separation  requirement  which  would  be  in  the  public 
interest  has  been  addressed  by  Henry  Geller,  the  Assistant  Secretary  for  Communi- 
cations and  Information,  Department  of  Commerce,  in  his  letter  dated  May  29,  1979, 
to  Chairman  Ferris  of  the  FCC  Mr.  Geiler  indicated  the  concern  of  the  National 
Telecommunications  and  Information  Administration  (NTIAI  with  the  separation 
requirements  which  the  FCC  attached  to  its  grant  of  authority  for  General  Tele- 
phone &  Electronics  Corporation  to  acquire  Telenet  Corporation  and  its  carrier 
subsidiary.  Telenet  Communicatlonbs  Corporation. 

Mr.  Gelter  urged  the  Commission  "to  consider  receptively  some  easing  of  the 
conditions  along  the  lines  proposed  by  GT&E."  Mr.  Geiler  suggested  that  "in  its 
desire  to  assure  a  pro-competitive  outcome,  the  Commission  may  have  impeded  the 
acquisition  to  a  point  where  the  ultimate  goal  sought  by  the  Commission  would  be 
lost."  While  recognizing  "that  some  lines  must  be  drawn  and  some  limitations 
imposed,"  Mr.  Geiler  indicated  his  belief  that  the  public  interest  would  be  best 
served  if  Telenet  were  to  become  a  stranger  and  more  resourceful  competitor  in  the 
value-added  market— an  objective  Mr.  Geiler  saw  impeded  by  the  kind  of  separation 
requirements  the  Commission  attached  to  its  authorization. 

Mr.  Geller's  letter  indicated  that  NTIA  has  in  progress  extensive  studies  of 
corporate  structure,  with  specific  reference  to  subsidiary/ parent  relationships.  NTIA 
urged  the  Commission  to  proceed  cautiously  in  view  of  the  "profound  consequences 
for  the  development  of  an  appropriate  regulatory  climate  in  the  emerging  competi- 
tive era."  It  is  even  more  essential  for  Congress  to  proceed  in  this  area  only  after 
careful  examination  of  these  consequences. 
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Senator  Hollings.  in  his  speech  before  ADAPSO,  indicated  that  S.  611  would  allow 
fully-separated  subsidiaries  to  "jointly  use  facilities  through  exphcit  nondiscrimina- 
tory leasing  arran^menta."  Accordingly,  the  Senator  described  the  full-separation 
requirement  as  "financially  workable,"  and  said  it  would  not  affect  the  technical 
functioning  of  the  telephone  system. 

It  is  encouraging  that  Senator  Hollings'  intent  is  to  allow  this  kind  of  flexibility 
for  telephone  operations.  However,  we  can  find  no  provision  for  such  flexibility  in 
the  Bill  itself.  If  the  Intent  is  to  allow  for  flexibility  in  sharing  facilities,  with  all  the 
associated  operational  and  administrative  coets,  then  this  should  be  clearly  ex- 
pressed.' 

TERMINAL  EQUIPMENT  DEREGULATION 

Except  for  state  regulation  of  terminal  equipment  offerings  by  telephone  compa- 
nies,  this  market  is  elfecUvely  deregulated  today.  GTE's  position  is  that  this  process 
of  deregulation  should  be  eompletea 

Telephone  companies  should  be  allowed  to  offer  terminal  equipment  and  related 
services  on  an  unregulated  basis  through  their  existing  operations,  subject  only  to 
appropriate  cost  accounting  and  allocation  procedures.  Revenues  and  costs  associat- 
ed with  a  telephone  company's  provision  of  terminal  equipment  and  related  service 
should  be  accounted  for  separately  and  should  not  be  considered  in  the  determina- 
tion of  reasonable  rales  for  those  services  still  subject  to  regulation. 

Each  of  the  bills,  S,  611,  S.  622,  and  H.H,  3333,  talks  in  genera!  terms  of  "deregu- 
lating" terminal  equipment.  This  approach  is  inadequate  for  such  a  complex  subject. 
Mechanisms  must  be  established  to  permit  capital  recovery  of  the  existing  telephone 
company  investments.  Such  mechanisms  would  include  provisions  which  would 
permit  telephone  companies  to  accelerate  existing  depreciation  schedules  and  to 
recover  such  accelerated  depreciation  in  the  established  rate  schedules. 

Furthermore,  if  telephone  companies  are  to  compete  effectively  in  the  terminal 
equipment  area,  there  must  be  provisions  that  assure  the  right  of  telephone  compa- 
nies to  provide  terminal  equipment  by  either  lease  or  direct  sale,  without  the  need 
for  establishitig  separate  entities. 

In  order  to  proceed  with  reasonable  speed  to  accomplish  deregulation  of  terminal 
equipment  and  yet  not  cause  too  drastic  a  dislocation  for  telephone  company  cus- 
tomers, the  following  is  proposed  by  GTE: 

1.  As  of  a  given  date,  all  telephone  company  then-current  investment  in  terminal 
equipment  should  be  identified  and  valued  at  amounts  contained  in  their  books  and 

2.  As  of  that  date  and  thereafter,  all  new  terminal  equipment  and  their  related 
costs  and  revenues  should  be  segregated  into  a  separate  account. 

The  purpose  of  identifying  and  valuing  then-current  investments  is  to  allow  a 
process  of  attrition  of  old  investments  under  regulation  while  assuring  that  new 
investments  are  removed  from  regulation. 

The  identified  value  of  old  investments  can  be  amortized  over  a  transition  period, 
for  example,  five  to  seven  years.  During  the  transition  period  an  allocated  poiiion  of 
old  investments  would  continue  to  be  included  with  costs  used  to  determine  interex- 
change  contributions  to  intraexchange  facilities,  on  a  declining  basis  (due  to  attri- 
tion!, until  the  end  of  the  amortization  period. 

To  minimize  dislocation  of  revenue  sources,  the  objective  of  the  telephone  compa- 
nies and  the  regulators  would  be  to  maximize  contributions  from  old  terminal 
equipment  over  the  amortization  period.  At  the  end  of  the  transition  process,  no 
terminal  equipment  would  remain  under  regulation. 

All  telephone  company  investments  in,  expenses  relating  to,  and  revenues  from 
new  terminal  equipment  would  be  separately  categorized  and  would  not  be  subject 
to  either  state  or  federal  regulation,  except  for  registration  requirements  that  apply 
to  all  terminal  equipment  provided  by  any  supplier, 

INTERNATIONAL  TELECOMMUNICATIONS 

It  has  become  increasingly  apparent  that  the  existing  statutory  provisions  dealing 
with  international  telecommunications  need  revision,  GTE's  experience  with  the 
present  governmental  approval  process  concerning  international  facilities  demon- 
strates the  need  to  streamline  FCC  decision -making.  In  particular.  GTE  supports  the 
need  for  improvements  with  respect  to  facility  planning. 

In  GTE's  experience  as  a  participant  in  international  facility  planning,  the  United 
States  carriers  and  thtir  foreign  counterparts  have  been  able  to  agree  on  acceptable 
plans  and  arrangements  through  negotiation  and  compromise,  with  the  help  of  long- 
it  Secretary  Geiler  before  the  Senate  Subcommitee,  dated  Apr,  24, 
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standing  relationships  established  between  the  carriers  and  their  foreign  partnen 
over  the  years. 

The  principal  problem  in  recent  years  has  been  the  inability  of  the  U.S.  carriers 
to  construct  and  activate  international  facilities,  because  of  the  FXX's  reluctance  to 
grant  timely  authorizations.  The  effects  of  FCC  practices  extent  even  to  acquisitiona 
of  circuits  that  were  constructed  aoieiy  by  foreign  countries. 

GTE  has  serious  concerns  about  the  international  provisions  of  S.  611,  as  dis- 
cussed below.  There  are  some  concerns  with  S.  622,  but  it  does  not  contemplate  the 
extraordinary  results  of  S.  611.  In  many  ways,  GTE's  views  parallel  the  internation- 
al telecommunications  views  of  H.R.  333!l. 

S.  611  is  being  offered  as  a  pro-competitive  measure,  but  in  the  international  area 
it  would,  for  all  practical  purposes,  obliterate  any  effective  private-sector  role  in  the 
creation  and  operation  of  international  facilities.  It  would  transfer  planning  and 
operational  responsibilities,  with  regard  to  facilities,  from  the  private  sector  to  the 
International  Facilitiea  Management  Corporation. 

The  associated  requirement  that  the  carriers  turn  over  ownership  of  their  facili- 
ties to  a  consortium  creates  the  same  kind  of  concerns.  The  present  ownership 
arrangements,  with  improvements  in  the  regulatory  process,  would,  in  the  long  run, 
be  of  more  benefit  to  the  public. 

The  International  Facilities  Management  Corporation  created  by  S.  611  to  plan, 
construct,  manage  and  operate  international  facilities  will  also  create  significant 
additional  operating  expense.  What  is  being  proposed  is  a  very  large  operating 
entity  in  the  international  area,  embracing  part  of  AT&T  Long  Lines,  COMSAT  and 
the  Record  Carriers,  as  well  as,  among  others,  the  international  elements  of  Hawai- 
ian Telephone  Company,  a  GTE  subsidiary.  The  expenses  of  the  corporation  would 
go  far  beyond  the  "operating  costs"  of  the  facilities— as  that  term  is  generally  used. 
There  would  be  substantial  overhead  costs  which  go  with  the  creation  of  this  kind  of 
"super  corporation" — ofTicers,  staff,  employee  benefits  and  pensions,  for  example. 
Since  S.  611  allocates  all  these  costs  among  the  carriers,  the  public  will  ultimately 
be  required  to  bear  these  costs  through  higher  international  rates. 

S.  611  would  greatly  increase  the  cost  of  international  telecommunications  for  all 
carriers  and  would  be  totally  unworkable  for  the  smaller  carriers  such  as  Hawaiian 
Telephone.  This  is  because  of  the  serious  impact  the  full  separation  requirements  of 
Section  252  would  have  on  a  company  the  size  of  Hawaiian  Telephone.  This  section 
requires  full  separation  between  the  provider  of  domestic  and  international  services 
and  also  between  the  provider  of  non-competitive  international  public  meaaage 
telephone  service,  as  opposed  to  the  provider  of  other  international  services.  These 
provisions,  together  with  those  of  Section  205,  could  require  Hawaiian  Telephone  to 
create  four  or  possibly  live  fully  separated  entities  to  handle  its  activities  in  Hawaii. 

By  not  adopting  the  consortium  approach  of  S.  611,  S.  622  reflects  a  constructive 
attempt  to  improve  the  climate  of  international  telecommunications.  GTE  does 
question,  however,  the  effectiveness  of  the  procedure  proposed  in  Section  226(c)  of  S. 
622,  whereby  the  FCC  would  be  even  more  heavily  involved  in  facility  planning 
matters  than  it  is  today. 

GTE  believes  that  improvements  in  the  international  planning  and  approval 
process  can  be  accomplished  in  a  way  that  would  eliminate  the  expense  of  a  new 
organization  and  result  in  less  disruption  of  joint  planning  and  negotiations  with 
foreign  administrations.  This  would  be  through  the  establishment  of  a  task  force 
comprised  of  all  U.S.  international  carriers,  including  COMSAT,  to  plan  both  cable 
and  satellite  facilities.  This  Is  similar  to  the  approach  proposed  in  H.R.  3333. 
Construction  and  operation  of  facilities,  planned  by  the  task  force  and  agreed  to  l^ 
the  carriers'  foreign  partners,  would  not  require  prior  approval  by  the  FCC;  rather, 
the  FCC  would  assume  an  oversight  role. 

This  arrangement,  if  properly  implemented,  would  tend  to  reduce  the  extensive 
delays  currently  being  experienced  by  the  U.S.  carriers.  GTE  believes  this  to  be  a 
more  practical  way  to  solve  the  facility  planning  problem  without  incurring  sub- 
stantial additional  costs. 

8R0ADBAND/CATV   SERVICES 

The  public  interest  dictates  that  telephone  companies  as  well  as  othera  must  be 
able  to  use  all  available  technologies,  of  whatever  bandwidth,  in  providing  telecom- 
munications. As  the  switched  public  telephone  network  evolves  from  analoe  to 
digital  and  with  the  introduction  of  distributed  switching,  a  broad-bandwidth  bcal 
distribution  medium  will  be  required. 

It  is  expected  that  Hber  optics  transmission  systems  will  In  time  be  used  to 
interconnect  these  distributed  switches  and  multiplexers,  in  addition  to  the  use  of 
fiber  optics  on  trunk  routes  between  central  offices.  When  the  cost  of  fiber  drops  to 
an  economical  level,  wiring  the  home  with  optics  cable  will  become  feasible.  At  such 
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Sint.  it  will  be  possible  to  cairv  elTicieiitly  digital  information  even  at  the  bit 
nary  digit)  rales  required  for  video. 

Indeed,  voice,  data,  and  video  signals  will  then  be  only  different  man ifestal ions  of 
;he  same  thing — information  represented  by  bits.  It  would  be  counterproductive  to 
restrict  telephone  companies  from  utilizing  these  new  technologies,  particularly 
since  they  present  opportunities  for  making  new  telecommunications  services  avail- 
able on  a  cost-effective  basis. 

In  assuring  a  climate  in  which  telephone  companies  can  use  all  technologies,  the 
Act  should  at  the  same  time  be  flexible  enough  to  permit  a  variety  of  responses  by 
telephone  companies  to  meet  local  customer  needs. 

GTE  does  not  want  to  be  prohibited,  either  by  the  Communications  Act  or  by 
FCC/CRC  rules,  from  being  able  to  offer  broadband  services.  OfTering  auth  services 
might  well  permit  the  public  and  GTE  to  gain  maximum  advantage  of  the  econo- 
mies of  scale  which  could  develop  from  broadband  technology.  The  forced  dlsassoci' 
ation  of  the  transmission  of  broad  band /CATV  services  and  narrowband  services 
could  delay  the  point  in  time  when  the  telecommunications  user  could  enjoy  the 
benefits  of  fiber  optics  technology. 

Companies  like  GTE  should  not  be  prohibited  from  examining  and  implementing 
alternative  methods  of  accelerating  the  introduction  of  fiber  optics  technology  for 
the  benefit  of  the  telecommunications  user.  This  option  must  he  kept  open,  in  order 
o  allow  GTE  telephone  companies  to  develop  and  plan  for  the  enhancement  of  the 
local  exchange  network. 

Recently  the  FCC  has  started  to  re-visit  its  CATV  croes-ownership  rules,  as  they 
relate  to  sparsely  populated  areas.  Rural  areas  in  most  cases  do  not  have  CATV 

■vice.  Their  low  density  of  homes  makes  the  provision  of  CATV  service  unattrac- 

e  to  CATV  companies.  Evolving  technology  might  make  rural  CATV  service  more 
_  inomically  feasible  if  a  common  facility  could  be  used  to  provide  both  narrowband 
and  broadband  telecommunications  services,  GTE  believes  that  telephone  companies 
could  play  an  important  role  in  extending  broad  band /CATV  services  to  areas  of  the 


GTE  has  concerns  as  to  the  use  of  "scarcity"  or  "market  value"  concepts  when 
applied  to  the  assignment  of  common  carrier  nonbroadcast  frequencies.  The  FCC 
currently  has  a  proceeding  underway  (Docket  78-316)  to  explore  the  ways  by  which 
future  fees  should  be  set.  A  major  issue  raised  in  that  docket  is  the  "market  value" 
concept.  In  comments  filed  with  the  FCC  on  February  9,  1979,  GTE  addressed  the 
Rpplication  of  the  concept  to  common  carrier  frequencies. 

In  brief.  GTE  believes  that  charging  spectum  resource  or  scarcity  fees  for  use  of 
electromagnetic  frequency  spectrum  by  common  carriers  is  not  in  the  public  inter- 
est. The  public,  and  not  the  carrier,  is  the  true  beneficiary  of  the  services  of  the 
Commission  in  processing  applications  and  in  the  use  of  spectrum  for  the  provision 


GTE  also  questions  the  concept  in  H.R.  'S'i'i'S  of  a  random  selection  method  for 
assigning  nonbroadcast  frequencies  when  there  are  competing  applicants.  For 
common  carrier  applications,  at  least,  the  public  interest  should  be  the  determining 
factor,  not  a  system  based  on  random  selection.  There  could  be  service  impairment 
arriers  are  blocked  from  expanding  their  nonbroadcast  radio  services  simply 
because  they  did  not  win  a  lottery  drawing.  The  determination  as  to  the  preferred 
applicant,  where  more  than  one  qualified  applicant  seeks  the  same  frequency, 
should  take  into  account  the  importance  of  the  service  to  be  provided  to  the  public. 

Any  legislation  should  endeavor  to  reduce  the  administrative  burdens  associated 
with  licensing  procedures.  For  example,  H.R.  :j333  proposes  a  one-step  licensing 
procedure  instead  of  the  current  two-step  construction  permit/ license  process.  See: 
Sections  412  and  415.  The  present  Act's  provisions  allowing  petitions  to  deny  appli- 
cations should,  however,  be  retained  al  least  to  the  extent  tnat  frequency  interfer- 
ence problems  would  result  from  grant  of  an  application.  Only  through  such  a 
process  can  disputes  regarding  potential  interference  be  resolved  on  a  timely  basis. 

BirURCATION:    CREATION   OF   A    SEPARATE    FEDERAL  TELECOMMUNICATIONS   COMMISSION 

At  the  present  time  the  FCC,  in  GTE'a  view,  is  not  able  to  do  justice  either  to 

I    broadcasting  or  to  telecommunications.  As  a  result,  neither  area  receives  the  atten- 

I   tion  it  deserves.  GTE  has  been  recommending  for  some  lime  that  there  should  be 

I  two  separate  federal  regulatory  agencies,  one  focusing  on  broadcasting  and  the 

other  concentrating  on  telecommunications  matters.  "Technological  convergence" 
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notwithstanding,  there  are  distinctive  ditTerences,  deserving  distinctive  regulatory 
oversight,  between  the  essentially  private.  First  Amendment-protected  activities  ai 
broadcasters  and  the  public  obligations  of  telecommunication  common  carrien. 
H.R.  3333  contemplates  the  establishment  of  a  five-person  Communications  lU^- 
latory  Commission,  or  CRC,  to  replace  the  present  Federal  Communications  Ohd- 
mission.  GTE  suggests  that  the  CRC  concept  be  adapted  to  fit  the  need  for  s 
separate  Federal  Telecommunications  Regulatory  Agency.  Establishing  such  sn 
agency  would  mean  that  the  present  Act's  assignments  would  have  to  be  divided 
between  the  new  CRC  and  the  broadcasting  agency.  Those  broadcasting  responsilMl- 
ities  now  assigned  by  the  Act  to  the  FCC  would  need  to  be  assigned  to  the  broadcast- 


The  foregoing  comments  are  submitted  by  GTE  to  assist  Congress  in 
tion  of  the  Communications  Act  and  appropriate  amendments  thereto. 

Senator  Hollings.  Thank  you  very  much,  Mr.  Brophy. 

Now,  Mr.  Hosteller. 

Mr.  HosTETLER.  Thank  you.  I  am  here  on  behalf  of  Western 
Union  Telegraph  Co.  this  morning.  We  thank  you  for  the  opportu- 
nity to  appear.  Let  me  just  say  a  word  about  Western  Union  as  it 
operates  today  for  those  not  fully  familiar  with  us. 

We  provide  services,  basically,  in  three  broad  categories.  Public 
message  service  to  the  public  at  lai^e  on  a  nonsubscription,  une- 
quipped basis,  which  includes  telegrams,  Mailgram  service,  money 
order  service,  and  teletypewriter  exchange  service,  including  TWX 
and  Telex. 

Finally,  private  line  service  to  government  and  business  users 
with  large  enough  requirements  to  justify  their  own  dedicated 
systems. 

We  don't  provide  voice  telephone  service,  and  we  don't  provide 
any  direct  international  service  except  by  interconnection  with  the 
international  carriers. 

We  provide  these  services  over  facilities  on  which  we  spent  more 
than  a  billion  dollars  in  the  last  15  years.  These  include  a  nation- 
wide microwave  system,  the  first  U.S.  domestic  satellite  system, 
which  became  operational  in  1974,  several  high-capacity  computer 
switching  systems,  much  like  those  used  by  the  telephone  compa- 
nies, central  telephone  bureaus  which  provide  access  to  our  public 
message  services,  and  we  also  are  heavily  dependent  at  the  present 
time  on  the  Bell  System  and  some  of  the  other  telephone  carriers 
for  leased  facilities. 

In  looking  at  my  prepared  statement  last  night,  which  we  filed,  I 
discovered  it  didn't  say,  in  several  respects,  what  I  wanted  to  say. 

Senator  Goldwater.  Pardon  me,  is  Mailgram  your  service? 

Mr.  HosTETLER.  It  is  a  service  we  provide  jointly  with  the  Postal 
Service,  yes,  sir.  As  !  said,  I  was  having  trouble  last  night  with  my 
statement,  so  I  prepared  some  notes  and  will  try  to  speak  extempo- 
raneously from  them,  if  I  may. 

First,  with  regard  to  our  position  on  S.  611  and  S.  622,  we 
support  the  goals  expressed  in  those  bills.  Particularly,  we  are  in 
favor  of  increased  competition.  1  would  say  one  concern  we  have 
with  both  bills  is  that  they  appear  to  place  great  reliance  on  the 
present  regulatory  mechanism  under  the  1934  act. 

The  assumption  seems  to  be  if  this  mechanism  is  shored  up  or 
improved  in  some  respects,  it  can  be  made  to  work  better,  and 
perhaps  even  enhance  the  competitive  marketplace. 

In  this  connection,  we  believe  that  both  bills  probably  leave  too 
much  to  the  discretionary  authority  of  the  Commission.  In  my 
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view,  there  are  two  things  wrong  with  this  assumption,  if  I  under- 
stand it  correctly. 

First,  it  flies  in  the  face  of  the  old  axiom  that  competition  £ind 
regulation  are  antithetical  concepts  in  the  long  run. 

Second,  quite  apart  from  theory,  as  Mr.  Geller  testifled  here  at 
length,  the  regulatory  system  really  has  not  worked  that  well  in 
the  developing  competitive  marketplace  of  telecommunications. 

Let  me  say  our  experience  at  Western  Union  is  based  on  compet- 
ing with  the  Bell  System  for  many  years,  long  before  there  were 
specialized  carriers  and  long  before  it  became  fashionable  to  talk 
about  competition  in  this  industry. 

I  think  we  at  least  bear  the  scars,  and  hopefully  have  learned 
something  about  the  realities  of  competition.  The  fact  is  that  after 
20  years  of  investigations,  rulemakings  and  prescriptions,  the  FCC 
has  not  been  able  to  effectively  regulate  Bell's  pricing  response  to 
increased  competition. 

The  result  is  that  Bell  used  its  monopoly  power  over  facilities 
built  initially  to  provide  basic  voice  telephone  service  to  dominate 
competition  in  the  nontelephone  market. 

Mr.  Geller  gave  some  examples  of  the  regulatory  process  in 
action.  He  referred  to  the  Telepak  proceeding  before  the  Commis- 
sion beginning  sometime  in  1963.  finally  terminating,  hopefully, 
last  year.  He  didn't  mention  reconsideration  of  its  final  decision. 
The  Commission  in  that  action  reversed  itself  on  the  basis  that,  in 
its  view,  it  had  not  given  proper  notice  to  the  parties,  during  that 
17-year  period,  of  the  issues  which  were  being  litigated. 

Now,  how  can  we  deal  with  this  problem?  It  seems  to  me — I  am 
talking  about  the  problem  of  regulating  Bell's  monopoly  power 
only  in  one  of  two  ways. 

Either  we  keep  Bell  out  of  the  competitive  marketplace,  and 
there  are  few  of  us  advocating  that,  or  we  have  to  find  some  way  to 
remove  the  incentive  to  Bell's  cross-subsidization.  In  my  view  that 
can  only  be  accomplished  by  completely  separating  the  competitive 
and  noncompetitive  markets.  Let  me  say  I  am  not  talking  here 
about  the  five  subsidiaries  Mr.  Brophy  mentioned.  I  am  more  con- 
cerned about  the  distinction  between  the  voice  telephone  market 
and  the  other  telecommunications  markets. 

I  see  that  largely — the  other  markets  as  largely  a  single  market. 
I  think  to  accomplish  this,  this  means  separate  subsidiaries  for 
Bell's  competitive  services. 

I  would  say  that  this  is  the  single  most  important  feature  of 
S.  611  and  it  must  be  retained.  Without  it,  all  of  the  regulatory 
features  in  that  bill  or  that  one  might  otherwise  opt  for,  wont 
work,  in  our  judgment. 

With  it,  some  of  the  regulatory  requirements  in  the  bill  probably 
are  not  necessary.  There  has  been  a  lot  of  talk,  both  before  this 
subcommittee  and  over  in  the  House,  about  the  inadequate  ac- 
counting procedures  which  the  FCC  has  employed  for  years  and  the 
need  for  greater  visibility  on  the  costs.  I  am  not  going  to  argue 
some  changes  might  not  be  warranted  in  those  procedures.  Prob^ 
ably  long  overdue.  But  in  my  judgment,  this  isn't  really  the  issue. 

■Rie  problem  isn't  the  lack  of  data  or  visibility  on  costs.  I  am  sure 
the  Bell  System  knows  what  its  costs  are  and  I  am  sure  the  FCC  or 
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anybody  else  who  poured  through  those  volumes  of  support  data 
the  Bell  System  filed,  has  a  pretty  good  idea  what  the  costs  are. 

The  problem  comes  after  you  have  the  data,  and  that  is  what  to 
do  about  it.  This  involves  philosophy,  judgment,  and  under  current 
FCC  rules,  it  requires  forecasting.  These  are  areas  that  are  very 
subjective  and  here  is  where  the  controversy  is. 

I  was  thinking  about  it  this  morning,  and  it  occurred  to  me  if 
you  took  a  set  of  stipulated  costs  which  everybody  could  agree  on, 
and  put  them  in  the  same  room  with  people  with  diverse  philos- 
ophies, like  Harold  Geneen,  Ralph  Nader,  Arthur  Fiedler,  and  the 
chief  accountant  of  the  FCC,  you  probably  would  have  a  diverse 
reaction  as  to  what  the  data  show  and  what  to  do  about  it. 

Without  meaning  to  be  disparaging,  this  is  largely  what  we  have 
in  the  process  over  at  the  FXX.  We  have  difTerent  points  of  view 
represented  as  to  what  should  be  done  with  the  data  that  is  availa- 
ble. 

The  Bell  System,  of  course,  is  very  cognizant  of  this  problem,  and 
they  have  exploited  it.  Ten  or  12  years  ago,  the  Bell  System  filed 
costs  on  seven  different  bases — not  a  lack  of  data;  the  problem 
really  is  too  much  data. 

Last  December  the  Bell  System  filed  17  volumes  of  cost  data  in 
support  of  new  rate  filings.  After  several  years  of  arduous  effort, 
the  FCC  Common  Carrier  Bureau  in  negotiations  finally  agreed 
with  the  Bell  System  on  a  new  cost  methodol(%y  manual  to  be  used 
for  future  ratemaking. 

The  first  time  that  manual  was  used,  the  administrative  law 
judge  threw  it  out  as  not  meeting  the  requirements  of  the  case. 

The  problem  isn't  the  lack  of  data.  We  have  plenty  of  data. 
While  that  can  improved,  the  real  issue  is  how  to  make  decisions 
based  on  that  data.  This  is  the  problem  confronting  the  FCC  for  the 
last  20  years. 

The  same  thing  could  be  said  about  the  problem  of  faster  admin- 
istrative hearings.  The  bill  approaches  that  by  requiring  that  deci- 
sions be  made  within  a  certain  time.  It  is  true  the  FCC  has  not  in 
the  past  been  very  fast  in  its  decisionmaking  process,  but  again, 
this  isn't  the  problem. 

I  am  confident  FCC  can  make  decisions.  The  problem  may  be 
that  those  decisions  are  bifurcated,  to  deal  with  a  single  simple 
issue  without  reaching  the  policy  problems  that  are  inherent  in  the 
entire  procedure. 

Moving  on  very  quickly,  let  me  say  that  another  problem  we 
think  is  inherent  in  the  bill  is  too  much  discretion.  It  left  to  the 
FCC  to  determine  who  should  be  category  I  and  II  carriers.  I  would 
suggest  in  the  circumstances  of  the  present  marketplace,  only  the 
telephone  carriers  are  category  II  carriers,  and  the  bill  should 
make  this  clear. 

While  the  FCC  should  be  given  the  discretion  to  make  a  contrary 
determination,  the  burden  of  proof  should  be  on  them  to  demon- 
strate, after  the  opportunity  for  a  full  evidentiary  hearing,  that  a 
different  treatment  is  warranted. 

I  am  very  much  encouraged  by  the  appearance  of  the  term 
"generic"  in  the  bill.  When  one  talks  about  the  classification  of  the 
marketplace,  it  is  important. 
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Again,  looking  at  Western  Union's  services,  we  believe  our  Telex 
service,  for  example,  is  competitive  with  a  number  of  services  being 
provided.  Telex  is  in  no  way  a  cat^ory  II  service,  even  though  we 
are  the  only  carrier  providing  a  service  by  that  name. 

I  would  welcome  the  opportunity  to  amplify  further. 

Thank  you. 

[The  statement  follows:] 

Statement  of  Richard  C.  Hostctler.  Western  Union  Telegraph  Co, 
My   name  is  Richard  Hostetler.   I  am   Vice  President  and  General  Counsel  of 

Western  Union. 
Some  members  of  the  Subcommittee  may  not  be  familiar  with  Western  Union's 

current  communications  activities,  so  1  would  like  to  take  a  moment  to  provide  you 

with  a  brief  description  of  our  Company. 

Western  Union  utilizes  its  terrestrial  and  satellite  telecommunications  plant  to 

provide  a  full  range  of  telecommunications  services.  These  services  may  be  classified 

into  three  broad  categories: 

1.  Teletypewriter  Exchange  Network  Services— providing  for  dial-up  teletype- 
writer-to-teletypewriter exchange  of  record  message  communications.  These  are  our 
Telex  and  TWX  services. 

2.  Leased  Private  Line  Services— providing  customized  transmission  channels  and 
equipment  for  business  and  government  users  having  telecommunications  require- 
ments large  enough  to  justify  dedicated  systems. 

3.  Public  Message  Record  Services— providing  services  to  the  public  at  large  and 
to  business  users,  largely  on  an  unequipped,  nonsubscriber  basis.  Included  in  this 
category  are  public  telegram  service,  Mailgram  service  (provided  jointly  with  the 
Postal  Service),  and  public  money  order  service. 

We  do  not  provide  any  basic  public  telephone  services,  nor  do  we  manufacture 
any  telecommunications  equipment  or  provide  any  direct  international  telecommu- 
nications services.  Section  222  of  the  present  Communications  Act  prohibits  Western 
Union  from  extending  ils  record  services  overseas  except  by  means  of  interconnec- 
tion with  the  international  record  carrier  cartel.  I  plan  to  cover  this  matter  with  the 
Committee  subsequently  when  it  considers  the  international  aspects  of  the  proposed 
legislation.  I  would  note  at  this  time  that  Western  Union  believes  the  international 
and  domestic  telecommunications  requirements  of  users  to  represent  a  single  inte- 
grated market  and  that  any  carrier  that  is  denied  the  opportunity  to  provide  both 
international  and  domestic  services,  as  is  Western  Union,  is  placed  in  a  tremendous- 
ly unfair  position  in  competing  in  this  integrated  market.  Fighting  with  one  hand 
behind  your  back  is  difficult,  at  best. 

In  terms  of  resources  and  financial  power,  Western  Union  is  a  small  company  as 
compared  to  the  giants  of  our  industry— the  Bell  System,  IBM,  ITT,  RCA,  and 
Xerox— with  whom  it  must  compete.  Western  Union  s  annual  revenues  of  about 
2700  million  are  less  than  two  percent  of  the  Bell  System's  revenues  of  over  $40 
billion. 

Despite  our  resource  limitations,  we  have  tried  our  best  to  compete.  We  have 
developed  a  substantial  terrestrial  transmission  system,  including  a  nationwide 
radio  beam  microwave  network;  supplemented  that  transmission  capacity  with  the 
first  domestic  satellite  telecommunications  system;  integrated  our  various  record 
service  networks  through  high  capacity  computer  switches;  enhanced  the  availabil- 
ity of  our  record  message  services  to  the  general  public  through  large  centralized 
telephone  answering  centers;  and  developed  a  number  of  new.  previously  unavail- 
able, telecommunications  services — such  as  Mailgram — designed  to  meet  unique 
requirements  of  the  telecommunications  market. 

Western  Union's  ability  to  compete  in  the  domestic  arena  and  to  earn  a  fair 
return  on  its  m^or  investments  in  telecommunications  facilities  has  been  limited  in 
two  major  respects.  The  first  relates  to  the  failure  of  the  F.C.C.,  despite  a  major 
effort,  to  prevent  the  Bell  System  from  engamng  in  the  underpricing  of  services  to 
the  larger  business  and  governmental  users.  These  pricing  practices  have  permitted 
the  Bell  System  to  expand  Its  monopoly  into  the  non-basic  telephone  markets,  the 
only  markets  where  true  competition  has  been  feasible,  leaving  competitors  to  fight 
over  the  remains  of  those  markets.  The  second  limitation  on  our  ability  to  become  a 
viable  competitor  stems  from  the  Commission's  unfounded  concern  that  Western 
Union  might  somehow  gain  an  advantage  over  other  non-Bell  System  carriers  and 
its  consequent  application  to  Western  Union  of  regulatory  constraints  that  have  not 
been  applied  to  these  other  carriers. 
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With  this  history,  you  will  not  find  it  surprising  that  Western  Union  totally 
endorses  deregulation  and  the  substitution  of  competition  in  the  marketplace  as  the 
far  superior  means  of  attaining  low  rates,  quality  service,  and  the  benefits  of 
technological  development.  Regulation  should  l>e  tolerated  only  where  competition 
and  rigorous  enforcement  of  the  antitrust  laws  cannot  reasonably  be  expected  to 
control  monopoly  power.  This  premise  underlies  both  S.  611  and  S.  622, 

The  recognition  of  the  frailties  of  regulation  and  the  absolute  need  for  greater 
visibility  of  Bell  System  activities  is  manifested  in  S.  611.  We  strongly  endorse  the 
view  that  the  "fully  separated  entity"  concept  as  a  deregulatory  tool  will  substan- 
tially eliminate  the  Bell  System's  capability  to  crosS'Substdize  the  underpricing  of 
competitive  services  from  monopoly  revenues,  to  overprice  monopoly  facilities  re- 
quired by  others  to  compete,  and  to  continue  its  total  dominance  of  the  telecommu- 
nications market.  The  trail  left  by  Bell  at  the  F.C.C.  is  one  littered  with  examples  o( 
the  failure  of  attempts  at  regulation  through  traditional  cost  allocation  and  account- 
ing methodologies— Telpak.  WADS,  WATS,  CCSA.  SCAN,  and  more  recently.  Series 
7(H)0  Video,  DDS,  and  MPL.  These  are  the  offerings  that  have  enabled  Bell  W 
monopolize  the  non-basic  telephone  telecommunications  market.  Most  are  not  func- 
tionally distinct  services,  but  rather  are  pricing  schemes  benefiting  larger  business 
and  governmental  users  at  the  expense  of  small  users. 

We  do  not  believe  that  the  separation  of  Bell  activities  as  proposed  by  S.  611  need 
result  in  any  loss  in  efficiency,  as  claimed  by  Bell.  This  is  nothing  more  than  the 
same  old  claim  that  monopoly  is  economically  more  efficient  than  competition.  It 
must  be  remembered  that  Bell  develops  better  than  90  percent  of  its  $40  billion  in 
revenues  from  basic  telephone  services  and  there  is  nothing  in  the  separated  entity 
proposal  of  S.  611  that  should  have  any  adverse  impact  on  the  efficient  provision  of 

Our  concerns  with  S.  611  are  important,  but  limited.  It  is  clear  that  only  the  Bell 
System  has  the  monopoly  resources  to  thwart  the  development  of  a  truly  competi- 
tive industry.  Certainly,  Western  Union  has  no  such  power.  Our  services  are  pro- 
vided in  direct  competition  with  Bell  whose  "dataphone"  service  offering  enables 
ordinary  telephone  subscribers  land  WATS  subscribers!  to  use  the  basic  telephone 
network  to  transmit  hard  copy  messages  by  means  of  teletypewriter,  facsimile,  and 
other  terminal  devices.  In  addition,  new  common  carrier  entrants  like  Graphnet, 
Telenet,  and  IVmnet  are  providing  record  telecommunications  services  that  also 
compete  directly  with  our  services.  Similarly,  non-regulated  data  processors  are 
providing  ancillary  communications  services  that  compete  for  record  message  traf- 

We  strongly  urge  that  Section  204  of  S,  611  be  clarified  so  that  only  the  Bell 
System  will  be  classified  a  Category  II  carrier  and  that  all  other  carriers  initially 
will  be  in  Category  I.  We  agree  that  reclassification  by  the  Commission  should  be 
pOTsible  only  after  opportunity  for  hearing.  A  principal  criterion  in  any  such  deter- 
mination should  be  the  power  to  control  prices,  as  proposed  In  H.R.  3333.  The 
approach  in  S.  611  would  pose  the  substantial  difficulty  of  defining  appropriate 
markets  and  would  ignore  the  more  meaningful  test  of  price  elasticity 

While  S.  611  draws  the  proper  boundary  between  Federal  and  State  jurisdiction 
over  telecommunications  services,  we  are  concerned  that  the  intent  of  the  hill  may 
be  misconstrued.  Certainly  regulation  of  telephone  exchange  service  is  a  matter 
properly  left  to  the  state  commissions.  We  do  believe,  however,  that  S.  611  should 
make  clear,  as  does  S.  622,  that  state  regulatory  control  is  confmed  to  exchange 
telephone  service.  Non-telephone  services  which  involve  a  minimal  amount  of  inci- 
dental local  exchange  services  should  not  be  subject  to  the  unnecessan'  burden  of 
regulation  in  each  of  the  fifty  states.  As  an  example,  Western  Union's  TV/X  service 
produces  total  annual  revenues  of  $112  million.  Only  13  percent  of  those  revenues 
develop  from  intrastate  service  and  only  a  small  portion  of  the  intrastate  revenues 
is  attributable  to  local  exchange  traffic.  To  burden  carriers  and  state  commissions 
with  regulation  of  such  minor  activities  would  be  costly  to  consumers  and  counter- 
productive. 

The  other  major  concern  we  have  with  S.  611  relates  to  the  provisions  of  Section 
222  which  deal  with  the  Basic  Exchange  Maintenance  Program.  'The  bill  appears  to 
contemplate  the  collection  of  fees  from  all  interexchenge  carriers  whether  or  not 
they  use  exchange  switching  facilities  of  the  local  telephone  carriers  and  whether  or 
not  they  offer  services  which  are  direct  substitutes  for  basic  telephone  service.  Such 
fees  are  really  taxes  which  may  well  increase  the  cost  and  retard  the  growth  of 
record  and  data  services.  Looking  at  history,  we  can  ask  whether  telegraph  service 
users  should  have  paid  a  fee  to  maintain  Pony  Express.  Indeed,  should  early 
telephone  service  users  have  subsidized  the  availability  of  telegraph  service.  We 
urge  that  at  most  any  collection  of  fees  (as  opposed  to  the  recovery  of  costal  should 
be  limited  to  those  services  which  are  direct  substitutes  for  basic  telephone  service. 
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Finalty,  we  are  concerned  with  the  provisions  in  S.  6!I  which  pertain  to  spectrum 
fees,  insofar  as  those  provisions  would  apply  to  common  carriers.  S.  622.  which 
hmits  fees  to  the  Commission's  costs,  is.  tn  our  view,  a  sounder  approach. 

This  concludes  the  general  oWrvations  I  have  to  olfer  on  the  domestic  aspects  on 
S.  611  and  S.  622.  Thank  you  for  your  time  and  attention  and  we  commend  you  for 
your  leadership  and  your  thoughtful  and  workable  proposed  revisions  to  the  Com- 
'      ■     a  Act  of  1934- 


Senator  Holungs.  Thank  you. 

Mr.  Bunke. 

Mr.  Bunke.  Mr.  Chairman,  Mr.  Goldwater  and  members  of  the 
subcommittee:  I  am  Robert  W.  Bunke,  president,  chief  executive 
officer,  and  a  director  of  Cencom,  Inc.,  a  Minnesota-based  telephone 
holding  company,  which  serves  approximately  26,000  telephones 
through  subsidiaries  in  Wisconsin  and  Alaska.  I  am  also  executive 
vice  president  of  Ace  Telephone  Association,  headquartered  at 
Houston,  Minn.,  which  serves  about  16,000  telephones  in  Minnesota 
and  Iowa. 

It  is  also  my  privilege  to  serve  this  year  as  the  president  of  the 
United  States  Independent  Telephone  Association  which  represents 
over  1,500  independent  telephone  companies  which  are  neither  a 
part  of  nor  controlled  by  A.T.  &  T. 

I  do  have  a  longer  statement  which  I  will  now  summarize,  but  I 
request  that  the  full  statement  be  placed  in  the  record. 

It  is  not  my  intention  to  discuss  all  portions  of  S.  611  and  S.  622. 

In  these  few  minutes,  I  want  to  highlight  three  things:  First,  the 
bills  contain  certain  ambiguities  as  we  see  them;  second,  they  try 
to  provide  universal  telephone  service  and  competition  without 
first  balancing  the  priorities  for  best  serving  the  public;  and  third, 
the  difference  between  an  integrated  network  and  one  that  is 
merely  interconnected  does  not  appear  to  be  recognized. 

There  are  many  sections  in  these  bills  which  are  lacking  clear 
definition  of  their  intent.  Even  my  formal  statement  has  not  cov- 
ered all  of  them.  But  the  few  I  mention  indicate  a  need  to  insure 
the  bill  is  specific,  the  objectives  understandable,  and  that  the 
results  will  not  risk  dismantling  an  industry  and  a  system  which 
works  well  without  a  reasonable  certainty  its  replacement  will  be 
an  improvement. 

I  trust  the  subcommittee  will  retain  an  open  mind,  will  respond 
to  questions  raised  throughout  these  hearings,  and  will  consider 
specific  telephone  industry  recommendations  which  may  be  submit- 
ted during  the  hearings  or  later  for  the  record. 

I  am  not  certain  that  the  planning  prt^am  in  part  III  of  title  II 
of  S.  611  will  enhance  an  already  outstanding  REA  telephone  pro- 
gram. I  do  fear  it  will  bring  the  current  program  to  a  halt  for  an 
extended  period  while  reorganization  takes  place. 

I  also  believe  that  if  the  program  is  adopted,  the  planning  should 
be  on  the  State  and  local  level  where  local  needs  are  understood 
and  with  £m  absolute  minimum  of  Federal  involvement.  Really,  we 
don't  need  so  much  help  in  planning,  other  than  let  us  go  ahead 
and  do  the  planning. 

It  also  appears  the  bill  goes  much  too  far  in  protecting  against 
cross  subsidies  between  noncompetitive  services  and  services  in  the 
competitive  arena.  The  wholly  separate  entity  concept  really  re- 
quires a  carrier  desiring  to  compete  to  create  a  wholly  separate 
company,  not  just  a  subsidiary.  The  principal  company  can  own  the 


Dig,, z.d  by  Google 


1256 

separate  company,  but  any  attempt  to  influence  the  separate  com- 
pany's policies  would  seem  to  violate  the  spirit  of  the  statutory 
language  demanding  the  highest  degree  of  separation. 

The  requirements  appear  unrealistic.  Adequate  accounting  proce- 
dures should  be  sufficient  in  most  cases,  and  among  smaller  tele- 
phone companies,  especially,  even  accounting  procedures  should  be 
extremely  simplified  because  competitive  markets  will  be  limited, 
and  the  risk  of  cross  subsidy  minimal. 

I  hope  the  subcommittee  has  carefully  considered  the  removal  of 
the  term  "common  carrier,"  replacing  it  with  category  II  carrier. 
There  is  a  long  line  of  legal  precedent  involving  common  carriers 
which  may  be  lost  and  some  side  effects  which  are  unknown.  I 
have  no  idea  from  the  language  of  this  statute  whether  a  cat^ory 
II  carrier  could  acquire  rights  of  way  under  the  principle  of  emi- 
nent domain,  something  that  has  been  very  important  to  ua 
throughout  the  years. 

I  know  the  sponsors  intend  to  permit  the  small  telephone  compa- 
nies to  be  regulated  differently  from  the  larger  ones,  but  we  And 
few  specific  guidelines  regarding  the  FCC's  authority  to  classify 
carriers  at  different  levels  or  the  authority  of  the  State  commis- 
sions or  the  FCC  to  waive  the  separate  entity  requirements.  We  are 
looking  for  more  specific  guidelines. 

I  also  have  questions  with  regard  to  jurisdiction  over  terminal 
equipment  or  other  telecommunications  and  electronic  equipment. 
The  language  of  the  bill  seems  to  make  commerce  in  telecommuni- 
cations equipment  competitive  but  then  retains  FCC  regulatory 
control  over  it  if  marketed  in  interexchange  commerce.  This  is  a 
coined  phrase,  not  defined  in  the  bill,  and  probably  new  to  the 
legal  field. 

Under  section  205,  the  bill  grants  extensive  discretion  to  the  FCC 
to  do  what  it  deems  is  necessary  to  carry  out  the  purposes  of  the 
bill.  Indeed,  several  parts  of  the  bill  seem  to  place  the  Commission 
in  a  position  to  manage  telecommunications  carriers  rather  than 
regulate  them. 

One  such  provision  would  have  a  permanent  joint  board  adminis- 
ter the  basic  exchange  maintenance  program.  A  joint  board  does 
not  seem  suitable  for  that  purpose  since  it  is  not  an  administrative 
agency.  I  see  no  need  for  any  government  agency,  and  particularly 
our  regulators,  to  manage  any  of  the  revenues  of  our  industry. 
They  should  provide  oversight  to  any  such  program,  but  our  indus- 
try is  capable  of  administering  its  own  funds. 

I  believe  this  subcommittee  should  recognize  that  the  integrated 
switched  telephone  network  is  the  reason  we  enjoy  the  highest 
quality  telephone  service  in  this  country  and  the  reason  subEkcrib- 
ers  we  serve  can  reach  any  other  subscriber  anyplace  in  this  coun- 
try. 

That  network  is  jointly  provided,  planned,  and  managed  so  that 
all  of  the  providers  meet  their  obligations  and  make  their  business 
decisions  to  benefit  the  entire  network  rather  than  strictly  for 
their  own  local  company  interests.  Every  telephone  company,  inde- 
pendent and  Bell  alike,  plays  an  important  role  in  completing  the 
total  network.  We  are  all  part  of  it. 

Further,  the  competitors  who  have  entered  the  telecommunica- 
tions market  and  who  provide  like  services  have  not  become  a  part 
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(^  that  network  even  when  fully  interconnected.  They  serve  select- 
ed routes  and  selected  subscribers.  Their  services  are  not  open  to 
all  comers.  They  do  not  replace  the  need  for  a  network  to  serve 
everyone.  These  other  carriers  are  not  integrated  into  the  network, 
they  are  only  interconnected.  The  integrated  network  permits  the 
entire  network  to  be  used  as  needed  to  serve  all.  Routing  of  com- 
munications traffic  can  be  made  over  any  part  of  the  network  as 
the  need  requires,  without  concern  for  who  owns  or  controls  what 
piece.  But  the  facilities  the  other  carriers  own  are  not  available  to 
ordinary  telephone  subscribers  or  for  use  by  the  telephone  industry 
for  routing  ordinary  telephone  traffic.  There  have  been  many  at- 
tempts to  draw  a  parallel  or  comparison  of  other  business  to  our 
telephone  business.  Although  it  is  difficult  to  find  a  similarity,  I 
think  our  system  of  highways,  roads,  and  streets  may  be  somewhat 
the  same.  It,  too,  is  provided  on  an  integrated  basis  by  separate 
entities.  The  cities,  counties.  States,  and  Federal  Government. 

The  system  permits  anyone  in  our  country  to  travel  from  any- 
where to  anywhere.  If  one  road  is  closed,  another  route  is  availa- 
ble. It  does  not  matter  what  travels  over  the  roadway.  It  could  be 
pedestrians,  bicyclists,  automobiles,  trucks,  buses,  and  so  forth.  The 
roadway  network  is  there.  It  is  the  backbone  transportation  facility 
available  for  all  the  public  to  use. 

There  are  other  alternatives  to  be  sure.  There  are  railroads  and 
waterways  and  airlines.  Each  of  these  provide  a  type  of  transporta- 
tion from  one  place  to  another,  but  not  from  everywhere  to  every- 
where. None  could  exist  efficiently  without  the  Nation's  roadways. 
Airports  can  close  or  railroads  can  strike,  and  people  continue  to 
travel.  There  may  be  inconveniences  to  be  sure,  but  commerce 
continues  to  function.  However,  if  the  roads,  highways,  and  streets 
are  closed,  everything  stops.  You  have  experienced  that  fact  in 
Wftshii^ton,  D.C.,  during  demonstrations  blocking  traffic  arteries. 
This  past  winter  during  a  massive  snowstorm,  the  city  came  literal- 
ly to  a  standstill.  The  airlines  and  the  railroads  serve  specialized 
needs.  They,  too,  depend  upon  the  road  network  for  their  survival. 

Likewise,  the  other  common  carriers  depend  upon  the  national 
public  switched  telephone  network  for  their  success.  We  provide 
them  with  a  capability  they  must  have  to  offer  their  alternative  to 
the  telephone  service  we  also  provide  to  the  public. 

I  believe  that  if  this  subcommittee  is  intent  upon  preserving  the 
concept  of  universal  service  at  reasonable  rates,  it  must  specifically 
address  and  provide  for  the  continued  joint  provision  by  telephone 
companies  of  an  integrated  switched  telephone  network.  It  must 
permit  the  companies  to  jointly  plan,  build,  own,  operate,  and 
manage  a  nationwide  telephone  service  network.  It  must  insure 
that  tne  compemies  engaged  in  that  joint  venture  can  receive  a  fair 
financial  return  for  their  joint  investment  and  effort. 

I  am  not  convinced  that  the  average  subscriber  will  benefit  from 
unrestrained  competition,  but  I  understand  that  competition  is 
here.  Our  industry  is  willing  to  help  design  a  policy  to  preserve  for 
this  Nation  the  benefits  of  an  integrated  telephone  network,  while 
also  permitting  competition. 

But  care  must  be  taken  now  to  insure  the  result  does  not  frag- 
ment the  network  or  impede  our  industry's  approach  to  network 
planning  and  management.  If  there  is  no  network— if  each  carrier 
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subordinates  its  decisions  to  the  narrow  interests  of  that  compeiny, 
without  concern  for  the  needs  of  the  Nation  as  a  whole — then 
universal  service  at  reasonable  rates  may  be  a  thing  of  the  past. 

1  urge  this  subcommittee  to  place  great  emphasis  on  the  prior- 
ities of  national  policy.  Insure  that  our  Nation  as  a  whole  is  served, 
which  I  believe  requires  the  preservation  of  the  telephone  service 
network.  Keep  that  network  healthy,  for  it  is  the  heart  of  our 
telephone  system.  Destroy  the  network,  and  telecommunications 
may  be  available  to  the  few  but  not  the  many. 

Thank  you. 

[The  statement  follows:] 

0  Chief  Executive  OmCER, 

Mr.  Chairman  and  membera  of  the  Subcommittee.  1  am  Robert  W.  Bunke.  Presi- 
dent, Chief  Executive  Officer,  and  a  Director  of  Cencom,  Inc.,  a  Minnesota-baBed 
telephone  holding  company  which  serves  approximately  26,000  telephones  through 
Bubaidiaries  in  Wisconsin  and  Alaska.  I  am  also  Executive  Vice  President  of  Ace 
Telephone  Association,  headquartered  at  Houston,  Minnesota,  which  serves  about 
16.000  telephones  in  Minnesota  and  Iowa. 

It  is  also  my  privit^e  to  serve  this  year  as  the  President  of  the  United  States 
Independent  Telephone  Association  which  represents  over  1,500  Independent  tele- 
phone companies  which  are  neither  a  part  of  nor  controlled  b^  AT&T. 

It  was  mv  great,  good  fortune  to  enter  the  telephone  industry  in  1951  after 
serving  in  the  U.S.  Marine  Corps  in  Korea.  I  first  went  to  work  for  Ace  Telephone 
Association  and  have  personally  experienced  the  struggles,  problems,  and  successes 
of  our  industry  as  it  has  met  the  tremendous  challenges  of  the  past  quarter  of  a 
century.  1  am  proud  to  be  part  of  the  Independent  telephone  industry  which  serves 
more  than  30  million  telephones  located  mostly  in  the  smaller  towns  and  rural 
areas  of  the  United  States. 

Our  industry  has  indeed  met  the  challenge  of  tremendous  growth  and  changing 
technology  in  an  outstanding  manner.  The  results  today  are  a  tribute  tn  the  free 
enterprise  system.  In  1945  at  the  end  of  World  War  II.  our  entire  country  was 
served  by  about  28  million  telephones.  Even  then,  the  United  States  was  a  "wired 
nation"  whose  telephone  communications  capebility  was  far  superior  to  the  rest  of 
the  world.  Today,  the  Independent  telephone  companies  serve  more  telephones  than 
the  entire  nation  had  then;  yet  we  provide  service  to  less  than  20  percent  of  the 
telephones  in  this  country. 

We  have  helped  bring  to  the  rural  areas  telephone  service  which  equals  or 
exceeds  that  of  the  rest  of  the  nation. 

That  success  must  be  credited  to  the  thousands  of  telephone  people  who  have 
dedicated  their  lives  to  providing  the  best  possible  communications  service  to  their 
subscribers.  Additionally,  credit  must  be  given  to  the  Congress  which  set  a  g(^  of 
universal  telephone  service  with  adequate  facilities  at  reasonable  rates  in  the  1934 
Communications  Act.  Moreover,  to  insure  that  all  the  people  of  the  U.S.  would 
enjoy  the  benefits  of  adequate  telephone  service,  the  Congress  amended  the  REA 
Act  to  help  provide  financing  in  the  rural  areas. 

Thus,  Congress,  as  a  matter  of  policy,  set  goals  and  objectives  which  the  telephone 
industry  has  continually  endeavored  to  meet. 

Some  have  said  that  since  we  virtually  have  achieved  the  goal  of  universal 
service,  it  is  possible  to  direct  our  efTorl^  elsewhere.  But  I  am  convinced  that  with  a 
growing  and  shifting  population,  that  goal  still  should  be  the  primary  purpose  of 
Congress  in  defining  a  telecommunications  policy  for  the  years  ahead. 

When  S.  611  and  S.  622  were  introduced,  it  was  very  gratifying  to  me  to  note  that 
the  sponsors  of  this  legislation  held  out.  as  a  prime  objective,  the  need  to  continue 
to  provide  universal  service  at  reasonable  rates.  At  the  same  time,  it  was  hoped  to 
provide  a  plan  which  would  bring  to  the  people  of  this  nation  the  potential  benefits 
of  competition  and  deregulation. 

As  you,  Mr.  Chairman  and  the  other  members  of  the  Subcommittee,  are  well 
aware,  our  industry  has  struggled  to  find  a  solution  to  the  dilemma  those  two 
objectives  create.  Our  industry's  economic  structure  was  molded  over  the  years  to 
provide  all  the  companies  with  adequate  revenues  to  insure  all  the  people  of  this 
nation  could  be  served.  The  economic  system  was  devised  during  a  time  when  there 
was  no  direct  competitive  substitute  for  the  services  our  industry  provided  But  that 
picture  is  changed.  Our  companies,  our  entire  industry,  recognize  the  clock  will  not 
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be  turned  back  to  a  time  when  each  of  us  was  far  more  comfortable  in  planning  our 
companies'  programs  and  in  judging,  on  a  long-range  basis,  the  tremendous  invest- 
ments we  would  be  required  to  make  to  provide  the  capacity  and  service  required. 

Obviously,  a  competitive  world  brings  us  new  challenges.  It  requires  our  compa- 
nies alter  many  of  the  business  judgments  they  must  make  as  they  look  to  their 
future  role  in  the  telecommunications  industry. 

Although  my  personal  involvement  in  this  industry  is  with  companies  providing 
only  some  42,000  phones,  a  very  small  portion  of  the  total  in  this  country,  I  am 
convinced  that  any  national  policy  will  have  an  impact  on  my  companies  and  their 
subscribers  similar  to  the  impact  on  every  other  telephone  company  and  the  sub- 
scribers they  serve. 

I  am  sure  this  Suticommittee  is  seeking  a  policy  which  will  indeed  permit  all 
subscribers  to  continue  to  enjoy  the  finest  telecommunications  service  in  the  world. 


"Diat  should  continue  to  be  your  objective  and  ours  as  well. 

I  am  just  a  country  lx>y  from  Minnesota  who  has  been  lucky  enough  to  spend  his 
career  in  a  great  and  good  industry  serving  a  great  and  good  nation.  1  am  an 
eternal  optimist  who  believes  that  people  working  together  in  good  faith  can  find 
solutions  to  even  the  most  difficult  problems. 

It  has  i>een  encouraging  to  me  as  I  have  worked  actively  in  the  Independent 
telephone  industry  to  observe  the  many  people  involved  in  the  tolecommunications 
debate  devoting  tremendous  efforts  to  finding  a  statisfactory  solution.  Certainly,  the 
Sponsora  of  S.  611  and  S.  622  and  the  staffs  which  worked  on  these  bills  deserve  our 
industry's  commendation  for  coming  to  grips  with  historically  complex  problems.  I 
hope  these  efforts  and  the  dialogue  we  are  having  will  bring  us  much  closer  to  a 
solution  than  might  not  have  been  thought  possible  even  a  few  months  ago. 

I  know  also  that  neither  of  these  bills  was  held  out  to  be  a  final,  conclusive 
blueprint  but  rather  that  the  sponsors  have  urged  comment  and  proposals  which 
may  constructively  lead  to  amendments  and  a  legislative  package  meeting  the  needs 
of  this  nation. 

Accordingly.  I  would  like  to  offer  some  observations  which  I  hope  will  help  in 
finding  final  answers.  I  believe  that  if  any  legislation  is  to  receive  the  broad  support 
of  the  many  interests  involved,  it  must  very  clearly  define  its  goals  and  the  impact 
it  will  have  on  all  the  participants  in  the  telecommunications  industry  and  the 
people  they  serve.  My  concerns  with  both  S.  611  and  S.  G22  stem  from  the  uncertain- 
ties they  engender.  While  goals  are  stated,  impacts  are  unknown.  I  have  questions 
and  find  ambiguities  which  trouble  me  greatly,  I  wonder  if  the  goals  can  be  met, 
and,  if  pursued  in  the  manner  required  by  the  legislation,  I  wonder  at  what  cost  to 
the  subscril>ers  in  both  rates  and  quality  of  their  service. 

I  am  convinced  the  people  of  the  iJnited  States  should  continue  to  be  assured 
reliable  nationwide  telephone  service  at  reasonable  rates.  I  also  am  convinced  that 
assurance  cannot  be  given  unless  the  telephone  companies  are  obligated  to  provide 
basic  local  and  basic  intercity  services.  In  other  words,  I  believe  it  is  unrealistic  to 
expect  a  deregulated,  competitive  telecommunications  industry  can  continue  to 
meet  that  goal  now  or  even  within  the  lifetimes  of  most  of  us  here. 

Since  competition  and  deregulation  are  stated  objectives,  my  problem  sl«ms  from 
an  imbalance  in  the  emphasis  placed  on  competition  for  competition's  sake  rather 
than  first  insuring  that  we  preserve  the  good  we  have.  Competition  should  be 
encouraged  only  under  conditions  which  will  not  threaten  the  right  of  every  Ameri- 
can to  enjoy  tiasic  telecommunications  service.  I  know  that  is  what  each  bill  intends 
to  accomplish,  but  we  should  be  very  certain  of  the  results  before  these  bills  are 
approved.  We  should  never  risk  dismantling  an  industry  and  a  system  which  works 
well  without  reasonable  certainty  that  its  replacement  will  be  an  improvement. 

I  trust  that  as  the  work  continues  on  this  legislation,  the  Sutx^ommittee  will 
retain  an  open  mind,  will  examine  the  questions  raised,  and  will  consider  specific 
recommedations.  I  also  trust  the  Subcommittee  will  insure  that  the  language  and 
the  intent  of  the  l^islation  will  clarify  ambiguities  1  now  find  in  the  proposed  bills. 
S.  611,  in  particular,  is  complex.  It  raises  questions  I  believe  must  be  answered 
officially  and  on  the  record;  insofar  as  possible,  the  language  of  the  legislation 
should  insure  there  can  be  no  misunderstandings, 

1  have  already  mentioned  the  importance  of  the  REA  telephone  program  to  the 
development  of  rural  telephone  services.  That  program  and  the  people  in  the 
Department  of  Agriculture  who  have  administered  it  have  been  outstanding.  Ac- 
cordingly, I  am  concerned  that  Part  III  of  Title  II  may  not  accomplish  what  it 
intendii. 

That  part  is  directed  toward  rural  telecommunications  development  and  brings  a 
number  of  new  players  and  government  agencies  into  the  process.  1  have  never 
Opposed  adequate  planning  by  private  business  or  the  government,  but  I  am  not 
impressed  with  most  government  planning  prt^rams.  I  therefore  wonder  whether 
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the  rural  telecommunications  planning  program  established  under  this  bill  will  help 
or  hinder  rural  telecommunications. 

The  Chairman  is  alreadj'  aware  of  the  Regional  Planning  Commissions  estab- 
lished nearly  fifteen  years  ago.  That  program  is  requesting  a  1979  budget  of  alnioet 
$63  million,  although  moat  people  familiar  with  it,  Including  President  Carter,  have 
suggested  the  regional  commissions  are  a  waste  of  time  and  money.  Because  the 
Chairman  of  this  subcommittee  is  also  Chairman  of  another  subcommittee  consider- 
ing that  budget,  I  am  sure  he  is  anxious  to  avoid  a  program  in  this  bill  which  might 
be  inelTective.  From  our  viewpoint,  the  telecommunications  needs  of  the  rural 
citizens  can  best  be  understood  and  planned  for  on  a  state  and  local  level  with  an 
absolute  minimum  of  Federal  involvement.  Also,  the  Subcommittee  should  insure 
that  this  part  of  the  proposed  legislation,  if  adopted,  would  not  bring  the  effective 
programs  of  REA  to  a  halt  for  an  extended  period  of  time  while  all  the  reorganiza- 
tion and  adjustments  are  made. 

As  I  have  indicated,  the  thrust  of  the  bills  is  toward  encouraging  competition  and 
deregulation.  That  is  the  scheme  outlined  and  results  to  be  acnieved.  There  is  also 
language  which  seems  to  indicate  an  intent  not  to  just  encourage  competition  but  to 
additionally  redistribute  the  management,  ownership,  and  control  of  the  telecommu- 
nications industry.  That  concept  appears  in  section  101  which  says  a  purpose  of  the 
bill  is  to  encourage  "diversity  of  ownership  and  control  of  telecommunications 
media  "  '  '"  and  it  runs  throughout  the  bill  in  the  highly  restrictive  requirementa 
for  a  Category  II  carrier  to  compete. 

It  appears  to  me  that  a  wholly  separate  entity,  by  definition,  is  a  separate 
company  rather  than  a  subsidiary.  Thus,  by  the  bill  s  requirements  and  definitions, 
many  of  our  companies,  as  a  practical  matter,  would  be  required  to  divest  or 
separate  parts  of  their  business.  They  could  maintain  only  formal  ownership.  To 
suggest  that  ownership  is  sufficient  to  allow  policy  control  over  those  wholly  sepa- 
rate entities,  is  to  suggest  that  a  Category  II  carrier  should  engage  in  a  subterfuge 
to  get  around  the  statutory  language  demanding  the  highest  df^(ree  of  separation. 

We  believe  that  a  separate  subsidiary  for  competitive  purposes  should  be  neces- 
sary only  in  the  extreme  case  where  it  is  impossible  otherwise  to  insure  there  would 
be  no  cross  subsidy  between  the  noncompetitive  and  the  competitive  endeavors.  In 
most  cases,  adequate  accounting  procedures  would  be  sufficient,  and  among  many  of 
the  smaller  telephone  companies,  even  such  accounting  procedures  should  be  unnec- 
essary or  extremely  simplified  because  the  competitive  markets  would  be  limited 
and  the  risk  of  cross  subsidy  minimal.  I  recognize  under  S.  611,  the  state  r^ulators 
or  the  FCC  in  some  cases  could  waive  the  stringent  separation  requirements  for 
Category  11  carriers,  but  the  language  allowing  this  is  imprecise,  and  the  authority 
limited  and  uncertain. 

For  instance,  on  the  terminal  equipment  problem,  section  203(bX3l  permits  a  state 
commission  to  modify  the  full  separation  requirement  under  certain  circumstances. 
But  the  circumstances  allowing  that  to  occur  are  very  limited  by  the  strict  language 
of  this  legislation.  The  state  commission  may  alter  the  requirements  only  for  an 
exchange  carrier  which  in  conjunction  with  any  affiliated  carrier  provides  only 
'"public  message  exchange  services."  First,  there  is  no  definition  of  "public  message 
exchange  services"  in  the  bill.  Second,  it  is  doubtful  that  any  telephone  company, 
even  the  smallest,  would  provide  only  "public  message  exchange  services." 

Additionally,  section  2CI5(dK3l  authorizes  the  Commission  to  permit  any  carrier 
providing  interexchange  service  solely  within  a  single  state  to  provide  exchange 
service  within  the  state  under  less  than  full  separation  if  full  separation  would 
impose  an  unreasonable  burden  because  of  the  size  and  nature  of  the  carrier.  This 
carries  out  the  legislative  intent  to  permit  an  exception  for  the  smaller  companies 
from  the  stringent  requirements  the  bill  would  place  on  the  larger  Category  11 
carriers.  However,  the  exception  is  left  to  the  discretion  of  the  Commission  with  no 
adequate  guidelines.  Also,  it  appears  that  if  the  Commission  granted  this  exception, 
it  would  preclude  the  state  from  granting  the  exception  previously  mentioned 
because  the  carrier  would  no  longer  provide  only  public  message  exchange  services. 

Section  102(al  grants  the  FCC  jurisdiction  over  all  commerce  in  telecommunica- 
tions and  electronics  equipment  and  services,  information  soflwave  and  information 
services.  It  is  recognized  that  elsewhere  in  the  bill,  these  items  are  essentially 
deregulated,  or  at  least  that  appears  to  be  the  intent.  However,  giving  jurisdiction 
over  all  telecommunications  and  electronics  equipment  is  very  sweeping.  Much  of 
that  equipment  is  used  privately  and  its  use  may  have  nothing  whatsoever  to  do 
with  communications.  My  car.  for  example,  contains  electronics  equipment. 

Even  the  question  of  deregulation  of  such  equipment  is  left  in  doubt.  For  instance, 
in  section  103,  defining  "telecommunications"  and  "telecommunications  service". 
the  definition  includes  "instrumentalities,  facilities,  apparatus"  or  "any  capability 
integral  to  the  controlled  operations  of  a  telecommunications  system  *  *        This 


Dig,, z.d  by  Google 


1261 

seems  to  cover  "equipment."  We  wonder  how  much  equipment  is  deregulated  and 
how  much  is  not? 

We  assume  that  the  equipment  under  consideration  is  what  is  known  as  terminal 
equipment,  but  even  that  is  not  clear.  Section  203(a)  stales  that  the  sale  of  telecom- 
munications equipment  (omitting  electronics  equipment)  is  not  deemed  to  be  tele- 
communications service  and  thus  seemingly  not  subject  to  r^ulation.  However, 
section  231(a)  states  that  the  FCC  can  prescribe  conditions  under  section  205  regard- 
ing the  marketing  in  "interexchange  commerce"  by  any  exchange  carrier  of  tele- 
communications equipment,  electronics  equipment,  and  so  forth. 

Section  205  gives  the  FCC  tremendous  authority  and  almost  unlimited  discretion 
to  carry  out  what  it  deems  to  be  the  purposes  of  the  legislation.  Thus,  jurisdiction 
which  is  taken  away  appears  to  be  returned  under  at  least  some  conditions  involv- 
ing "interexchange  commerce  by  any  exchange  carrier."  The  phrase  "interexchange 
commerce"  is  coined  terminology  which  is  not  defined  in  this  Act  and  may  even  be 
new  to  the  l^al  field. 

Section  102(bl  limits  the  scope  of  the  FCC's  jurisdiction  stating  that  nothing  in  the 
Act  be  "construed  to  apply  to,  or  give  the  Commission  jurisdiction  with  respect  to 
charges,  practices,  services,  facilities,  or  r^ulations  for  or  in  connection  with  tele- 
communications services  which  do  not  form  a  part  of  an  interexchange  service." 
This  is  not  a  very  clear  line  of  the  demarkation.  Telephone  companies  are  designed 
to  provide  the  customer  with  both  local  calling  and  long  distance  capabilities.  Many 
of  the  activities  and  facilities  of  any  company  are  jointly  dedicated  to  that  purpose. 
Hence,  it  is  difficult,  if  not  impossible,  to  determine  under  what  circumstances  the 
FCC  would  or  would  not  have  jurisdiction.  Surely,  the  line  of  demarkation  can  be 
defined  more  clearly. 

I  am  also  troubled  with  the  specific  intention  spelled  out  in  section  105(3)  and 
elsewhere  to  delete  the  term  "common  carrier"  and  substitute  "Category  II  carrier" 
in  its  place.  It  has  been  explained  to  us  that  a  Category  II  carrier  will  be  treated  as 
a  common  carrier  has  been  treated  in  the  past.  But  it  appears  to  us  that  the  change 
is  significant  and  the  results  unknown.  There  is  a  long  line  of  history  in  the  English 
common  law  and  under  interpretation  of  statutes,  including  the  1934  Communica- 
tions Act  relating  to  "common  carriers."  Changing  the  words  may  change  all  of  the 
understandings  which  have  evolved  in  that  long  line  of  precedent. 

Common  carriers  have  certain  duties  and  obligations  and  also  have  been  accorded 
certain  rights  and  privileges.  Certainly,  the  duties  and  obligations  appear  to  be 
continued  regarding  Category  II  carriers.  It  is  more  difficult  to  find  the  rights  and 
privileges. 

Moreover,  the  change  creates  side  problems  not  addressed.  Common  carriers 
serving  the  general  public  usually  can  obtain  rights  of  way  and  easements  by 
condemnation  proceedings  under  the  theory  of  eminent  domain.  Where  does  a 
Category  II  carrier  stand  in  this  respect?  Is  a  Category  II  carrier  the  same  as  a 
common  carrier? 

The  FCC  can  classify  different  levels  of  Category  II  carriers.  Do  all  levels  have  the 
same  standing  to  acquire  rights  of  way  by  legal  action?  In  theory,  competition  will 
evolve,  and  there  will  be  few  if  any  Category  II  carriers.  Wliat  then  will  be  the 
rights  of  the  carriers  in  obtaining  property  rights  to  serve  all  the  public? 

Does  a  Category  1  carrier  have  any  standing  similar  to  a  common  carrier? 

Section  202  imposes  upon  the  Commission  an  obligation  to  reduce  the  exercise  of 
its  powers  from  time  to  time.  S.  611  is  a  complicated  regulatory  scheme,  and  we 
have  little  hope  that  the  FCC  of  its  own  volition  would  move  toward  a  less  pervasive 
d^ree  of  regulation.  That  simply  is  not  the  history  of  any  bureaucracy  that  we  are 
aware  of. 

I  previously  mentioned  that  section  205  gave  the  FCC  almost  unlimited  discretion 
to  do  what  it  "deems"  to  be  necessary  to  carry  out  the  policies  of  this  legislation. 
Thus,  the  extensive  direction  given  throughout  the  bill  appears  to  be  modified  by 
leaving  it  up  to  the  FCC  to  both  create  competition  and  to  impose  almost  any 
requirements  to  insure  the  provision  of  "an  essential  public  service,"  The  scope  of 
that  discretion  authorized  in  section  205  injects  the  FCC  into  management  decisions. 
There  is  currently  a  line  drawn— the  r^ulators  should  regulate  and  the  managers 
should  manage.  Admittedly,  sometimes  the  line  between  the  two  becomes  blurred. 
This  action  does  more  than  blur  the  line,  it  seemingly  erases  the  line. 

Even  though  the  Basic  Exchange  Maintenance  Program  is  to  be  administered  by  a 
permanent  Joint  Board,  in  reality,  this  appears  to  be  more  FCC  involvement  in  the 
management  and  finances  of  private  companies.  A  Joint  Board  is  a  fact-finding  and 
advisory  concept.  Its  recommendations  are  not  binding  on  the  FCC.  It  is  not  an 
administrative  body  by  definition  or  intention  and  Is  certainly  not  a  permanent 
administrative  body. 
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Even  though  the  BEMP  formulas  are  Tixed  by  law  and  there  ia  no  discretion  leA 
a  the  Joint  Board  or  to  the  FCC.  we  strongly  oppose  the  administration  of  this  fund 
L  joint  board,  the  FCC.  or  any  other  government  agency.  There  is  no  reason  at 
■  industry  cannot  adequately  administer  this  or  any  other  fund  involving 
r  our  industry.  We  are  not  objecting  to  adequate  oversight  by  a  joint 
board,  but  we  do  object  to  our  regulators  also  having  the  authority  to  administer 
any  part  of  the  funds  of  this  industry. 

The  FCC  is  further  involved  in  management  under  section  214(e)  which  is  intend- 
ed to  permit  joint  planning  by  two  or  more  carriers.  Joint  planning  is  a  day-t(Mlay, 
ongoing  process.  It  is  not  an  occasional  meeting.  That  section  brings  me  to  one  of 
the  most  important  problems  in  this  legislation. 

I  believe  tnis  Subcommittee  should  recognise  that  the  switched  telephone  network 
is  the  reason  we  enjoy  the  highest  quality  telephone  service  in  this  country  and  the 
reason  subscribers  we  serve  can  reach  any  other  subscriber  anyplace  in  this  coun- 
try. In  many  other  countries  of  the  world,  a  long  distance  call  is  an  adventure  of 
uncertainty.  Not  here.  My  company,  the  other  Independent  telephone  companies, 
and  the  Bell  System  jointly  provide  an  integrated  switched  telephone  network 
permitting  calls  from  anywhere  to  anywhere. 

That  network  is  jointly  provided,  planned,  and  managed  so  that  all  of  the  provid- 
ers meet  their  obligations  and  make  their  business  decisions  to  tynefit  the  entire 
network  rather  than  strictly  for  their  own  local  company  interests.  Some  may 
believe  that  long  distance  telephone  service  is  provided  by  Bell  Lxing  Lines.  Long 
Lines  does  participate  to  a  very  significant  degree,  but  every  telephone  company, 
Independent  and  Bell  alike,  plays  an  important  role  In  completing  the  total  netr 
work.  We  are  all  part  of  it. 

Our  industry  has  said  repeatedly  that  we  are  different.  We  are  not  the  airlines 
industry,  or  the  railroads,  or  the  electric  companies.  A  telephone  in  my  territory 
and  the  equipment  our  companies  use  are  directly  inter-related  with  the  telephone 
and  the  equipment  anywhere  else  in  the  network.  There  is  no  other  network  like 
the  telephone  network  in  any  other  industry. 

Further,  the  competitors  who  have  entered  the  telecommunications  market  and 
who  provide  like-services  have  not  become  a  part  of  that  network  even  when  fully 
interconnected  with  the  network  and  even  when  using  part  of  the  network  to 
provide  the  services  they  sell.  The  other  carriers  provide  an  alternative  s<      '  ' 


I  alternative  or  substitute  for  network  telephone  services   is  entirely 
■  '     ■'  3.  They  s.  '     '    ' 


different  from  offering  a  replacement  for  those  services.  They  serve  selected  routes 
and  selected  subscribers.  Their  services  are  not  open  to  all  comers,  and  in  the 
foreseeable  future,  it  does  not  appear  that  the  other  carriers  will  replace  the  need 
for  a  network  to  serve  everyone. 

The  point  is  the  other  carriers  are  not  integrated  into  the  network,  they  are  only 
interconnected.  The  integrated  network  permits  the  entire  network  to  be  used  as 
needed  to  serve  all.  Routing  of  communications  traffic  can  be  made  over  any  part  of 
the  network  as  the  need  requires  without  concern  for  who  owns  or  controls  what 

The  other  common  carriers  use  the  network  but  are  not  part  of  it.  They  use  it  for 
local  distribution  and  often  to  piece  out  their  intercity  service  offerings.  But  the 
facilities  the  other  carriers  own  are  not  available  to  the  ordinary  telephone  sub- 
scriber or  for  use  by  the  telephone  industry  for  routing  ordinary  telephone  traffic. 

Although  it  is  difficult  to  find  a  similarity,  our  system  of  highways,  roads,  and 
streets  may  be  somewhat  the  same.  It  too  is  partly  provided  on  an  int^ratad  basis 
by  separate  entities— the  cities,  counties,  states,  and  Federal  government.  This 
combination  of  roadways  permits  anyone  in  our  country  to  travel  from  anywhere  to 
anywhere.  If  a  road  is  closed,  another  route  is  available.  It  does  not  matter  what 
travels  over  the  roadway.  It  could  be  pedestrians,  bicyclists,  automobiles,  trucks, 
buses,  and  so  forth.  The  roadway  network  is  there.  It  is  the  backbone  transportation 
facility  available  for  all  the  public  to  use. 

Now  there  are  other  alternatives  to  be  sure.  There  are  the  railroads  and  the 
waterways  and  the  airlines.  Each  of  these  provide  a  type  of  transportation  from  one 
place  to  another,  but  not  from  everywhere  to  everywhere.  None  could  exist  efTicient- 
ly  without  the  nation's  roadways.  Airports  can  shut  down  or  railroads  can  go  on 
strike  and  people  continue  to  travel.  There  may  be  inconveniences  to  be  sure,  but 
commerce  continues  to  function.  However,  if  the  roads,  highwavs,  and  streets  were 
closed,  everything  stops.  You  have  experienced  that  fact  in  Washington,  D,C,  during 
demonstrations  blocking  traffic  arteries.  This  past  winter  during  a  massive  snow- 
storm, the  city  came  to  a  standstill.  The  airlines  and  the  railroads  are  ineffective 
substitutes  because  people  cannot  reach  them,  and  they  serve  only  specialized  needs. 
Those  alternative  methods  of  transportation,  even  though  important,  are  dependent 
upon  the  road  network  for  their  survival. 
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Likewise,  the  other  common  carriers  depend  in  large  measure  upon  the  continued 
viability  of  the  national  public  switched  telephone  network  for  their  success.  We 
provide  them  with  a  capability  they  must  have  to  ofTer  their  alternative  to  the 
telephone  service  we  also  provide  to  the  public. 

I  believe  that  if  this  Subcommittee  is  intent  upon  preserving  the  concept  of 
universal  service  at  reasonable  rates,  it  must  specifically  address  and  provide  for 
the  continued  joint  provision  by  telephone  companies  of  an  integrated  switched 
telephone  network.  It  must  permit  the  companies  to  jointly  plan,  build,  own.  oper- 
ate, and  manage  a  nationwide  telephone  service  network.  It  must  insure  that  the 
companies  engaged  in  that  joint  venture  can  receive  a  fair  financial  return  for  their 
joint  investment  and  effort. 

1  don't  believe  this  Subcommittee  intends  to  simply  substitute  the  new  carriers  for 
some  of  the  old.  I  believe  your  idea  of  competition  is  what  you  have  defined  in  this 
bill.  This  would  permit  interconnection  with  the  network  and  the  provision  of 
alternative  telecommunications  services. 

Although  I  am  convinced  that  the  average  subscriber  will  not  benefit  from  compe- 
tition, I  understand  that  competition  is  here.  Our  industry  is  willing  to  help  design 
a  plan  that  will  preserve  for  this  nation  the  benefits  of  an  intefrrated  telephone 
network  while  also  permitting  competition.  But  care  must  be  taken  now  to  insure 
the  result  does  not  fragment  the  network  or  impede  our  industry's  approach  to 
network  planning  and  management.  If  there  is  no  network— if  each  carrier  subordi- 
nates his  decisions  to  the  narrow  interests  of  his  company  without  concern  for  the 
needs  of  the  nation  as  a  whole — then  universal  service  at  reasonable  rates  may  be  a 
thing  of  the  past. 

I  urge  this  Subcommittee  to  place  great  emphasis  on  the  priorities  of  national 
policy.  Insure  that  our  nation  as  a  whole  is  served,  which  I  believe  requires  the 
preservation  of  the  telephone  service  network.  Keep  that  network  healthy,  for  it  is 
the  heart  of  our  telephone  system.  Destroy  the  network,  and  telecommunications 
may  be  available  to  the  few  but  not  the  many. 

Although  most  of  what  I  have  discussed  is  directed  toward  S.  611,  I  have  not 
overlooked  the  provisions  of  S.  622.  The  latter  bill  is  shorter,  simpler,  and  more 
straightforward  in  its  approach  to  many  of  the  issues.  However,  it  also  seems  to 
confuse  an  interconnects  network  with  an  integrated  network. 

It  emphasizes  the  obligation  to  interconnect.  It  even  provides  for  a  procedure  to 
insure  interconnection  and  the  formation  of  an  association  of  common  carriers  to 
manage  the  facilities  providing  telephone  toll  service  and  interconnection  with  the 
facilities  of  local  exchanges.  The  bill  also  recognizes  that  joint  providers  might  face 
antitrust  problems  in  managing  a  joint  endeavor.  However,  it  is  not  clear  to  me  that 
this  bill  is  on  target,  I  cannot  see  that  it  recognizes  and  provides  for  an  intergrated 
public  switched  telephone  network  which,  as  I  have  explained,  is  operated  for  the 
beneftt  of  everyone  and  which  is  far  different  from  a  group  of  carriers  who  are 
simply  interconnected. 

Most  of  my  associates  in  the  Independent  telephone  industry  and  1  are  no  longer 
ai^uing  for  monopoly  as  opposed  to  a  more  competitive  world.  We  recc^ize  that 
there  will  be  more  competition  than  in  the  past,  and  we  hope  that  the  telecommuni- 
cations industry  of  the  future  can  be  an  improvement  upon  even  the  outstanding 
system  we  now  enjoy  in  this  country. 

However,  believing  that  a  network  provided  by  the  telephone  companies  and 
alternative  competitive  services  are  not  incompatible,  does  not  mean  that  we  can 
agree  with  the  position  in  S.  622  which  instructs  the  FCC  to  devise  a  program  to 
accomplish  full  competition  within  a  period  of  six  years.  It  was  the  FXXj's  competi- 
tion policies  adopted  without  a  Congressional  mandate  which  brought  us  to  Con- 
gress urging  a  national  policy  guiding  our  regulators.  This  bill  imposes  on  the  FCC  s 
mandate  without  guidance  and  without  firmly  defining  the  priorities  the  FCC  must 
consider. 

Diversity  of  telecommunications  services,  competition,  and  deregulation  must  be 
balanced  to  find  how  best  to  serve  the  American  public.  The  public  interest  is  not 
served  if  the  public  pays  more  for  a  lower  quality  of  service. 

I  have  not  addreied  every  section  of  either  bill.  There  are  manv  other  trouble- 
some areas  which  concern  me  and  our  industry  as  a  whole.  1  know  that  a  number  of 
panels,  including  telephone  industry  people,  have  testified  concerning  many  of  these 

I  have  tried  to  accomplish  three  purposes;  first,  to  indicate  the  bills  contain 
ambiguities,  second,  they  try  to  balance  the  choice  between  universal  telephone 
service  and  competition  without  first  considering  the  priorities  as  to  which  will  best 
serve  the  public,  third,  to  explain  the  difference  between  an  integrated  network  and 
one  that  is  merely  interconnected.  This  Subcommittee  must  understand  that  differ- 
ence and  must  choose  careflilly  between  the  two  types. 
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Both  Cencom  and  Ace  Telephone  Association  which  I  represent  here  today  have 
proud  records  of  service  to  a  rural  portion  of  America,  We  accorapliahed  this  as 
private  businesses  but  also  as  part  of  a  greater  telephone  industry  enterprise.  We 
need  for  you  to  help  us.  through  the  polity'  you  devise,  to  continue  to  bring  to  rural 
America— to  all  Amercia — the  flnest  poaaible  telecommunications  services.  We  need 
you  to  insure  that  customers  all  over  America  do  not  suffer  from  a  pohcy  which 
encourages  competition  at  the  risk  of  crippling  the  public  telephone  networV  which 
serves  everyone. 

Senator  Hollings.  Thank  you  very  much. 

Mr.  Doud. 

Mr.  Doud.  Thank  you,  Mr.  Chairman. 

I  appreciate  this  opportunity  to  present  IBM's  views  on  the  do- 
mestic telecommunications  provisions  of  S.  611  and  S.  622.  My 
remarks  this  morning  will  highlight  IBM's  position,  but  I  have 
provided  a  more  detailed  statement,  which,  with  your  permission,  I 
would  like  to  have  included  in  the  record. 

At  the  outset.  I  wish  to  commend  the  subcommittee  for  its  work 
on  these  bills.  It  appears  to  us  that  both  sides  of  the  aisle  have 
made  a  conscientious  attempt  to  address  the  issues  which  we  feel 
are  crucial  for  the  evolution  of  a  national  telecommunications 
policy  that  will  meet  the  current  and  future  needs  of  the  American 
people. 

In  our  view,  you  have  done  so  with  considerable  success. 

We  at  IBM  are  particularly  pleased  by  the  emphasis  in  both  bills 
on  deregulation  and  increased  reliance  on  competition.  We  share 
the  conviction  of  the  sponsors  that  unregulated  competition  pro- 
vides an  important  stimulus  to  technological  innovation,  and  is  the 
most  effective  way  to  assure  the  widest  variety  of  new  products  and 
services  at  reasonable  charges. 

And  we  agree  with  the  proposed  congressional  finding,  explicit  in 
S.  611  and  implicit  in  S.  622,  that  low-cost,  universal^  basic  tele- 
phone service  must  and  can  be  maintained  in  an  environment  of 
increased  competition. 

There  are  other  aspects  of  the  two  bills  which  we  heartily  en- 
dorse, such  as  the  need  to  deal  with  the  AT  &  T.  consent  decree. 

These  are  discussed  in  my  prepared  text.  But  I  would  like  if  I 
may,  in  the  short  time  allotted  to  me,  to  go  to  the  heart  of  what 
troubles  us  about  the  proposed  legislation. 

This  is  the  apparent  concern  evidenced  in  S.  611  that  some 
regulatory  control  has  to  be  maintained  over  the  information  proc- 
essing as  well  as  the  telecommunications  activities  of  A.T  &  T. 

Now,  Mr.  Chairman,  we  at  IBM  draw  a  very  distinct  and  firm 
line  between  these  two  categories  of  activity.  And  we  feel  very 
strongly  that  they  require  quite  different  treatment. 

We  believe  that  telecommunications  regulation  should  be  limited 
to  basic  transmission  services  that  is,  the  transport  of  information 
of  the  user's  choosing,  unaltered  in  form  or  content,  between  points 
specified  by  the  user. 

To  jump  right  to  the  punchline,  if  I  may,  while  we  are  inclined  to 
agree  that  some  continuing  public  utility  r^ulation  of  A.T  &  T.'s 
basic  transmission  services  may  be  required,  we  see  no  need  what- 
soever for  any  such  regulation,  even  for  a  limited  period  of  time,  of 
A.T  &  T.'s  other  services  or  of  its  provision  of  customer  premises 
equipment. 

Our  reason  for  this  belief  is  that  the  information  processing 
marketplace  is  characterized  today  by  a  high  degree  of  effective 
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competition,  unlike  portions  of  the  telecommunications  market- 
place in  which  A.T.  &  T.  is  the  major  factor. 

In  our  view,  therefore,  since  the  premise  is  wrong;  namely,  that 
the  information  processing  marketplace  needs  to  be  protected 
against  A,T.  &  T,  participation — the  proposed  solution,  that  is, 
extending  FCX^  jurisdiction  to  encompass  information  processing — 
is  also  wrong. 

Nor,  may  I  add,  is  that  solution  necessary  in  order  to  preempt 
State  r^ulation  of  customer  premises  equipment,  and  services  pro- 
viding more  than  basic  transmission. 

That  issue  can  be  dealt  with  in  a  much  more  direct  feishion,  by 
simply  prohibiting  State  regulation  in  that  area. 

During  testimony  last  week,  Mr.  Charles  Brown,  cheiirman  of 
A.T,  &  T.,  was  asked  whether  em  expemded  concept  of  universal 
service  should  be  guaranteed  through  legislation  or  made  available 
in  a  competitive,  deregulated  marketplace. 

Our  answer  to  that  question  is  that,  as  technology  advances  and 
competition  makes  available  a  variety  of  products  and  services,  the 
public  perception  of  what  is  an  essential  service  will  expEmd. 

Data  devices  in  the  home  will  become  the  norm,  rather  than  the 
exception.  But  it  would  be  completely  contrary  to  the  stated  goEils 
of  your  proposed  legislation  to  begin  an  era  of  increased  reliance  on 
competition  with  a  legislative  broadening  of  the  concept  of  regulat- 
ed universal  service  beyond  basic  two-way  voice  service. 

The  very  technology  which  will  bring  new  services  to  the  Ameri- 
can public  also  justifies  your  reliance  on  unregulated  competition 
as  the  means  to  that  end.  If  the  telephone  companies  wish  to 
expand  beyond  basic  transmission  into  new  information  services, 
they  should  be  permitted  to  do  so,  but  only  on  an  unregulated 
basis. 

Now  I  would  like  to  make  it  clear,  Mr.  Chairman,  that  IBM 
favors  allowing  carriers  to  offer  such  new  information  services  on  a 
completely  unregulated  basis,  because  we  believe  that  to  do  so  is  in 
the  public  interest,  as  well  as  in  the  interest  of  the  information 
processing  industry. 

We  hold  no  special  brief  to  make  things  easier  for  A.T.  &  T.,  nor 
do  we  take  the  position  we  do  because  of  our  participation  as  a 
minority  partner  in  Satellite  Business  Systems. 

We  are  genuinely  concerned  that  should  carrier  offerings  of  serv- 
ices providing  more  than  beisic  transmission  be  regulated,  such 
r^ulation  will  eventually  creep  over  and  embrace  similar  service 
onerings  by  noncarriers. 

This  we  think  would  be  disastrous  for  the  information  processing 
industry  and  for  our  national  economy. 

The  information  processing  industry  is  characterized  by  rapid 
technological  innovation,  ease  of  entry,  a  high  growth  potential, 
and  vigorous  competition. 

Therefore,  we  believe  that  the  Congress  need  not  and  should  not 
grant  the  FCC  any  jurisdiction  over  the  information  processing 
activities  of  carriers  in  order  to  protect  the  industry  from  possible 
unfair  competition  by  A.T.  &  T.  and  other  carriers. 

Parenthetically,  I  would  like  to  say  that  it  seems  to  me  that 
there  may  have  been  too  much  attention  given  to  protecting  indi- 
vidual competitors,  and  not  enough  to  protecting  ratepayers. 
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What  is  needed  are  safeguards  that  will  protect  ratepayers  of 
basic  telephone  service  from  unfairly  bearing  the  costs  and  risks  of 
carriers'  competitive  activities.  But  the  same  saf^uards  will  also 
help  to  insure  that  carriers  who  do  wish  to  participate  in  the 
provision  of  customer  premises  equipment,  or  services  providing 
more  than  basic  transmission,  will  do  so  on  a  basis  that  is  fair  to 
their  noncarrier  competitors. 

Chief  among  the  safeguards  required  are  rigorous  accounting 
procedures.  We  are  pleased  that  both  bills  direct  the  FCX!?  to  insure 
that  revenues  and  costs  attributable  to  the  provision  of  monopoly 
and  competitive  services  are  separately  identified. 

In  this  same  direction,  we  have  recommended  in  the  FCC  pro- 
ceeding on  the  uniform  system  of  accounts  for  telephone  companies 
that  carriers  adopt  accounting  separation  among  the  three  m^or 
sectors  of  their  activities:  Unregulated  offerings,  competitive  regu- 
lated services,  and  monopoly  services. 

This  would  enable  carriers  to  assign  revenues  and  costs  to  mo- 
nopoly and  competitive  services  as  if  they  were  offered  by  inde- 
pendent entities. 

This  concept  hsis  received  the  support  of  Continental  Telephone, 
NARUC,  and  the  California  and  New  York  public  utility  commis- 
sions. 

I  think  it  is  important  to  note,  also,  that  Mr.  Brown  testified  last 
week  that  A.T.  &  T.'s  accounting  system  is  ready  to  separate  the 
costs  and  revenues  of  customer  premises  equipment. 

The  second  necessary  safeguard  is  to  insure  that  carriers  make 
available  to  others  the  transmission  component  of  any  integrated 
telecommunications  and  information  service  they  may  offer — on 
the  same  terms  as  they  make  it  available  to  themselves. 

We  believe  this  requirement  is  implicit  in  the  present  Communi- 
cations Act,  but  we  recommend  that  it  be  specified  in  the  subcom- 
mittee bill. 

We  note  that  Mr.  Henry  Geller,  Assistant  Secretary  of  Com- 
merce for  Telecommunications  and  Information,  has  supported 
such  a  requirement  in  his  testimony. 

I  believe  the  safeguards  we  propose  will  prove  to  be  both  feasible 
and  adequate,  but  we  do  not  oppose  those  provisions  of  S.  611  Euid 
S.  622  which  grant  the  FCC  the  flexibility  to  supplement  them  with 
some  degree  of  organizational  separation  if  the  Commission  finds  it 
to  be  necessary. 

In  conclusion,  Mr.  Chairman,  I  wish  to  reemphasize  IBM's  strong 
belief  that  the  optimum  way  to  achieve  our  national  telecommuni- 
cations goals,  and  to  avoid  the  risk  of  creeping  regulation,  is  to 
limit  the  regulatory  jurisdiction  of  the  FCC — and  of  the  States — to 
basic  transmission  services. 

Total  deregulation  of  customer  premises  equipment,  and  services 
offering  more  than  basic  transmission,  both  of  which  are  already 
highly  competitive,  need  have  no  negative  impact  on  the  mainte- 
nance of  reasonable  basic  exchange  rates. 

Such  deregulation  can  and  should  be  accomplished  now. 

Although  we  have  recommended  various  changes  in  these  bills.  I 
would  like  to  say  once  again  that  we  applaud  their  general  der^u- 
latory  thrust. 

Thank  you. 
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[The  statement  follows:] 

0  Inductkv 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Wallace  C.  Doud.  I 
am  Vice  President.  Commerical  and  Industry  Relations,  of  International  Business 
Machines  Corporation.  I  appreciate  this  opportunity  to  present  IBM's  views  on  the 
domestic  telecommunications  provisions  of^S.  611  and  S.  622.  Today,  more  than  e 


national  telecommunications  policy  is  critical  to  the  continuing  development  of  the 
information  processing  industry  of  which  we  are  a  part,  and  to  the  oenefits  this 
industry  brings  to  the  public  and  to  our  national  economy. 

At  the  outset.  I  would  like  to  commend  the  Subcommittee  for  its  work  on  these 
Bills.  It  appears  to  us  that  both  sides  of  the  aisle  have  made  a  conscientious  attempt 
to  address  and  resolve  the  issues  which  we  feel  are  crucial  for  the  evolution  of  a 
national  telecommunications  policy  to  meet  the  current  and  future  needs  of  the 
American  people  and.  in  our  view,  have  done  bo  with  considerable  success. 

The  basic  goal  of  telecommunications  policy  must  be  to  assure  the  continued 
availability  of  rapid,  eHlcient,  nationwide  and  worldwide  communications  services, 
with  adequate  facilities,  at  reasonable  charges.  t«  all  of  our  people.  This  goal, 
including  as  it  does  the  concept  of  universal  basic  telephone  service,  is  well  stated  in 
the  Communications  Act  of  1934  and  we  are  pleased  to  see  it  preserved  in  the 
propoecd  legislation. 

But  the  Subcommittee  wisely  has  recognized  that  the  public's  communications 
needs  are  changing  in  this  age  of  rapid  technoltwcal  innovation.  The  growing 
diversity  of  those  needs  requires  the  greatest  possible  reliance  on  competition.  The 
FCC  has  recognized  this  and,  under  tne  1934  Act,  has  been  allowing  some  competi- 
tion in  selected  areas  of  telecommunications,  but — in  most  cases — on  a  regulated 
basis.  We  believe,  however,  that  in  the  absence  of  natural  monopoly  conditions, 
unregulated  competition  is  the  most  effective  way  to  provide  consumers  with  the 
widest  variety  of  new  products  and  services  at  the  most  reasonable  prices. 

The  sponsors  of  S.  611  and  S.  622  are  to  be  regulated,  therefore,  for  establishing 
reliance  on  competition  as  the  cornerstone  of  the  proposed  amendments  to  the 
Communications  Act.  And  we  agree  with  the  proposed  Congressional  finding,  explic- 
it in  S.  611  and  implicit  in  S.  622,  that  "basic  universal,  low-cost  public  telecommu- 
'-  ''-    i  services  must  and  can  be  maintained  in  an  environment  of  increased 


competition,  through  appropriate  financial,  regulatory  and  procedural  safeguards." 
IBM  has  argued  before  the  FCC  and  the  courts  that  the  FCC  has  the  authority 
under  present  law  to  forbear  from  regulation  in  situations  where  they  deem  it 
unnecessary.  The  FCC,  however,  has  been  reluctant  to  do  so — partly  because  of 
doubtfi  about  the  extent  of  its  ptiwer  to  forbear.  We  are  gratified,  therefore,  that 
both  Bills  specifically  direct  the  FCC  to  regulate  only  to  the  extent  necessary,  thus 
eliminating  any  question  as  to  its  authority  to  forbear  whenever  regulation  is  not 
absolutely  necessary. 

Another  factor  which  has  served  to  inhibit  the  FCC  from  deregulating  as  much  as 
it  would  like  in  telecommunications  has  been  the  1956  consent  decree  prohibiting 
AT&T  from  engaging  in  unregulated  activities.  As  then  FCC  Chairman  Wiley  stated 
in  his  concurring  opinion  in  the  Dataspeed  40/4  proceeding,  the  FCC's  decision  to 
regulate  the  Dataspeed  40/4  was  influenced  b^  its  concern  that  the  consent  decree 
would  otherwise  remove  "AT&T's  ability  to  offer  data  terminals,"  IBM  believes  that 
it  is  in  the  public  interest  that  all  carriers— including  AT&T— be  permitted  to 
participate  in  unregulated  businesses,  including  information  processing.  We  have 
urged  that  the  consent  decree  be  modified  to  permit  AT&T  to  do  so.  Both  Bills 
address  this  issue,  and  we  urge  that  the  Subcommittee  Bill  assure  that  this  objective 
is  achieved. 

While  we  are  enthusiastic  about  the  overall  deregulatory.  pro-competitive  direc- 
tion of  both  Bills,  we  do  have  a  concern  with  what  appears  in  S,  611  to  be  an 
extension  of  FCC  jurisdiction  into  the  information  processing  industry,  an  industry 
which  is  highly  competitive  and  requires  no  public  utility  regulation.  Section  102la) 
of  S.  611  says  that  the  Act  "shall  apply  to  and  the  Commission  shall  exercise 
jurisdiction  with  respect  to:  '  *  ■  all  commerce  in  '  '  '  electronics  equipment 
and  services,  information  software,  and  information  services."  lEmphasis  added,) 
Although  Sections  203(a)  and  203le}  seem  to  take  away  much  of  the  jurisdiction 
apparently  granted  to  the  FCC  in  Section  102(al.  we  find  this  overall  approach  to 
rcc  jurisdiction  extremely  troubling.  Extension  of  regulatory  jurisdiction  to  compet- 
itive areas— including  the  sale  of  equipment  and  services  which  in  the  past  have 
been  totally  free  of  economic  regulation— would  be  the  very  antithesis  of  reliance  on 
competition. 
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We  understand  the  Subcommittee  has  two  principal  objectives  which  may  explain 
the  current  wording  of  Section  102la):  First,  to  preempt  the  states  from  extending 
regulation  beyond  basic  local  exchange  telephone  service;  and,  second,  to  maintain 
control  over  AT&T's  activities,  not  only  in  basic  transmission,  but  in  all  other  areas 
as  well.  We  are  convinced  that  these  objectives  can  and  should  be  dealt  with  in 
other  ways  which  will  be  equally  effective  and  far  less  troublesome. 

On  the  first  point,  we  agree  that  the  objectives  of  S,  611  could  be  subverted  if  the 
states  were  permitted  to  regulate  products  and  services  which  Congress  intends  be 
open  to  unregulated  competition.  We  suggest  that  this  result  be  prevented  by 
explicitly  limiting  state  jurisdiction  to  local  exchange  service  and,  equally  impor- 
tant, specifically  prohibiting  state  regulation  of  carrier  ofTerings  of  customer  prem- 
ises equipment  and  of  services  providing  more  than  basic  transmission. 

On  the  second  point,  we  support  the  Subcommittee's  position  that  the  traditional 
telephone  carriers  should  not  be  allowed  to  exploit  unfairly  their  position  in  tele- 
communications to  the  detriment  of  full  and  fair  competition.  But  once  again,  the 
answer  is  not  to  use  wording  which  appears  to  extend  regulation  to  hitherto  unregu- 
lated activities.  Instead,  safeguards  can  and  should  be  established  which  will  ensure 
that  all  telephone  companies  will  compete  fairly  when  engaging  in  unregulated 
businesses.  I  will  address  these  safeguards  more  fully  later  on. 

We  recommend,  therefore,  that  Section  1021a)  be  revised  to  make  clear  that  the 
Congress  does  not  intend  the  FCC  to  have  any  jurisdiction  to  regulate  any  portion  of 
the  information  processing  industry. 

In  addition  to  our  deep  concern  with  the  general  jurisdictional  approach  of  S.  611, 
t  would  like  to  mention  several  specific  jurisdictional  issues  which,  it  seems  to  us, 
could  compound  the  problem: 

First,  we  understand  Section  203(dXl)  to  authorize  the  FCC  to  establish  standards 
for  equipment  to  be  attached  to  the  telecommunications  network  for  the  purpose  (rf 
protecting  the  network  from  technical  and  operational  harm,  and  tA  do  so  in  a 
manner  which  would  not  have  anticompetitive  effects.  This  is  a  purpose  we  heartily 
endorse.  But  if  the  statement  of  purpose  in  this  Section  were  read  disjunctively  it 
would  be  a  major  change  in  policy  and  would  require  the  FCC  to  regulate  competi- 
tive behavior  among  the  several  thousand  pariicipants  in  the  information  process- 
ing industry.  In  view  of  the  deregulatory  approach  of  the  entire  bill,  we  are  confi- 
dent that  this  is  not  the  Subcommittee's  intent.  We  recommend  that  the  language  of 
the  Section  be  changed  to  clarify  that  the  PCC's  role  in  this  area  is  limited  to 
ensuring  that  equipment  connected  to  the  network  does  not  cause  technical  harm. 

Second,  Section  203{el  could  be  read  to  establish  a  double  standard  under  which 
non-carriers  offering  data  processing  equipment  and  services  would  not  be  regulated 
(except  as  provided  in  Section  203(dll,  but  carriers  engaged  in  the  same  activities 
would  be  regulated.  Because  of  the  competitive  nature  of  the  information  processing 
industry,  and  the  feasibility  and  effectiveness  of  the  safeguards  I  will  propose,  we 
believe  the  Commission's  regulatory  authority  need  not  and  should  not  extend  to 
the  information  processing  offerings  of  carriers  any  more  than   to  those  of  non- 


Finally,  Section  203(gl  could  be  read  to  permit  the  FCC  to  regulate  anyone  who 
packages  basic  transmission  as  a  component  of  an  integrated  telecommunications 
and  information  service,  including  even  a  remote  access  data  processing  service. 
IBM  believes  that  such  r^ulation  Is  unnecessary  and  unwise  whether  the  packager 
is  or  is  not  afTiliated  with  the  provider  of  the  underlying  transmission.  It  is  unneces- 
sary, because  integrated  telecommunications  and  information  services  are  subject  to 
effective  competition,  and  it  is  unwise  t>ecause  regulation,  especially  when  unneces- 
sary, is  bound  to  deter  entry  of  new  competitors  and  innovation  in  such  new 
network  services.  (Indeed,  this  provision,  and  the  Bill  as  a  whole,  seem  to  presume 
that  resale  of  only  basic  transmission  would  be  regulated.  IBM  believes  such  regula- 
tion Is  unnecessary,  because  the  provision  of  such  transmission  by  the  underlying 
carrier  is  already  r^ulated.l 

We  appreciate  that  the  Subcommittee  staff  shares  some  of  these  concerns  about 
misinterpretation  of  these  sections  and  we  will  be  pleased  to  work  with  them  to 
develop  new  language  if  they  so  desire. 

I  would  not  like  to  describe  what  we  believe  should  be  the  proper  limit  of  FCC 
jurisdiction,  and  why  we  feel  that  further  extension  of  regulation  is  not  only 
unnecessary,  but  harmful.  The  telephone  companies  were  granted  franchlsed  mo- 
nopolies in  order  to  assure  the  provision  of  basic  transmission  service  via  an  inte- 
grated nationwide  network.  It  was  in  this  area  of  basic  transmission — that  is.  the 
transport  of  Information  of  the  user's  choosing,  unaltered  in  form  or  content, 
between  points  specified  by  the  user— that  effpctive  competition  was  traditionally 
thought  not  to  exist.  The  availability  of  this  basic  transmission  service  is  the 
foundation  upon  upon  which  communications-based  information  processing  has  been 
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built  and  upon  which  all  future  services  will  be  built.  It  is  in  this  area—bsaic 
transmission  services— and  this  area  alone,  that  some  "handicapping"  may  be  re- 
quired to  allow  efTective  competition  to  develop.  We  are  inclined  to  agree  with  the 
Subcommittee's  belief  that  a  transitional  period  may  be  necessary.  But  it  is  only 
with  respect  to  basic  transmission  that  some  regulation  of  competitive  activities 
may  continue  to  be  required  in  order  to  assure  universal  service  at  reasonable  rates. 

During  Mr.  Brown's  testimony  last  week,  the  Subcommittee  asiied  whether  an 
expands  concept  of  universal  service  should  be  guaranteed  through  legislation  or 
made  available  in  a  competitive,  deregulated  marketplace.  It  is  clear  that,  as  tech- 
nology advances,  the  public  perception  of  what  is  an  essential  service  will  expand. 
However,  it  would  be  completely  contrary  to  the  stated  goals  of  your  proposed 
legislation  to  being  a  period  of  deregulation  and  increased  reliance  on  competition 
with  a  legislative  broadening  of  the  concept  of  regulated  universal  service  beyond 
two-way  voice  telephone  service.  The  very  technology  which  will  bring  new  services 
to  the  American  public  also  justifies  your  reliance  on  unregulated  competition  as 
the  means  to  that  end.  As  we  have  said  many  times,  if  the  telephone  companies 
wish  to  expand  tteyond  basic  transmission  into  new  information  services,  they 
should  be  permitted  to  do  so.  but  only  on  an  unregulated  basis. 

We  urge,  therefore,  that  the  Subcommittee  clearly  define  the  basic  transmission 
boundary  as  the  outer  limit  of  the  FCC's  jurisdiction  even  during  any  transition 

The  telephone  companies,  and  particularly  AT&T,  have  been  indicating  an  inter- 
est in  offering  information  processing  services,  and  they  should  not  be  prevented 
from  doing  so.  But  such  services  are  separate  and  distinct  from  the  basic  transmis- 
sion services  now  available.  Unlike  basic  transmission  services,  they  are  already 
subject  to  highly  efTective  competition  from  numerous  carrier  and  non-carrier  enti- 
ties, and  should  be  entirely  unregulated  now  and  in  the  future.  Over  two  thousand 
firms  are  in  the  information  processing  services  business  today,  with  offerings 
ranging  from  tranditional  over-the-counter  service  bureau  operations  to  the  most 
sophisticated  nationwide  time-sharing  networks  which  incorporate  the  resale  of 
carrier  provided  basic  transmission  services.  Information  processing  service  rev- 
enues reached  four  billion  dollars  in  1976,  and  are  expected  to  grow  to  fifteen  billion 
in  1985.  There  can  be  no  question  as  to  its  competitive  nature. 

The  growth  of  the  information  processing  services  business  has  been  due  in  large 
part  to  technological  innovation  in  information  processing  systems.  The  entire  infor- 
mation processing  industry  has  been  characteri/ed  since  its  inception  by  unregulat- 
ed competition.  Users  demands  and  competition  have  stimulated  technological  inno- 
vation and  price/ performance  improvements  unmatched  in  any  other  industry.  Just 
one  indication  of  this  improvement  is  in  the  time  and  cost  to  process  information. 
Over  a  period  of  just  twenty-five  years,  the  performance  speoi  of  computers  has 
improved  from  about  2.000  multiplications  per  second  to  over  3  million,  while  the 
price  for  100,000  multiplications  has  been  reduced  from  $1.26  in  1952,  to  less  than 
one  cent  today  in  current  dollars. 

Mr.  Chairman,  1  believe  the  Subcommittee  will  be  hardpressed  to  find  another 
industry  which  has  so  dramatically  reduced  its  prices  in  this  era  of  high  inflation  as 
the  information  processing  industry.  Quite  frankly,  we  at  IBM  are  convinced  that 
this  enviable  record  would  not  have  been  achieved,  had  the  industry  been  subject  to 


iny  influence  of  public  utility  regulation. 

Because  the  information  processing  industry  is  characterized  by  rapid  technologi- 
cal innovation,  ease  of  entry,  a  high  future  growth  potential,  and  vigorous  competi- 
tion, we  believe  the  Congress  need  not  and  should  not  grant  the  FCC  any  jurisdic- 
tion over  the  information  processing  activities  of  carriers  in  order  to  protect  the 
industry  from  possible  unfair  competition  by  AT&T  and  other  carriers.  We  see  no 
need  whatsoever  to  extend  regulatory  authority  to  carrier  provision  of  customer 
premises  equipment  or  information  processing  services  even  for  a  limited  transition- 
al period.  Rather,  as  I  mentioned  earlier,  what  is  needed  are  safeguards  that  will 
protect  ratepayers  of  basic  telephone  service  from  unfairly  bearing  the  costs  and 
risks  of  carriers'  competitive  activities.  The  same  safeguards  will  also  help  to  ensure 
that  carriers  who  do  wish  to  participate  in  the  provision  of  customer  premises 
equipment,  or  services  providing  more  than  basic  transmission,  will  do  so  on  a  basis 
that  is  fair  to  their  non-carrier  competitors. 

Chief  among  the  safeguards  required  are  rigorous  accounting  procedures.  In  keep- 
ing with  the  policy  trend  toward  more  competition  and  deregulation,  we  have 
recommended  in  the  FCC's  proceeding  on  the  Uniform  System  of  Accounts  for 
telephone  companies  that  carriers  adopt  accounting  separation  among  the  three 
sectors  of  their  activities:  unregulated  oHerings,  competitive  regulated  services,  and 
monopoly  services.  This  would  then  enable  them  to  assign  revenues  and  costs  to 
monopoly  and  competitive  services  as  if  they  were  offered  by  independent  entities. 
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We  have  been  gratified  to  see  that  this  concept  has  received  the  support  of  Conti- 
nental Telephone,  NARUC,  and  the  CaUfornia  and  New  York  public  utility  commis- 
sions. I  think  it  is  important  to  note,  also,  that  Mr.  Charles  Brown.  Chairman  of 
AT&T,  testified  last  week  that  AT&T's  accounting  system  is  ready  to  Beparat« 
customer  premises  equipment  costs  and  revenues.  We  therefore  endorse  the  provi- 
sions in  both  S.  611  and  S.  622  directing  the  FCC  to  ensure  that  revenues  and  costs 
attributable  to  the  provision  of  monopoly  and  competitive  services  are  separately 
identified. 

The  second  necessary  safeguards  is  to  ensure  that  carriers  make  available  to 
others  the  transmission  component  of  any  integrated  telecommunications  and  infor- 
mation service  they  may  offer — on  the  same  terms  as  they  make  it  available  to 
themselves.  We  believe  this  requirement  is  imposed  by  the  present  Communications 
Act,  but  we  recommend  that  it  be  specified  in  the  Subcommittee  Bill.  We  note  that 
Mr.  Henry  Geller,  Assistant  Secretary  of  Commerce  for  Telecommunications  and 
Information,  has  supported  such  a  requirement  in  his  testimony  favoring  increased 
reliance  on  competition  and  deregulation  in  telecommunications. 

Finally,  the  Subcommittee  Bill  should  explicitly  require  carriers  to  allow  custom- 
ers to  connect  their  own  equipment  to  the  telephone  network,  subject,  of  course,  to 
the  FCC's  registration  program. 

I  believe  the  safeguards  we  propose  will  prove  to  be  l>oth  feasible  and  adequate. 
but  we  do  not  oppose  those  provisions  of  S.  611  and  S.  622  which  grant  the  FCC  the 
flexibility  to  supplement  them  with  some  degree  of  organizational  separation  If  the 
Commission  fmds  it  to  be  necessary. 

In  conclusion.  Mr.  Chairman.  I  wish  to  re«mphasize  IBM's  strong  belief  that  the 
optimum  way  to  achieve  our  national  telecommunications  goals  through  competi- 
tion is  to  limit  the  regulatory  jurisdiction  of  the  FCC  land  of  the  states)  to  carrier 
provision  of  basic  transmission  services.  Deregulation  of  customer  premises  equip- 
ment and  services  offering  more  than  basic  transmission,  both  of  which  are  already 
highly  competitive,  need  have  no  negative  impact  on  the  maintenance  of  affordable 
basic  exchange  rates,  and  can  and  should  be  accomplished  now.  Although  we  have 
proposed  various  changes  to  the  legislation.  1  would  like  to  say  once  again  that  we 
applaud  the  general  deregulatory  thrust  of  these  Bills. 

Thank  you. 

Senator  Holjjngs.  Thank  you  very  much,  Mr.  Doud. 

Mr.  Henson. 

Mr.  Henson.  Thank  you,  Mr.  Chairman. 

Good  morning.  I  am  privileged  to  appear  with  this  distinguished 
panel.  I  apparently  serve  as  anchorman. 

I  first  want  to  express  my  appreciation  to  the  subcommittee  for 
the  privilege  of  sharing  the  views  of  United  Telecommunications 
with  you.  I  also  want  to  compliment  the  subcommittee  and  the 
staff  for  two  excellent  pieces   of  legislation,   S.   611   and  S.   622. 

Mr.  Chairman,  I  have  submitted  a  filed  statement.  I  ask  that  the 
statement  be  incorporated  in  the  record.  I  shall  simply  summarize 
a  few  of  the  provisions  in  both  bills  that  are  troublesome  to  us. 

We  wholeheartedly  endorse  the  stated  objectives  of  both  bills. 
Certainly  the  maintenance  of  nationwide,  universal  telephone  serv- 
ice at  reasonable  rates  is  an  objective  that  the  Congress  fmd, 
indeed,  the  American  public  must  applaud. 

Greater  reliance  on  the  marketplace  and  a  lessening  of  regula- 
tion over  a  period  of  time  in  telecommunications  services  are 
equally  laudable  objectives. 

We  at  United  have  advocated  increased  competition  and  a  les- 
sened degree  of  regulation  for  some  period  of  time. 

We  think  that  through  realization  of  these  twin  goals,  we  will 
spur  innovation  in  the  provision  of  services  in  a  competitive  envi- 
ronment. 

Having  said  that,  I  must  add  that  we  do  have  problems  with 
some  of  the  provisions  in  both  of  the  Senate  bills. 
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■■  I  will  highlight  these  problem  areas  of  regulatory  powers,  sepa- 
^rate  entities,  network  mane^ement,  and  access  charges.  I  would 
^like  to  speak  to  each  of  those  points  briefly. 

«■  We  see  in  both  Senate  bills  a  substantial  increase  in  regulatory 
^powers  with  no  sunset  provision  in  one  bill — S.  611 — and  with  an 
■•intended  sunset  provision  at  the  end  of  6  years  in  Senate  bill 
^,  S.  622. 

B  Speaking  only  for  the  independent  telephone  industry,  I  submit 
■II  that  both  bills,  insofar  as  telephone  operations  are  concerned,  go 
"  from  pervasive  regulation  to  oppressive  regulation. 
*'  During  the  very  transition  period  in  which  we  are  trying  to 
^  realize  these  goals  of  increased  competition  and  lessened  regula- 
tion, the  category  II  carriers,  all  telephone  companies,  shall  be 
«i  subjected  to  more,  not  less,  regulation, 

E(      In  the  subcommittee's  attempt  to  restrict  the  dominant  market 
force  in  the  telephone  industry  today — the  Bell  System — which 
■  serves  80  percent  of  the  local  exchange  market  and  perhaps  95 
f    percent   of  the   intercity   market — you   opted   for   regulatory  con- 
straints in  order  that  competition  can  thrive. 

Seemingly,  the  Senate  committee  is  following  the  path  of  the 
recent  regulatory  pattern  of  the  FCC.  The  FCC  has  been  attempt- 
ing, through  regulation,  to  restrict  the  growth  and  development  of 
the  Bell  System  for  some  time. 

And  every  time  the  FCC  kicks  the  Bell  System  in  the  shins,  they 
hit  the  independents  in  the  groin. 

I  fear  that  may  be  the  outcome  of  the  Senate  bill  provisions  in 
their  present  form.  I  would,  second,  like  to  talk  a  bit  about  the 
need  for  separate  entities.  The  subject  has  been  discussed  here  by 
my  copanelists. 

I  suspect  it  will  be  a  continuing  matter  of  discussion  with  the 
panel.  Mr.  Brophy  has  pointed  out  some  of  the  problems  that  we 
foresee  in  attempting  to  regulate  the  market  giant  in  the  industry, 
and  has  suggested  some  of  the  problems  that  regulation  poses  for 
independent  companies,  particularly  rural,  isolated  telephone  com- 
panies, if,  indeed,  arms-length  separate  entities  are  required  with 
no  common  officers,  directors,  financial  structure,  employees,  or 
facilities. 

The  latter  conditions — no  common  employees  or  facilities — wreak 
great  harm  on  the  independents.  The  separation  increases  their 
cost  of  doing  business  and  hence  increases  the  cost  to  the  ultimate 
consumer. 

Again,  additional  regulatory  constraints  are  imposed  on  the  Bell 
System  and  the  independents  in  the  form  of  section  214  authority, 
the  authority  to  construct  plant  and  property.  Heretofore,  we  have 
only  had  to  apply  to  the  FCC  when  we  crossed  State  boundaries  in 
constructing  interstate  transmission  facilities. 

Those  powers  have  been  expanded  in  S.  611  to  include  State  and 
interstate  transmission  facilities,  and,  more  importantly,  switching 
equipment,  which  heretofore  has  not  been  subject  to  section  214 
requirements. 

The  recognition  of  the  need  for  network  management  is  recog- 
nized in  both  bills.  As  one  who  has  lost  management  rights  consist- 
ently to  the  FCC  in  recent  times,  I  am  not  enamored  of  having 
additional  oversight  of  the  management  of  our  businesses. 
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Yet,  ^ain,  network  management  is  made  subject  to  the  auspices 
and  control  of  the  FCC. 

We  have  been  unable  to  sufficiently  inform  the  Members  of 
Congress  of  the  importance  of  the  public  switched  network.  We 
have  also  failed  to  explain  the  reasons  why  it  must  be  operated  as 
an  integrated  unit. 

This  point  is  stressed  in  my  filed  statement  and  I  shall  be  glad  to 
respond  to  questions  during  the  panel  discussion. 

In  essence,  we  think  it  is  of  paramount  concern  to  the  American 
public  if  we  are  to  avoid  service  degradation  and  if,  indeed,  new 
technology  is  to  be  employed  properly,  timely,  eind  in  the  interest 
of  creating  efficiencies,  that  there  be  some  joint  planning  for  the 
construction  and  operation  of  the  public  switched  network. 

We  think  that  joint  planning  and  operating  can  be  done  even  in 
a  competitive  environment  while  assuring  all  competitors  that 
there  is  no  attempt  to  constrain  competition. 

We  must  provide  more  flexibility  in  the  manner  in  which  we 
undertake  joint  planning  and  op>eration  of  the  nationwide  switched 
network. 

Finally,  permit  me  to  comment  on  the  structure  of  access 
charges  for  the  use  of  local  distribution  facilities.  Access  charges 
will  cushion  the  transition  from  the  present  separations  and  settle- 
ments processes  which  have  been  utilized  in  the  telephone  indus- 
try. Such  processes  have  been  directed  by  both  our  State  and 
Federal  regulators.  I  quite  agree  that  the  time  has  come  when  we 
must  reassess  the  manner  in  which  partners  in  the  public  switched 
network  are  compensated  for  their  investments  and  expenses. 

The  access  charge  concept  certainly  has  our  wholehearted  en- 
dorsement. We  do  believe,  however,  that  the  States  should  exercise 
jurisdiction  over  the  level  of  access  charges.  That  philosophy  is  not 
reflected  in  the  provisions  of  either  Senate  bill. 

We  are  concerned  that  the  formula  may  cause  an  abrupt  shock 
on  local  rates  in  some  instances.  We  would  like  to  suggest  a  tuning 
or  a  fitting  of  the  formula  to  avoid  these  serious  economic  disloca- 
tions. 

In  conclusion,  we  fully  support  the  twin  goals  of  marketplace 
competition  and  lessened  regulation. 

We  do  believe  that  under  the  provisions  of  these  bills,  the  regula- 
tory powers  of  the  FCC  have  been  increased  unnecessarily. 

We  believe  that  the  potential  operational  and  economic  cost  to 
the  public  if  the  public  switched  network  is  fractionalized  by  artifi- 
cial barriers  and  regulatory  prohibitions  may  be  severe. 

We  are  also  concerned  about  the  probable  impact  of  the  access 
charge  structure  on  local  service  rates. 

Having  said  all  that,  I  will  conclude  by  saying  that  there  is  an 
urgent  need  for  legislation.  We  think  both  Senate  bills  have  made 
an  excellent  start  toward  finding  a  reasonable  solution  to  the  di- 
lemma in  telecommunications  policy  in  this  country.  Thank  you. 

[The  statement  follows:] 

Statement  of  Paul  H.  Henbon,  Chairman  of  the  Board  of  United 
Telecommunications.  Inc. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  this  Committee  and 
share  with  you  our  tnoughts  about  proposals  to  amend  the  Communications  Act  Ol 
1934.  as  contained  in  Senate  Bills  611  and  622. 
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I  am  Paul  H.  Heneon,  Chairman  of  the  Board  and  Chief  Executive  Officer  of 
United  Telecommunications,  Inc.  (United  Telecoml  which  is  headquartered  at  2330 
Johnson  drive,  Westwood.  Kansas.  Westwood  is  a  suburb  of  Kansas  City,  Missouri.  I 
am  a  graduate  of  the  University  of  Nebraska  with  a  master's  degree  in  electrical 
engineering.  In  1959,  I  joined  United  Telecom  as  Vice  President  after  serving  15 
years  with  the  Lincoln  Telephone  and  Telegraph  Company,  Except  for  military 
service,  my  entire  work  experience  has  been  in  the  Independent  telephone  industry. 

United  Telecom  and  its  affiliated  companies  are  deeply  involved  in  both  the 
telecommunications  and  the  computer  service  industries.  United's  telephor 


variety  of  business,  technical  and  financial  services  via  an  international  data  com- 
munications network  linking  computer  centers  in  Kansas  City,  Boston  and  London, 
North  Supply  Company  distributes  the  telecommunications  products  of  more  than 
300  manufacturers  domestically  and  internationally,  through  distribution  centers 
utilizing  extensive  computer  controls.  A  summary  of  United's  principal  operations  is 
shown  on  the  attached  Exhibit. 

United  Telecom  is  a  large  organization  by  many  standards  of  comparison.  Howev- 
er, in  the  telecommunications  industry  there  is  a  tendency  to  relate  every  dimen- 
sion to  those  of  AT&T,  and  even  to  suggest,  with  such  potential  competitors  as  IBM 
and  rrr,  of  a  "coming  battle  of  the  giants."  When  judged  by  the  financial  param- 
eters of  these  corporate  giants.  United  Telecom's  annual  revenues  and  sales  of  $1.5 
billion,  and  assets  of  $3.4  billion,  are  not  very  large. 

It  is  more  appropriate,  perhaps,  to  think  of  serving  some  2.5  million  telephone 
customers  with  some  4.2  million  telephones,  through  24,000  employees,  employed  by 
25  companies,  in  3,000  communities  in  20  states.  Our  telephone  companies  are 
representative  of  many  of  the  1,500  Independents  who  furnish  some  30  million 
telephones  throughout  about  half  of  the  area  of  our  country. 

It  is  useful,  also,  to  put  these  figures  into  context.  Thirty  million  telephones  is 
more  than  the  number  existing  in  any  other  country  in  the  world  except  Japan,  It 
is  more  than  the  number  existing  outside  the  U.S.A.  on  the  continents  of  North  and 
South  America. 

Forty-five  years  have  passed  since  the  Congress  last  determined  the  national 
policy  concerning  communications  for  citizens  of  the  United  States.  In  this  period  of 
two  generations,  entire  new  industries  have  come  into  existence  which  are  affected 
by  this  policy,  and  many  generations  of  technology  have  greatly  enlarged  opportuni- 
ties for  the  use  of  telecommunications  in  the  conduct  of  our  business  and  social 
affairs. 

The  time  is  right  to  reassess  our  values  and  our  needs.  Much  has  changed  which 
needs  to  be  reflected  in  our  national  policy.  Much  has  also  been  accomplished  which 
is  worthy  of  being  rect^nized  and  protected  by  the  law  and  by  those  institutions  of 
government  to  which  we  look  for  the  implementation  of  policy. 

One  thing  which  has  not  changed  is  the  fundamental  goal  of  the  1934  Act, 
retained  by  both  of  the  legislative  proposals.  I  quote  the  wording  of  S.  611,  Section 
102:  "For  the  purpose  of  making  available,  so  far  as  possible,  to  all  the  people  of  the 
United  States,  rapid,  efficient,  nationwide  and  worldwide  telecommunications  serv- 
ices with  adequate  facilities  at  reasonable  charges  "   '   '" 

We,  too  remain  dedicated  to  this  objective.  I  submit  that  our  industry  has  per- 
formed in  a  way  which  is  consistent  with  this  goal.  Such  words  as  "rapid,"  "effi- 
cient," "adequate."  and  "reasonable"  are  relative  terms,  subject  to  personal  Inter- 
pretation. But  if  the  experience  of  other  nations  is  relevant,  we,  in  the  United 
States,  have  achieved  and  maintained  telephone  services  which  closely  approach  the 
Btatcd  objectives. 

Still  more  and  better  telecommunications  services  are  possible,  and  the  FCC  and 
the  Courts  have  determined  that  they  are  most  likely  to  be  achieved  in  an  environ- 
ment of  competition.  We  accept  this  determination  as  irreversible  fact.  It  may  even 
have  been  a  wise  decision,  if— but  only  if^we  proceed  with  the  overriding  considera- 
tion of  avoiding  the  destruction  of  what  we  have  already  built.  The  unintended  loss 
of  those  benefits  now  provided  by  our  high-intergrated  telephone  system  could  occur 
if  we  fail  to  recognize  and  protect  the  underlying  supporting  structure  on  which  it  is 
built. 

We  join  with  the  sponsors  of  the  legislation  before  this  Committee  in  the  challeng- 
ing effort  to  find  ways  to  increase  customer  choice  and  provide  incentives  for 
innovation  and  efficiency,  without  sudden  or  serious  impairmant  of  our  traditional 
goals  of  universal  service  at  uniformly  moderate  cost. 

My  statement  consists  of  comments  on  both  the  general  philosophy  and  specific 
objectives  of  S.  611  and  S.  622.  We  have  not  attempted  a  section  by  section  analysis 
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at  this  time,  choosing  rather  to  confine  our  remarks  to  the  provisione  which  concern 
telecommunications  services. 

The  objective  of  the  proposed  legislation  is  specifically  reflected  in  S.  611,  Section 
101  of  the  Act: 

"'  *  '  for  the  purpose  of  encouraging  diversity  of  ownership  and  control  among 
telecommunications      media      and      competition      among      telecommunications 

And  in  S.  622.  Section  225(3]  of  the  Act: 

"The  purposes  of  this  Section  are — (11  to  provide  as  soon  as  practicable  for 
marketplace  competition  in  all  telecommunications  service  '  '  *" 

Most  of  us  support  the  concept  of  free  market  competition,  in  the  abstract,  as  the 
most  efficient  means  to  obtaining  more  and  better  products  and  services.  In  prac- 
tice, some  competitors  have  reservations  when  they  encounter,  for  the  first  time,  a 
competitor  offering  a  more  attractive  service  or  a  lower  priced  service.  They  are 
tempt«d  to  protest  loudly  and  seek  some  source  of  regulatory  or  judicial  protection. 

On  the  other  hand,  some  regulators  find  that  they  have  reservations  both  the  real 
effectiveness  of  free  market  forces  when  the^  are  asked,  for  the  first  time,  to  relax 
regulatory  control  over  service  and  price  decisions. 

The  dream  of  the  "free  lunch"  being  universal  in  human  society,  it  is  no  wonder 
that  all  of  us  look  for  opportunities  to  "have  the  best  of  both  worlds."  or  "have  our 
cake  and  eat  it,  too."  We  are  reluctant  to  admit  that  the  virtues  of  a  competitive 
free  market  economy  rest  upon  a  foundation  to  risk  and  reward,  of  success  and 
failure — and  of  business  managements  required  to  accept  the  decisions  of  the  mar- 
ketplace. 

The  other  side  of  that  coin,  of  course,  is  the  need  to  accept  market  forces  as  the 
regulator.  In  the  proposed  legislation,  we  find  in  S,  611,  Section  202  of  the  Act: 
the  Commission  shall  exercise  only  so  much  of  the  powers  conferred  upon 
it  '   *  *  as  is  essential  *   *   *" 
And  in  S.  622.  Section  225(d>  of  Che  Act: 

'••  •  •  guch  regulations  lof  the  Commission)  shall  *  '  *  result  in  marketplace 
competition  in  and  the  deregulation  of  the  provision  of  telecommunications  serv- 

The  proposed  amendments  to  the  1934  Act  express  the  intent  that  regulation  will 
diminish  over  time — six  years  being  specifically  suggested  in  S.  622.  Since  the  self- 
disciplines  of  a  competitive  free  market  environment  are  imposed,  gradually,  on  a 
reluctant  industry,  one  might  suppose  that  they  would  be  imposed,  gradually,  on 
that  industry's  regulators,  as  well. 

We.  at  United  Telecom,  have  accepted  the  challenge  of  competition  for  a  long 
time  now.  We  have  also  expressed,  on  many  occasions,  our  belief  that  competition  is 
essentially  incompatible  with  regulation.  That  is  not  to  say  that  the  two  cannot 
exist  together,  for  they  do  so  to  some  degree  in  nearly  every  business.  However,  we 
submit  that  as  competition  is  increased,  regulation  should  be  decreased.  Manage- 
ment can  strive  to  satisfy  the  market  or  it  can  strive  to  satisfy  regulation.  Manage- 
ment should  not  have  its  major  decisions  directed,  for  an  extended  period  of  time, 
toward  the  satisfaction  of  both  the  market  and  regulation. 

We  are  disappointed  to  discover  that  under  ^th  of  these  Bills,  the  concept  of 
regulated  competition,  which  we  reject,  appears  to  be  accepted  as  the  norm.  Senate 
Bill  611  leaves  deregulation  entirely  to  the  Commission's  determination  to  cease  to 
exercise  the  powers  granted  to  it  by  the  Act.  At  the  same  time,  the  Bill  substantial- 
ly increases  both  the  power  of  the  Commission  and  the  discretionary  judgment  with 
which  it  may  exercise  that  power. 

Senate  Bill  622  directs  the  Commission  to  plan  for  deregulation  and  to  report 
progress  to  Congress.  At  the  same  time,  it  moderately  increases  the  discretionary 
power  of  the  Commission. 

We  are  concerned  that  this  increased  degree  of  regulatory  authority  will  tend  to 
lead  to  the  handicapping  of  competitiors  which,  in  turn,  will  inhibit  innovation  and 
reduce  efficiency.  There  is  a  need  for  a  transitional  period  to  avoid  serious  and 
sudden  impacts  during  the  restructuring  of  the  telecommunications  industry.  We 
encourage  the  Subcommittee  to  acknowledge  that  need  in  the  Bill  by  providing  for  a 
mandatory  reduction  in  Commission  authority,  over,  a  span  of  from  five  to  ten 
years. 

FRAGMENTATION  OF  THE  [NTEGHATED  NETWORK 
We  are  concerned  that  the  provisions  of  S.  611  which  would  restructure  the 
industry  will  so  fractionalize  it  as  to  destroy  its  ability  to  continue  to  provide 
universal  service  on  a  basic  nationwide  network  at  reasonable  cost.  The  fractional!- 
zation  prescribed  under  Sections  203  and  205  of  the  Act  would  require  fully  separat- 
ed corporate  entities  for  exchange  service  carriers;  Category  II  interexchange  public 
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message  telephone  service  carriers;  other  interexchange  telecommunications  carri- 
ers; entities  selling  or  leasing  telecommunication  or  electronic  equipment;  informa- 
tion software  or  information  service  providers;  and  any  Category  I  carrier  service. 
Not  only  would  this  forced  separation  of  companies  and  their  assets  be  wasteful  and 
uneconomic,  but  perhaps  impossible  to  accomplish,  as  holders  of  bonds  and  deben- 
tures are  unlikely  to  accede  to  such  division  of  the  underlying  assets  for  their 
securities. 

As  an  example,  one  of  the  operating  telephone  companies  in  the  United  Tele- 
phone System  is  the  Carolina  Telephone  and  Telegraph  Company  (C.T.  &  T.I.  That 
company  provides  local  exchange  telephone  service  in  the  cities  of  Fayetteville,  New 
Bern,  and  Tarboro.  North  Carolina,  among  others.  It  also  provides  interexchange 
public  message  telephone  service  between  those  cities.  It  also  provides  interex- 
change telecommunication  other  than  message  telephone  service  between  these 
three  cities.  In  none  of  these  markets  does  it  have  effective  competition.  The 
provisions  of  proposed  Sections  203  and  205  would  require  C.T.  &  T,  to  split  its 
assets  and  operations  into  three  separate  affiliated  carriers,  with  no  common  ofH- 
cers,  directors,  or  employees,  or  common  facilities.  Leaving  aside  the  obvious  ineffi- 
ciencies of  these  fragmented  operations,  one  can  only  assume  that  the  holders  of  the 
debt  securities  of  C.T.  &  T,  would  require  complete  refmancing.  at  substantial 
mvmiuma,  of  all  of  those  securities  which  were  sold  over  the  last  15  to  20  years. 
This  is  not  an  idle  speculation.  It  is  a  "most  likely"  scenario  if  we  are  compelled  to 
segregate  the  asets  into  two  or  more  additional  corporations.  Waiver  of  most  of  the 

separate  entity  requirements  is       '•----'   •-  -^  '■- '  -  -'  -■-  --j--.i- 

clear  that  Congress  intends  wai 


We  submit  that  divisionalization,  with  proper  cost  accounting,  would  provide 
equal  assurance  that  competitive  services  are  not  subsidized  by  monopoly  services. 
Divisionalization  would  permit  the  retention  of  the  financial  and  operating  efficien- 
cies which  presently  exist. 

All  of  us,  of  course,  have  every  intention  of  preserving  our  nationwide  telephone 
network.  It  is  something  we  take  for  granted,  and  when  we  think  of  it.  if  we  do  so  at 
all.  we  think  of  it  as  indestructible.  To  plan,  build,  operate  and  maintain  this 
network  requires  constant  coordination  and  cooperation  among  the  1,500  telephone 
companies  who  take  it  as  their  responsibility  to  ensure  that  both  local  and  long 
distance  capability  is  available  to  each  of  their  customers. 

To  think  of  this  network  as  anything  but  a  unified  system— as  just  a  collection  of 
piece  parts,  or  even  as  made  up  of  independent  segments—is  inconsistent  with  the 
objective  of  assuring  universal  voice  telephone  service  to  all. 

In  the  competitive  world  which  lies  before  us.  we  see  no  other  company  or  group 
of  people  even  remotely  interested  in  providing  a  system  which  assures  availability 
and  reliability  to  all.   Certainly  there  are  many  interested  in  providing  selected 

Barts  of  that  system,  where  either  protective  umbrellas  of  existing  rate  structures  or 
eavy  traffic  volumes  make  it  profitable  to  do  so.  We  have  not  seen  anyone  clamor- 
ing to  assure  that  Cousin  Lucy  in  Bingen,  Washington,  can  talk  to  Uncle  Luke  in 
Ti^twad,  Missouri. 

Throughout  three  years  and  countless  meetings  on  this  subject,  it  has  really  been 
a  bit  frightening  to  observe  the  casual  assumption  made  again  and  again  that  the 
network  is  not  realty  threatened  by  any  of  these  policy  debates.  The  reasoning 
seems  to  be  that  AT&T  is  the  network,  and  that  however  the  Bell  System  may  be 
hobbled,  the  network  will  stand  drm. 

There  is  a  common  but  erroneous  assumption  that  AT&T's  Long  Lines  Depart- 
ment provides  most,  if  not  all  intercity  connections.  Actually,  Long  Lines  furnishes 
only  a  small  part  of  today's  intercity  facilities,  and  only  the  largest  of  the  many 
switching  nodes. 

The  network  already  has  a  diversity  of  corporate  owners,  and  yet  is  highly 
integrated,  both  technically  and  operationally.  The  Bills  should  explicitly  provide 
for  the  continuation  of  this  jointly  operated  network  in  competition  with  other 
interexchange  carriers  or  networks,  so  long  as  the  local  exchange  carriers  do  not 
discriminate  against  other  interexchange  carriers'  use  of  the  local  distribution  facili- 
ties in  regard  to  terms,  conditions  or  prices. 

The  Bills  recognize  the  need  for  joint  management  of  a  basic  network,  but  in 
neither  does  there  appear  to  be  an  appreciation  of  the  extent  and  continuous  nature 
of  the  effort  involved.  The  administrative  provisions  are  not  consistent  with  the 
demonstrated  needs  for  joint  activity.  The  Bills  should  recognize  that  the  telephone 
industry  operates  under  contracts  which  provide  what  is  generally  referred  to  as  a 
partnership  arrangement.  In  effect,  through  tariffs  and  traffic  agreements,  the 
participating  carriers  agree  on  points  of  connection,  quantity  and  type  of  facilities. 
and  on  other  operational  matters.  The  commissions  are  given  authority  to  resolve 
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disputes  on  rates  for  joint  through  services,  establish  exception  i^tes,  and  division  of 
revenues.  Existing  coordination  arrangements  could  continue  and  thus  retain  tech- 
nical and  operational  integration  without  sacrilicing  other  objectives.  Tbereby: 

ll)  An  interexchange  carrier  could  establish  a  new  price  for  a  particular  service  or 
route  within  the  limits  set  by  federal  regulation,  with  enough  public  notic«  to 
satisfy  practical  marketing  needs. 

(2)  Billing  arrangements  could  remain  unchanged  so  long  as  participants  in  joint 
through  services  remain  in  agreement. 

|3)  Settlement  arrangements  could  be  modified  as  required  to  accommodate  the 
transition  to  access  charges. 

(4)  To  preserve  the  nationwide  average  toll  rate  structure  and  to  prevent  sudden 
and  serious  economic  dislocations,  the  pooling  of  revenues  to  cover  the  costs  of  the 
interexchange  facilities  of  those  carriers  operating  the  basic  nationwide  network 
could  be  continued  during  a  transition  period. 

Every  segment  of  the  network  is  planned,  implemented,  and  operated  with  the 
goals  of  nationwide  service  in  mind.  Underlying  the  actual  implementation  and 
operation  of  the  network  are  literally  hundreds  of  support  systems  which  gather 
traffic  data,  analyze  fault  locations,  coordinate  cutovers  of  new  switching  centers, 
transfer  billing  information  on  third  party  calls,  eto.,  all  supported  by  and  coordi- 
nated among  the   1,500   telephone  entities   providing   portions  of  the   nationwide 

This  high  degree  of  technical  integration  also  requires  an  equally  high  decree  of 
operational  integration  among  partners.  Currently,  nationwide  telephone  service  is 
operationally  integrated  because  all  of  the  partners'  investments  and  expenses  are 
treated  as  one.  and  each  partner  shares  in  the  profitability  of  the  joint  enterprise. 
This  operational  integration  provides  strong  incentives  for  each  telephone  entity  to 
make  the  appropriate  investments  and  spend  the  necessary  expense  dollara  to  keep 
its  portion  of  the  network  up  to  the  high  stendards  which  universal  service  requires. 

Changes  in  the  network  are  being  made  constantly,  to  accommodate  new  needs 
and  achieve  economies.  While  these  changes  are  good  for  the  whole  enter^ise,  they 


are  not  necessarily,  in  the  short  run,  attractive  to  individual  companies.  They  may, 
in  fact,  require  substontial  investments  for  little  or  no  immediate  return. 

The  economic  incentive  to  pay  for  local  network  improvements  which  are  not 
immediately  advantageous  would,  of  course,  be  removed  completely  by  the  propofied 
structural  and  settlement  changes. 

These  investmente  are  made  because  the  separations  and  settlementa  process 
assures  appropriate  compemsation  to  the  company  which  makes  them.  Take  away 
this  operational  integration,  and  the  network  is  immediately  vulnerable  to  deterio- 

Any  radical  restructuring  which  results  in  a  fractionalization  of  ownership  and  of 
markets  will  sever  the  coincidence  of  interest  within  the  industry  in  the  overall 
development  of  the  system  as  a  whole.  It  suggests  an  evolution  toward  each  segment 
of  the  network  becoming  financially  self.«upporting.  Economies  of  scale  realized  in 
one  portion  of  the  network  would  no  longer  be  shared  equally,  or  even  shared  at  all. 
among  all  subscribers. 

We  are  also  concerned  with  the  power  given  to  the  Commission  to  classify  carri- 
ers, markets  and  services  as  not  subject  to  effective  competition  without  substantive 
stendard.  In  S.  611,  the  only  definitive  stendard  set  forth  is  the  prohibition  against 
finding  a  carrier  not  subject  to  effective  competition  if  the  carrier  has  no  more  than 
33  percent  of  the  market.  We  submit  that  a  carrier  is  subject  to  effective  competi- 
tion with  respect  to  a  particular  class  of  service  or  market  if  a  competitive  alterna- 
tive is  present  which  nas  the  effect  of  restricting  the  carrier's  freedom  to  chanse 
price  or  terms  of  such  service  without  significantly  affecting  the  demand  for  the 

UNEVEN  BEGULAT[ON 

United  Telecom  broadly  endorses  the  steted  objectives  of  both  Bills,  including  the 
goal  of  fair  competition.  However,  the  uneven  r^ulatlon  among  competitors  ap- 
pears to  invito  unfair  competition.  We  are  concerned  that  the  extended  period 
during  which  the  industry  will  experience  regulated  competition,  regulatory  handi- 
capping, or  r^ulatory  allocation  of  the  market,  may  preclude  the  achievement  irf 
these  objectives. 

The  legislation  addresses  the  difficult  problems  that  arise  when  competition  is 
introduced  in  markets  that  are  presently  dominated  by  existing  telephone  carriers. 
Any  legislative  solution  relying  on  pervasive  regulation  is  complicated  by  the  coun- 
tervailing forces  of  the  marketplace.  Hence,  the  public  interest  is  at  stake. 

The  telephone  network  can  carry  other  services  at  a  very  economical  incremental 
cost  Thbis  capability  presents  formidable  competition  for  new  services  to  any  other 
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carrier.  In  our  efforts  to  introduce  competition  in  intercity  markets,  we  must  not 
deny  the  public  these  potential  economic  benefits. 

One  way  to  temporarily  satisfy  these  incompatible  objectives  is  to  retain  the 
nationwide  averaged  toll  rat«  structure  through  a  defined  transition  period.  It  is  a 
demonstrated  fact  that  other  carriers,  through  interconnection  at  the  exchange 
level,  can  supply  competitive  intercity  services  between  major  population  centers  at 
rates  below  the  price  umbrella  afforded  by  the  nationwide  averaged  toll  rate  struc- 

In  order  to  achieve  effective  competition,  it  is  necessary  that  competitors  survive, 
and  that  some  prosper.  Therefore,  those  who  choose  to  offer  intercity  services 
between  selected  points  are  protected  by  the  continuation  of  the  umbrella  of  aver- 
age prices.  They  need  not— and  should  not— be  further  protected  against 
incremental  cost  pricing  by  the  operators  of  the  public  switched  network.  To  do  so  is 
to  deny  the  public  all  benefits  of  competition. 

In  short,  the  telephone  carriers  could  be  temporarily  prevented  from  competing  as 
effectively  as  they  might,  so  that  competitors  can  become  established.  The  present 
Commission  has  demonstrated  that  it  believes  that  the  benefits  of  this  course  of 
action  will  outweigh  the  costs— a  view  which  we  are  prepared  to  accept  temporarily, 
albeit  without  enthusiasm. 

Since  the  fundamental  objective  of  the  legislation  is  "to  provide  as  soon  as 
practicable  for  marketplace  competition  in  all  communications  services,"  we  trust 
that  an  indefinite  period  of  handicapping  is  not  intended.  Hence,  we  suggest  that  a 
specific  termination  of  pervasive  regulation  of  telephone  carriers  by  the  Commission 
be  included  in  the  legislation.  Further,  we  suggest  that  market  forces  be  given  a 
larger  role  in  shaping  the  future  than  is  likely  to  occur  under  the  uneven  regulation 
which  will  result  from  what  appears  to  be  unconstrained  regulation  of  the  telephone 
carriers,  and  little  or  no  regulation  of  their  competitors. 

We  are  pleased  to  find  in  the  Bills,  a  clear  intent  to  allocate  costs  of  exchange 
operations  among  local  exchange,  intrastate  toll,  and  interstate  toll  services  in  order 
to  continue  support  of  local  service  at  reasonable  rates  comparable  to  that  occurring 
under  "jurisdictional  separations."  Under  the  provisions  of  proposed  Section  220  of 
this  Act  in  S.  611,  this  support  is  divided  into  a  direct  reimbursement  of  local 
exchange  carriers  by  interexchange  carriers  "for  the  actual  costs  of  originating, 
terminating  or  transferring  interexchange  telecommunications  service"  together 
with  a  surcharge  to  support  exchange  service  at  affordable  rates.  We  are  concerned 
at  the  use  of  the  standard  "actual  costs"  without  more  explicit  definition. 

Only  a  small  portion  of  the  costs  of  local  exchange  distribution  facilities  arise 
solely  from  their  use  for  interexchange  telecommunication  service.  On  the  other 
hand,  only  a  small  portion  are  caused  solely  by  their  use  for  local  exchange  service. 
The  major  portion  of  the  costs  of  local  exchange  distribution  facilities  are  fixed  costs 
not  varying  with  use.  Still,  they  are  actual  costs  of  any  service  using  the  facilities 
and  should  be  allocated  as  such.  We  suggest  that  the  words  "actual  cost"  in  lines  12 
and  13.  Section  222(a).  Section  223,  S.  611,  be  expanded  to  read,  "an  allocation  of  all 
costs  and  expenses  of  jointly  or  commonly  used  facilities  based  on  relative  use." 

There  is  considerable  risk  that  the  early  termination  of  present  separations  and 
settlements  procedures,  and  the  immediate  reliance  upon  access  charges  derived 
from  a  new  formula,  will  produce  significant  unplanned  effects  upon  the  local  rate 
structure.  Even  assuming  that  the  allocation  of  costs  of  commonly  used  plant  were 
included  in  "actual  c<»ts,"  preliminary  analysis  suggests  that  the  application  of  the 
procedure  described  in  S.  611  would  require  offsetting  local  rate  increases  in  the 
first  year,  in  exchanges  served  by  United,  up  to  6%  in  some  locations,  and  to  nearly 
50  percent  by  the  fifth  year. 

This  result  is  probably  larger  than  was  intended,  but  it  illustrates  the  difficulty 
caused  by  major  changes  to  a  complex  process.  We  believe  it  is  preferable  to  change 
the  present  procedures  in  small  ways  toward  an  eventual  goal,  rather  than  abandon 
them  in  favor  of  this  or  any  other  formula,  applied  precipitously. 

CONCLUSION 

Both  Senate  Bills  611  and  622,  in  their  stated  objectives,  put  considerable  empha- 
sis on  the  twin  goals  of  lessened  regulation  and  the  development  of  marketplace 
competition.  We  wholeheartedly  endorse  these  objectives  as  being  appropriate  and 

We  respectfully  submit,  however,  that  the  regulatory  powers  of  the  Commission 
are  substantially  increased  during  the  very  transition  period  in  which  marketplace 
competition  is  presumably  to  be  developed.  We  can  only  conclude  that  such  provi- 
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Bions  would  tend  to  perpetuate  the  present  handicapping  system  of  market  alloca- 
tion under  the  guise  of  competition. 

We  are  equally  concerned  about  the  potential  operational  and  economic  coetfi  to 
the  American  public  if  the  present  Integrated  public  switched  network  is  fractional- 
ized  by  artificial  barriers  and  regulatory  prohibitions.  We  believe  that  it  is  possible 
to  retain  the  benefits  of  that  public  network  while  providing  competitors  the  assur- 
ance that  they  will  have  equal  access  to  the  use  of  local  exchange  distribution 
facilities  without  discrimination. 

We  are  deeply  concerned  about  the  probable  impact  on  prices  for  basic  exchange 
telephone  service,  particularly  in  the  sparsely  populated  areas  of  the  country.  Since 
United's  operating  areas  can  be  so  characterized,  we  believe  that  our  exchange  rates 
would  have  to  be  increased  significantly  under  the  present  provisions  of  both  Bills. 

These  comments  are  offered  in  a  good  faith  effort  to  assess  the  provisions  of  S.  611 
and  S.  622.  They  are  intended  as  constructive  suggestions  in  an  attempt  to  build  on 
the  many  excellent  features  contained  in  both  Bills.  We  stand  ready  to  continue  to 
work  with  the  Committee  and  its  Staff  to  seek  an  early  and  equitable  resolution  of 
these  areas  of  concern,  if  that  be  the  desire  of  the  Committee. 

Thank  you  for  the  privilege  of  participating  in  this  hearing. 

UNITED  TELECOMMUNICATIONS,  INC.,  1978  SUBSIDIARY  STATISTICS 
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Senator  Hollings.  Thank  you  very  much. 

The  idea — Mr.  Doud,  you  were  talking  about  taking  the  intercity 
exchange  MTS  long  line  service — do  you  think  while  we  separate  it 
out,  we  don't  necessarily  ipso  facto  by  statute  make  it  cat^ory  I  or 
deem  it — while  competition  is  in  the  field  we  automatically  put  it 
in  category  I,  do  you  think  the  bill  should  put  it  in  category  I  by 
statute? 

Mr.  Doud.  Senator,  just  to  be  sure  I  understand,  your  question  is: 
Should  MTS  be  put  into  category  I? 

Senator  Holungs.  Yes,  sir. 

Mr.  Doud.  I  think  that  really  all  of  the  data  is  not  in  on  that  yet. 
I  think  we  need  to  take  some  time  before  I  would  be  ready  to  say 
categorically  that  it  ought  to  go  into  one  or  the  other. 

Senator  Hollings.  The  general  comment  is  that  it's  good  to  have 
a  panel  because  some  say  there  is  too  much  discretion  and  some 
say  there  is  too  little  discretion  given  to  FCC. 

Mr.  Henson  was  just  talking  that  S.  611  leaves  deregulation 
entirely  to  the  Commission's  determination. 

We  see  you  have  less  than  a  third  of  the  market  and,  of  course, 
you  directed,  you  are  in  category  I,  period. 

That  measure  we  put  in  there  to  try  to  give  some  kind  of  meas- 
ure— could  you  give  us  a  more  specific  measure  you  would  have  in 
mind,  so  no  discretion  would  be  left? 

Mr.  Henson.  Approaching  it  from  that  standpoint,  roughly  a 
one-third  market  share  would  define  a  fully  competitive  market.  I 
would  agree  that  this  measure  represents  at  le£ist  a  starting  point. 

However,  I  suggest  that  there  are  market  forces  which  might 
better  determine  whether  or  not  there  is  effective  competition  in  a 
given  market. 

Senator  Hollings.  I  agree.  That  is  why  we  leave  that  to  the  FCC. 
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Mr.  Henson.  There  is  the  possibility  that  we  might  leave  it  even 
further  to  the  marketplace  itself,  rather  than  the  FCC. 

Senator  Holungs.  Then  you  have  the  very  eloquent  testimony  of 
the  independents  and  A.T.  &  T.  that  they  have  to  keep  up  this 
service. 

There  should  be  no  deterioration  of  the  network.  Do  you  think 
we  can  just  come  in  and  deregulate  entirely  and  end  up  with  the 
fine,  integrated  network  we  have  now? 

Mr.  Henson.  No,  sir,  I  don't.  Unlike  my  colleague,  Mr.  Doud,  I 
think  MTS  and  WATS  services  in  most  of  the  individual  markets 
in  the  United  States  will  probably  be  noncompetitive  services  for 
some  period  of  time. 

There  will  not  be  effective  competition  in  all  markets  at  the 
outset.  There  will  be  very  effective  competition  in  some  markets 
between  major  population  centers.  It  is  my  hope  that  in  those 
particular  markets  that  we  could  move  to  lessened  regulation  in  a 
very  short  period  of  time. 

I  think  the  driving  force  of  technology  is  going  to  introduce 
competition  in  many  intercity  markets  if  we  give  it  the  opportunity 
to  do  so. 

That  is  all  I  am  seeking  to  say. 

Senator  Rollings.  Let's  jump  back  to  Mr.  Hostetler. 

You  were  talking  about  too  much  discretion  in  the  FCC  between 
cat^ory  I  and  II.  Do  you  think  you  can  fix  it  by  law?  How  would 
you  do  that? 

Mr.  Hostetler.  Well,  first  of  all,  £is  I  think  I  suggested,  I  believe 
the  bill  ought  to  indicate  that  initially  the  only  category  II  carriers 
are  the  telephone  carriers.  The  Commission  should  be  given  the 
discretion  to  change  that  classification  but  the  burden  of  proof 
should  be  on  the  Commission  to  show  after  a  full  evidentiary 
hearing  that  that  change  ought  to  be  made. 

As  I  read  S.  611,  the  Commission  makes  an  initial  finding  within 
180  days.  There  are  no  procedural  safeguards  there. 

The  Commission  can  use  its  own  judgment  unfettered  by  any 
other  consideration  in  defining  the  marketplace  and  the  various 
market  categories. 

So  I  would  leave  some  discretion  to  the  Commission  but  I  think 
Congress  should  set  a  pretty  strict  standard. 

Senator  Hollings.  The  large  number  of  smaller  companies  con- 
nect into  this  massive  system,  which,  of  course,  is  dominated  by  the 
Bell  System.  What  happens  to  that  in  the  future  under,  say,  S.  611 
or  S.  622?  It  just  looks  to  me  as  though  we  plunged  into  this  and 
have  loan  deregulation  into  it.  I  think  that  we  might  have  jumped 
too  far  into  the  basic  message  toll  system  itself. 

Now,  we  are  confusing  the  new  entrants  into  the  system.  It 
looked  to  me  from  the  beginning,  going  back  quite  a  few  years,  that 
if  we  could  have  somehow  treated  those  new  entrants  coming  into 
the  system,  they  will  become  part  of  a  new  integrated  system, 
something  that  may  look  much  like  it  is  today  except  it  will  have 
new  technology.  Mr.  Chairman,  there  is  no  question  in  my  mind 
that  there  will  be  a  need  for  continued  regulation  of  that  basic 
MTS  system  for  some  time  to  come  which  means  FCC  will  be 
around  for  a  while  in  its  regulation. 
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I  just  have  a  real  problem  with  some  of  the  basic  ideas  set  forth 
as  to  how  we  will  meet  the  basic  social  goals  that  we  have  given 
our  lives  to  in  the  smaller  companies  if  we  lose,  via  regulation  or 
otherwise,  some  of  the  revenues  coming  across  from  that  MTS 
system. 

Do  you  feel  the  same  way? 

Mr.  Brophy.  Sir,  1  am  very  concerned  we  would  end  up  with 
more  regulation  rather  than  less.  Let  me  give  you  an  example. 

Section  204(c)  of  S.  611  provides  any  carrier  who  provides  either 
nationally  or  regionally  any  telecommunications  service  or  class  of 
service  which  the  carrier  is  not  subject  to  effective  competition  it 
shall  be  designated  and  regulated  as  a  class  II  carrier.  Then  when 
we  look  at  the  definition  in  103,  we  have  the  definition  of  affiliated 
carrier  or  affiliated  entity  and  any  carrier  that  owns  or  controls  or 
is  under  common  control  with  such  a  carrier  or  entity  becomes  an 
affiliated  carrier  and  it  appears  to  me  we  can  have  an  extension  of 
FCC  regulation  to  almost  any  entity  in  the  country. 

My  company  is  in  the  lighting  business.  I  would  see  an  extension 
or  the  possibility  of  extension  of  regulatory  control  to  that  busi- 
ness. I  may  be  looking  for  hobgoblins  but  I  am  very  sensitive  at  the 
moment,  because  I  had  an  experience  only  yesterday  with  the  FCC 
that  seems  to  have  extended  that  kind  of  reach. 

We  have  been  in  the  process  of  proceedings  before  the  FCC  with 
respect  to  the  proposed  acquisition  of  a  company  called  Telenet. 
That  is  a  packet-switching  company,  a  relatively  small  company 
that  has  been  losing  about  $10  million  a  year. 

It's  a  high-technology  company  that  has  the  capability  of  compet- 
ing with  the  ACS  service  proposed  to  be  provided  by  the  Bell 
System. 

Yesterday,  the  FCC  handed  down  a  decision  which  is  not  yet 
available  to  me  and  I  hope  I  am  not  being  unduly  critical  of  the 
FCC — not  having  seen  their  decision,  I  can  only  say  there  are 
decisions  I  have  seen  that  I  haven't  been  critical  enough  of  so 
maybe  it  will  balance— but  that  decision  would  impose  upon  GTE 
as  we  understand  it,  restrictions  that  would  prevent  Telenet  deal- 
ing in  any  way  even  with  nontelephone  company  subsidiaries  of 
GTE. 

For  instance,  we  have  a  noncarrier  subsidiary  involved  in  the 
provision  of  brokerage  service.  Telenet  and  the  brokerage  division 
would  not  be  permitted  to  use  the  same  individuals  to  maintain 
equipment. 

The  result  of  the  FCC  decision,  I  am  afraid,  will  put  us  in  a 
position  where  we  can't  proceed  with  the  acquisition  because  it  will 
condemn  the  acquisition  to  failure  and,  therefore,  an  opportunity 
for  competition  will  be  lost. 

I  am  afraid  that  there  has  been  £ui  obsession  with  the  FCC,  to 
some  extent  reflected  in  the  legislation,  with  the  size  of  A.T.  &  T. 
rather  than  with  the  quality  and  cost  of  service  to  the  public  and 
the  introduction  of  competition  that  will  truly  benefit  the  public. 

That's  my  real  concern. 

Senator  Hollincs.  Let  me  yield  to  Senator  Exon. 

Senator  Exon.  Thank  you  very  much,  Mr.  Chairman.  I  will  be 
very  brief. 


Dig,, z.d  by  Google 


1282 

I  want  to  address  this  question  to  Mr.  Henson.  We  have  known 
each  other  for  a  long  time,  way  back  when  we  were  both  much 
younger  than  we  are  now,  in  Lincoln,  Nebr.,  and  I  know  he  under- 
stands the  basic  telephone  systems  and  networks.  Since  he  comes 
from  a  rural  State  like  Nebraska,  I  want  to  get  to  a  question  that 
concerns  me  a  great  deal. 

With  all  the  complexities  of  these  bills  that  we  are  addressing 
here,  in  your  opinion,  being  a  man  very  knowledgeable  in  the  rural 
needs  of  telephones  and  how  im[>ortant  that  is  to  us  in  rural 
America,  what  will  happen  if  one  or  the  other  of  the  bills  as 
presently  presented  that  we  are  discussing  here  would  become  law? 
What  effect  would  those  have  on  standard  telephone  rates? 

I  am  talking  about  the  customary  telephones  in  intracity,  in 
towns  like  500  to  2,000,  and  intercity  rates  between  those  communi- 
ties and  the  larger  communities  such  as  Lincoln  and  Omaha,  par- 
ticularly in  Nebraska. 

Mr.  Henson.  I  appreciate  the  recognition.  We  did  both  come 
from  a  humble  beginning  in  Lincoln,  Nebr. 

Senator  ExoN.  Let  me  interrupt  to  say  he  has  been  consistent. 
He  has  been  in  the  telephone  industry  all  his  life.  This  was  long 
before  I  was  involved  in  the  political  arena. 

Mr.  Henson.  I  wasn't  smart  enough  to  get  out  of  the  telephone 
industry. 

It  is  very  difficult  to  attempt  to  quantify  in  specific  numbers  or 
in  percentages  what  may  happen  to  intraexchange  local  service 
and  intercity  rates  in  rural  America.  All  I  can  say  is  that  they  are 
going  to  increase  over  a  period  of  time  over  and  above  the  infla- 
tionary impact  of  increasing  costs  of  equipment  and  the  inflation- 
ary impact  on  operating  expenses. 

Permit  me  to  address  S.  611  specifically.  A  basic  exchange  main- 
tenance program  is  designed  to  initially  moderate  the  impact  of 
changing  from  separations  and  settlements  to  access  charges. 
There  will,  however,  be  an  impact  on  the  small,  rural  exchange. 
There  will  be  a  further  impact  as  terminal  equipment  is  removed 
from  the  determination  of  the  level  of  access  charges.  These 
changes  will  tend  to  elevate  the  price  of  local  exchange  service. 

Ultimately,  as  meaningful  competition  is  introduced  in  intercity 
markets,  the  protective  umbrella  that  the  telephone  industry  and 
its  regulators  have  maintained  in  the  form  of  nationwide  average 
pricing  of  their  services  must  respond  to  the  marketplace  and 
prices  will  be  driven  toward  costs. 

In  the  small,  rural,  isolated  telephone  exchange,  today's  costs  are 
higher.  There  simply  are  not  the  economies  of  scale  that  associate 
with  a  large  quantity  of  calls.  I  know  that  is  terribly  unscientific. 
The  impact  is  simply  not  quantifiable  at  this  point.  However,  I 
foresee  local  exchange  rates  in  rural  America  escalating  under  the 
provisions  of  S.  611,  in  addition  to  inflation-related  increases,  by 
some  considerable  amount. 

Our  studies  show  the  need  for  local  rate  increases  in  the  ranee  of 
50  percent  to  75  percent  cumulatively  over  a  10-year  period  follow* 
ing  enactment.  It  is  difficult  to  be  precise  absent  specifics. 

Let  me  also  say  that  perhaps  that  such  increases  are  not  as  bad 
as  they  may  seem.  Some  of  the  American  public  will  pay  less  for 
telephone  services.  Those  in  urban  areas,  where  economies  of  scale 
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are  substantial,  will   pay  less.   This  phenomenon   is  the  natural 
product  of  cost  related  pricing. 

But,  coming  from  rural  America  and  serving  rural  America,  it 
does  pose  some  problems.  Certainly,  it  is  going  to  pose  some  prob- 
lems for  some  of  our  customers. 

[The  following  information  was  subsequently  received  for  the 
record:] 

United  Telecommunications.  Inc.. 

Kansas  City,  Mo.,  May  10.  1979. 
Hon.  Ernest  F.  Holungs, 
United  States  Senate, 
Washington.  D.C. 

Dear  Senator  Hollincs:  I  have  just  received  the  transcript  of  the  hearings  held 
before  the  Senate  Subcommittee  on  Communications  on  May  3,  1979.  I  now  realize  I 
could  have  left  the  wrong  impression  by  failing  to  properly  qualify  and  explain  my 
answer  t^l  a  question  posed  by  Senator  Exon. 

As  I  now  read  Senator  Exon's  question,  it  can  be  paraphrased  as  follows: 

What  will  happen  to  the  basic  service  telephone  rates,  in  towns  of  500  to  2,000 

ropulation,  and  to  the  toll  rates  between  such  towns  and  their  market  centers,  if  S. 
I  and  S,  622  become  law? 

My  answer  in  substance,  as  contained  in  the  transcript  and  paraphrased,  was  that 
the  effect  on  local  rates  would  be  a  50-75  percent  increase  in  such  rates  over  and 
above  the  rate  of  inflation. 

My  answer  was  incomplete  without  further  qualification,  as  it  might  have  ap- 
peared I  was  stating  that  local  rates  would  be  increased  50-75  percent  in  one  year, 
in  addition  to  the  present  inflation  rate  of  about  10  percent.  I  certainly  did  not 
intend  to  indicate  that  local  rates  would  need  to  be  increased  60-85  percent  in  any 

I  actually  intended  to  convey  the  results  of  our  preliminary  studies  of  the  impact 
of  the  provisions  of  S.  611  on  the  exchanges  served  by  United,  many  of  which  are 
rural  in  nature.  These  studies  show  the  need  for  local  rate  increases  in  certain 
exchanges  might  be  in  the  range  of  50-75  percent  cumulatively  over  a  l«n-year 
period  following  enactment.  Such  increases  would  be  in  addition  to  those  caused  by 
inflation,  but  offset  by  any  realized  annual  productivity  gains  which  have  been 
about  5-6  percent  in  recent  years. 

We  still  support  the  objectives  of  both  Senate  Bills  and  hope  that  reasonable 
solutions  can  be  found  for  this  and  other  transition  problems  so  as  to  permit  early 
enactment. 

1  regret  the  need  for  this  clarification  and  stand  ready  to  discuss  this  matter  with 
ir  the  Staff,  if  that  is  your  desire, 
est  that  this  !     '      ' 
espectfully, 

Paul  H.  Henson. 

Senator  ExoN.  Thank  you.  I  thank  the  Chair.  Unless  other  mem- 
bers of  the  panel  care  to  respond,  I  appreciate  being  allowed  to  ask 
questions  out  of  order. 

Mr.  DouD.  May  I  have  a  word  on  that?  As  you  know,  I  am  not 
from  a  carrier  and,  therefore,  I  have  not  had  personal  experience 
with  that.  But  we  have  been  very  concerned  about  that  issue  in 
IBM  as  we  try  to  foster  more  competition  and  have  talked  with  a 
lot  of  people  about  that  subject. 

I  would  respectfully  disagree  with  my  friend  Paul  Henson,  and 
simply  say  that  while  that  might  happen  just  as  he  suggests  it 
might  happen,  I  think  we  have  to  remember  that  the  present 
system  of  separations  and  settlements  is  a  manmade  device.  It  has 
been  engineered  by  man.  It  can  be  changed  by  man. 

If  we  really  want  to  keep  that  universal  rate,  or  rate  averaging 
across  the  b<^rd,  while  it  may  become  somewhat  more  difficult  as 
we  have  greater  competition  in  the  urban  areas  and  less  competi- 
tion in  the  long-distance  system  in  the  rural  areas,  I  think  that 
formula  can  be  designed  in  such  a  way  that  there  is  no  reason  why 
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we  have  to  have  the  rural  areas  paying  a  price  for  the  urban  areas. 
We  simply  have  to  fix  that  formula  in  a  way  that  that  doesn't 
happen. 

Senator  Hollings.  Very  good.  Thank  you. 

Senator  Goldwater? 

Senator  Goldwater.  Thank  you. 

!  have  a  question  for  you,  Mr.  Doud.  I  am  sorry  I  didn't  get  to 
hear  your  testimony,  but  this  has  been  bothering  me  ever  since  we 
started  this  project.  I  have  had  very  severe  doubts  about  our  ability 
to  draft  legislation  that  will  take  into  account  new  technol<^es 
that  we  can't  even  think  about  today,  but  which  all  of  us  know  are 
coming,  whether  we  like  it  or  not. 

As  a  manufacturer  of  computers,  do  you  believe  we  can  success- 
fully deal  with  the  computers  and  other  technology  of  the  future  in 
legislation  we  write  today? 

Mr.  Doud.  Yes,  sir,  I  think  we  can.  The  way  I  would  suggest  we 
do  that  is  the  foUowing^it  parallels  very  closely  the  counsel  we 
have  been  giving  to  the  FCC  in  the  computer  inquiries  they  have 
been  conducting  over  the  past  several  years.  It  goes  something  like 
this: 

Rather  than  attempting  to  really  deal  with  the  issue  of  technol- 
ogy, we  have  to  deal  with  the  issue  of  what  is  £m  appropriate  area 
for  regulation  and  what  is  an  inappropriate  area  for  regulation. 

Technology  and  the  advance  of  technology  can  be  applied  to  both 
areas.  Let  me  illustrate.  We  believe  that  basic  transmission  is  the 
area  that  should  be  regulated.  Everything  else  should  be  deregulat- 
ed, terminals  and  additional  services  on  top  of  the  basic  transmis- 
sion. 

We  know  that  in  the  basic  transmission  area  we  are  going  to 
have  significant  advances  in  technology.  We  are  going  to  be  getting 
away  from  copper  cable  and  going  to  start  using  glass  fibers  and 
other  kinds  of  technologies. 

We  know  that  computers  more  and  more  will  be  utilized  within 
the  basic  transmission  system  to  do  a  more  efficient  job  of  getting  a 
message  from  one  place  to  another  even  though  it  may  be  un- 
changed. 

So  technology  can  be  applied  there. 

But,  going  over  to  the  other  side,  the  unregulated  side,  if  the  rest 
of  it  is  deregulated,  then  we  don't  have  to  worry  about  the  l^isla- 
tion  dealing  with  that.  We  can  let  the  natural  forces  of  the  market- 
place and  innovativeness  of  the  hundreds  of  thousands  of  compa- 
nies involved  in  this  area  move  along  with  the  kind  of  services  the 
public  will  want  in  the  future. 

Senator  Goldwater.  1  am  glad  you  have  that  confidence.  At  Bell 
labs  I  saw  a  computer  being  taught  how  to  speak.  It  did  a  remark- 
able job.  I  have  a  hunch  that  the  end  result  is  a  telephone  company 
that  will  have  no  human  beings  running  it,  just  computers. 

Mr.  Doud.  You  may  have  noted  a  very  limited  vocabulary. 

Senator  Goldwater.  It  did  have,  but  they  asked  me  to  suggest  a 
word  and  about  the  longest  word  I  know  is  sesquipedalian,  and 
they  asked  me  to  spell  it  and  that  nearly  stumped  me.  But  I  did, 
and  that  computer  came  back  and  pronounced  it  perfectly. 

Mr.  Brophy,  you  were  talking  about  the  other  bill.  My  bill  ap- 
proaches this  problem  in  a  little  different  way.  We  classify  common 
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carriers  according  to  the  degree  of  regulation  necessary  for  each 
carrier.  I  wish  you  would  read  S.  622  and  let  me  know  if  you  feel 
that  that  is  a  sensible  approach  or  one  that  will  work  better  than 
S.  611. 

Mr.  Brophy.  I  would  be  happy  to  do  that.  Surely  r^ulation  with 
respect  to  specific  services  or  d^ree  of  regulation  required  is  a 
better  approach  than  trying  to  classify  a  carrier  in  its  entirety  as 
being  in  a  particular  category. 

Senator  Goldwater.  Would  you  let  us  know  your  feelings  on 
that  other  approach? 

Mr.  Brophy.  Yes,  sir. 

Senator  Goldwater.  Sitting  here  day  after  day  listening  to  the 
excellent  testimony  I  go  away  each  day  feeling  that  everybody 
would  like  to  do  something  about  A.T.  &  T.  or  Ma  Bell's  dominance 
in  this  whole  communications  fleld,  but  we  don't  seem  to  get  any 
specific  suggestions  other  than  leaving  it  up  to  us.  I  wouldn't  feel 
safe  leaving  it  up  to  us. 

I  would  like  to  have  some  real  thought  given  to  this.  I  was 
impressed  with  Mr.  Hosteller's  comments  today.  They  were  more 
directly  to  the  point  of  how  A.T.  &  T.  enters  into  this  competitive 
Held. 

Would  it  be  objectionable  to  you  if  members  of  our  staff  visited 
with  you  to  enable  you  to  develop  your  thoughts  a  little  more? 

Mr.  HosTETLER.  I  would  be  delighted. 

Senator  Goldwater.  If  we  are  going  to  be  asked  to  legislate  in 
this  field,  we  need  a  better  idea  of  where  there  is  competition.  I 
know  that  A.T.  &  T.  is  a  pretty  big  outfit.  In  fact,  it  is  bigger  than 
most  countries  in  this  world.  I  believe  they  have  a  larger  income 
than  almost  every  other  country  in  the  world  except  maybe  four  or 
five.  "That  in  itself  isn't  bad,  but  I  would  like  to  know  just  how  they 
impact  on  Western  Union,  for  example,  or  how  they  affect  the 
other  telephone  companies  that  provide  a  fine  service  but  are 
smaller  and  must  depend  on  them. 

So  I  will  ask  my  staff  to  call  you  if  you  don't  mind. 

Mr.  HosTETLER.  Thank  you  very  much. 

Senator  Goldwater.  Mr.  Chairman,  Mr.  Henson's  company  has 
written  a  paf)er  on  telecommunications  policy  that  I  have  read  and 
think  is  excellent.  I  would  like  to  ask  that  this  paper  written  by 
R.  M.  Alden  of  United  Telecommunications  be  made  part  of  the 
record. 

Senator  Holungs.  It  will  be. 

Senator  Goldwater.  Thank  you. 

Mr.  Henson,  does  "notes"  still  represent  your  company's  posi- 
tion? 

Mr.  Henson.  Yes,  sir. 

Senator  Goldwater.  It  is  a  very  good  compilation. 

Mr.  Henson.  Thank  you. 

Senator  Goldwater.  I  don't  think  I  have  anything  more,  Mr. 
Chairman.   Thank  you   for   allowing  me  to  get   my   two  bits  in. 

Senator  Holungs.  I  wish  we  had  time  to  get  into  even  more.  We 
have  another  distinguished  panel  before  lunch  today.  I  think,  Mr. 
Hostetler.  you  described  a  situation  with  respect  to  the  FCC — I 
heard  it  described  in  testimony  before  that,  actually,  while  we  have 
been  all  grasping  around  to  find  A.T.  &  T.'s  costs,  you  say  they 
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have  more  evidence  and  more  records  and  cost  accounting  informa- 
tion over  there  than  they  could  possibly  use. 

On  the  contrary,  what  they  are  doing  is — you  used  the  expres- 
sion exploiting  the  diversity  of  opinion  to  get  a  deadlock  where 
nothing  is  done.  That  could  well  happen  in  this  committee. 

I  want  to  thank  each  of  you.  If  you  have  any  addendum  to  add 
on  to  your  testimony,  we  would  welcome  it.  We  appreciate  your 
appearance. 

[The  material  referred  to  follows:] 

\  Position  Pap 


[NTRODUCTION  A 

In  earlier  discussion  notes,  which  last  appeared  in  a  draft  dated  11/22/78,  we 
approached  the  broad  question  of  national  telecommunications  policy  from  a  direC' 
tion  which  was  new,  at  least  for  the  telephone  industry.  The  question  was  put  in 
essentially  these  terms:  If  the  industry  wanted  to  unite  in  support  of  a  policy 
favoring  competition  to  the  maximum  feasible  extent,  with  a  minimum  of  regula- 
tion, could  Buch  a  policy  be  made  to  work? 

The  conclusions  which  were  reached  during  the  preparation  of  those  discussion 
notes  did  not  answer  the  question,  but  they  did  suggest  the  possibility  of  an  affirma- 
tive answer,  given  the  following  conditions: 

A,  Freedom  for  common  carriers  to  enter  any  competitive  market. 

B.  Federal  jurisdiction  over  intercity  services,  even  though  within  a  single  state. 

C,  A  terminal  equipment  market  free  of  regulation  except  for  technical  standards. 

D.  Reduced  regulatory  control  over  local  exchange  service,  limited  to  service 
availability,  quality,  and  price. 

B.   Continued   support  of  local  exchange  costs  from  the  providers  of  intercity 


F.  Minimal  regulation  of  intercity  services,  specifically  not  including  service  and 

G.  Assurance  of  the  rights  of  carriers  to  associate  for  the  purpose  of  network 
planning  and  management  and  the  provision  of  joint  through  services. 

H.  Unrestricted  use  of  local  exchange  plant  and  services,  except  for  technical 

Continuing  from  the  premise  that  these  conditions  might  be  established  through 
new  federallegislation,  we  have  again  sought  to  answer  the  question;  "Could  such  a 
policy  be  made  to  work?"  We  have  attempted  to  describe  how  each  market  might 
function  under  such  conditions— not  to  identify  the  best  way.  but  only  to  show  a 

Esssible  way,  having  consequences  for  the  carriers,  their  customers,  and  their  stock- 
olders  which  might  be  acceptable. 

These  descriptions  are  not  vet  precise,  for  each  level  of  exploration  exposes 
questions  as  well  as  answers.  We  are  at  the  point,  however,  where  we  are  uncover- 
ing more  of  the  latter,  for  a  net  gain  in  favor  of  the  proposition  that  increased 
competition,  accompanied  by  proportionally  less  regulation,  may  not  be  hazardous 
to  the  public  interest. 

Words  always  take  on  meanings  which  are  colored  by  the  experience  and  point  of 
view  of  the  reader.  In  the  following  statements  the  idea  of  "der^ulation,"  however 
stated,  is  meant  as  a  relative  condition  suggesting  the  removal  of  special  protection 
and  restrictions  not  usually  applied  to  other  businesses.  Even  then  it  is  not  an  exact 
term;  it  does  not  say  how  much  has  been  removed,  nor  how  much  remains. 

The  involvement  of  government  in  all  of  the  nation's  business  is  significant,  and. 
no  matter  how  much  we  may  wish  otherwise,  it  is  likely  to  remain  so.  It  seems 
certain  that  government  involvement,  at  state  and  federal  levels,  will  remain  at  s 
higher  level  in  the  telecommunications  industry  than  it  is  for  all  of  industry  as  an 
average.  It  may.  however,  become  considerably  less  of  a  controlling  influence  than  it 
is  now.  Specifically: 

A.  The  principles  of  accounting  which  are  applied  to  industry  generally,  arc 
applicable  to  telecommunications  companies.  Commissions  need  not,  and  should  not, 
prescribe  dilTerent  rules, 

B.  Depreciation  rates  are  a  responsibility  of  management,  as  are  olher  enpenses. 
They  n^  not,  and  should  not,  be  prescribed  by  regulatory  commissions, 

C.  Rules  for  the  separation  of  investments  and  expenses  among  si 
prescribed  (as  they  are  today)  by  a  federal  agency. 
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:       D.  Divisionalized  accounting  and  separations  rules  provide  adequate  protection 

Sainst  improper  pricing,  and  avoid  the  added  costa  of  separate  corporate  structures. 
>  carrier  should  be  precluded  from  participation  in  any  businesa. 

E.  The  only  extraordinary  regulation  needed  in  the  terminal  equipment  market  is 
that  which  concerns  quality  control;  and  a  large  part  of  that  protection  can  be 
handled  by  the  carriers  themselves  without  harming  other  competitors. 

F.  There  is  a  continuing  need  for  regulation,  at  the  state  level,  to  limit  entry  and 
departure  from  the  market  for  local  exchange  services,  set  the  rates  therefor,  and 
define  boundaries  and  service  requirements. 

G.  There  is  an  important  role  for  state  r^ulators  in  the  setting  of  charges  for 
intercity  services  for  the  support  of  local  facilities,  and  in  their  distribution  among 
local  carriers.  An  arrangement  for  doing  this  can  maintain  a  significant  level  of 
support  if  that  is  desired. 

H.  Intercity  carriers,  if  free  to  set  prices  at  will,  would  find  themselves  con- 
strained by  market  conditions  to  a  considerable  degree.  Pending  more  analysis  of 
the  subject  by  the  intercity  carriers  themselves,  a  standby  or  appeal  authority  for  a 
federal  agency  may  be  appropriate. 

I.  Except  for  accommodating  access /availability  charges,  it  is  not  apparent  that 
present  methods  of  division  of  revenues  would  have  to  change  materially. 

J.  Association  among  the  telephone  carriers  for  the  provision  of  joint  through 
services  could  continue  much  as  it  is  today,  but  other  options  are  also  available. 

Given  "deregulation"  to  the  extent  indicated  above,  we  are  now  aatisfied  that  a 
national  telecommunications  policy  providing  for  competition  to  the  degree  contem- 
plated in  our  earlier  discussion  paper  can  be  made  to  work. 

][.  ACCOUNTING.  DEPRECIATION,  AND  ORGANIZATIONAL  ISSUES 

A,  Applicable  rules  of  accounting 

Present  accounting  rules  have  evolved  in  a  regulator}'  environment,  and  are 
embodied  in  Part  31  of  the  Federal  Communications  Commission  Uniform  System  of 
Accounts  (USOA),  which  classifies  revenues,  expenses,  assets  and  liabilities.  All 
companies  providing  local  exchange  service  are  also  regulated  by  state  commissions, 
all  of  which  have  adopted,  or  at  least  recognize,  the  FCC  USOA.  Most  state  commis- 
sions, however,  have  maintained  direct  control  over  depreciation  rates  and  other 
items  not  specifically  covered  in  Part  31.  Telephone  companies,  as  publicly  held 
corporations,  are  also  subject  to  accounting  rules  and  recommendations  of  the 
Financial  Accounting  Standards  Board  (FASB).  the  Securities  and  Exchange  Com- 
mission (SEC)  and  the  American  Institute  of  Certified  Public  Accountante,  (AICPAI. 

These  multiple  lines  of  authority  have  always  presented  potential  problems,  since 
they  are  not  always  in  agreement.  An  addendum  to  Accounting  Principles  Board 
(APB)  opinion  number  2  was  issued  in  1962  in  order  to  allow  accounting  require- 
ments imposed  by  regulatory  authorities  to  be  recognized  as  if  they  were  generally 
accepted  accounting  principles  (GAAP)  for  the  regulated  company. 

Accounting  guidelines  have  been  developed  and  are  in  use  Hir  many  industries 
and  organizations,  such  as  banking,  savings  and  loan,  health  care,  construction, 
colleges  and  universities,  securities  brokers  and  dealers,  motion  pictures,  etc.  A 
proposal  has  been  made  that  the  FASB  appoint  a  task  force  to  rewrite  these 
existing  industry  guidelines  which  were  issued  originally  by  the  the  AICPA.  Guide- 
lines for  the  telephone  industry  could  be  established  also,  under  the  jurisdiction  of 
the  FASB,  which  recently  formed  a  task  force  to  consider  accounting  issues  related 
to  regulated  companies. 

A  Cost  Accounting  Standards  Board  (CASB)  has  developed  rules  and  regulations 
for  use  in  the  administration  of  government  contracts  which  could  be  applied  to 
telephone  companies  operating  in  a  competitive  environment. 

It  is  not  desirable  to  have  accounting  rules  which  are  applied  in  a  competitive 
environment  set  by  a  government  agency  for  some  competitors  and  not  for  others.  It 
is  not  necessary  for  accounting  rules  which  are  applied  in  a  noncompetitive  environ- 
ment to  be  set  by  a  regulatory  agency,  as  expenses  and  investment  can  still  be 
evaluated  for  rate-making  purposes  under  FASB  rules  (GAAP),  without  distorting 
the  companies'  published  accounting  records. 

In  summary,  there  is  already  in  existence  a  system  of  accounting  standards 
adequate  for  the  needs  of  a  competitive  telecommunications  industry,  quite  apart 
from  the  jurisdiction  over  this  subject  which  is  now  given  to  regulatory  agencies. 

B.  Depreciation  rules  and  practices 

Telephone  managements  and  regulatory  agencies  often  disagree  on  an  appropri- 
ate level  of  depreciation  rates,  causing  telephone  equipment,  lives,  on  the  average. 
to  be  longer  than  the  depreciation  lives  used  in  other  industries — even  for  equip- 
ment which  is  common  to  other  industries.  Most  observers  agree  that  present  rates 
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are  too  low,  but  regulators  are  also  subject  to  pressures  to  hold  down  the  price  of 
service,  and  have  yet  to  recognize  the  need  fully. 

The  determination  of  useful  life  and  estimated  salvage  value,  with  or  without 
regulation,  is  an  exercise  in  judgment,  influenced  by  market  conditions,  labor  and 
capital  costs,  and  technology.  One  cannot  say  that  a  truck,  or  a  computer,  has  a 
specific  useful  life  regardless  of  the  industry,  or  location,  or  other  conditions  of  it« 
use.  Accounting  rules  do  require  that  the  net  assets  Igross  assets  less  depreciation 
reserve)  be  reflected  accurately  on  the  balance  sheet,  and  that  adequate  discloeure 
be  made  to  allow  users  of  financial  statements  to  review  and  consider  the  depreci- 
ation policies  which  are  set  by  management. 

Industry  capital  recovery  practices  are  deeply  rooted  in  historical  analysis,  but  as 
the  pace  of  change  accelerates,  historical  facts  become  less  reliable  as  an  indicator 
of  the  future.  A  retrospective  view  to  set  future  depreciation  accruals  cannot  serve 
the  needs  of  either  the  industry  or  its  customers,  but  rather  tends  to  delay  the 
implementation  of  new  technology  and  pass  greater  costs  to  future  customers. 
Remaining  life"  is  a  method  o(^  calculating  depreciation  expenses  that  uses  the 
current  depreciation  reserve  in  determining  future  accruals  and  thus  assures  full 
capital  recovery.  This  method  responds  quickly  to  a  changing  environment  by 
increasing  or  decreasing  depreciation  accruals  based  on  the  remaining  life  of  eacn 
class  of  plant  and  the  unrecovered  capital  in  the  associated  account. 

A  change  in  switching  technology,  such  as  the  current  trend  toward  digital 
switching  systems,  requires  accelerated  retirement  of  older  systems.  This  has  been 
experienced  in  step-by-step  systems,  and  is  likely  to  be  experienced  soon  in  croes-bar 
systems.  The  use  of  electronic  switching  systems  also  provides  other  opportunities 
for  cost  and  service  advantages,  and,  at  the  same  time,  threatens  to  snort«n  the 
lives  of  terminal  and  transmission  equipment.  Technological  advances  in  portions  of 
the  integrated  telecommunications  system  affect  the  entire  system,  for  whenever  a 
major  improvement  occurs,  the  system  as  a  whole  has  to  be  re-baianced  to  maximin 
system  service  and  to  minimize  system  cost. 

Accordingly,  depreciation  rates  should  be  examined  and  adjusted  frequently  to 
reflect  the  impact  of  technoloCT  and  of  market  conditions,  and  to  allow  the  acceW 
ated  replacement  of  technically  and/or  functionally  obsolete  eauipment  without 
penalizing  future  customers.  This  is  unlikely  to  happen  unless  aepreciation  rata 
are  established  by  management  at  its  discretion,  in  conformance  with  GAAP,  and 
made  subject  ony  to  IRS  limitations. 
C.  Divisions  versus  corporate  subsidiaries 

Under  competitive  conditions,  it  will  be  necessary  for  telephone  companies  to 
maintain  accounting  records  on  a  segregated  basis: 

1.  To  maintain  separation  between  regulated  and  the  nonregulated  telephone 
operations. 

2.  To  maintain  separation  among  various  nonregulated  operations,  such  as  termi- 
nal equipment,  intercity  facilities,  etc.,   for  purposes  of  determining  profitability. 

The  best  approach  would  be  to  establish  operating  divisions  within  existing  com- 
panies, as  do  many  large  corporations.  General  Motors'  operations,  for  example,  are 
set  up  by  divisions  representing  the  brands  of  automobiles  manufactured  by  them. 
IBM.  for  example,  has  a  Data  Processing  Division,  a  System  Communications  Divi- 
sion, a  Systems  Products  Division,  a  Research  Division,  and  an  Office  Productt 
Division,  among  others. 

Divisionalization  requires  allocations  and  assignments  which  are  sometimes  ariu- 
trary.  but  it  also  has  several  advantages: 

1.  Financing  is  easier  for  a  single  large  company  than  for  several  small  compa- 

2.  Operating  efficiency  is  often  better.  The  ability  to  share  overheads,  mainte- 
nance staffs  and  sales  offices  may  be  the  only  economically  feasible  way  for  the 
local  telephone  company  or  anyone  else  to  enter  the  terminal  equipment  market  in 
small  communities  and  rural  areas.  Otherwise,  customer-owned  terminal  equipment 
in  these  areas  could  be  dependent  on  catalog  mail  order  sales  or  sales  and  mainte- 
nance from  somewhat  distant  metropolitan  areas. 

3.  Accounting  efficiency  is  better  as  a  result  of  having  only  one  general  ledger. 
filing  one  Income  tax  return,  one  audit,  etc. 

4.  If  plant  is  reassigned  or  reused,  it  can  be  done  by  journal  entries  rather  than  by 
sales  from  one  company  to  another. 

5.  Indenture  problems  are  avoided  because  the  capital  structure  of  each  company 
is  maintained  intact. 

We  can  only  conclude  that  it  is  in  the  public  interest  to  obtain  reasonable 
separation  between  competitive  and  noncompetitive  services  within  a  corporation 
through  divisional  accounting,  and  that  there  should  be  no  requirement  for  the 
formation  of  separate  corporations. 
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D  TERMINAL  MARKET  MIGHT  FUNCTION 
The  terminal  equipment  market  is  replete  with  participante  attempting  te  pene- 
trate the  markets  traditionally  dominatMl  by  the  telephone  common  carriers.  In  any 
competitive  market  there  are  success  stones  and  failuree,  and  the  same  can  be 
expected  in  the  terminal  market.  The  manufacturers,  distributors,  and  retailers  are 
all  seeking  to  establish  their  identities  and  products  with  the  consumer.  Eventually 
the  consumer  will  determine  who  will  remain  in  the  marketplace. 

The  carriers  have  reacted  to  this  new  competition  by  placing  more  emphasis  on 
meeting  the  needs  of  the  consumer.  Modular  jack  installations,  Phone  Shops,  pick- 
up points,  and  business  sales  centers  are  some  of  the  techniques  being  used  to  make 
shopping  and  comparison  easier  for  the  consumer.  These  seme  techniques  also 
reduce  the  costs  of  terminal  equipment  sales  by  encouraging  more  custemer  partici- 
pation when  establishing,  changing,  or  disconnecting  service. 

Part  68  of  the  FCC  Rules  and  Regulations  defmes  the  consumer's  right  te  own 
and  connect  terminal  equipment  te  the  telephone  network  as  long  as  he  is  served  by 
one-party  service  and  connects  only  authorized  equipment.  The  rules  place  several 
responsioilities  on  manufacturers,  telephone  companies,  and  consumers  te  ensure 
that  the  telephone  network  will  be  protected  from  certain  types  of  harm  that  could 
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a  result  of  connecting  faulty  terminal  equipment.  Part  68  gives  the  tele- 
phone company  the  right  te  disconnect  service  to  customers  who  continue  to  use 
equipment  which  interferes  with  the  proper  functioning  of  the  telephone  network. 

Part  68  is  a  step  towards  a  deregulated  terminal  equipment  market,  partially 
opening  the  door  te  competition.  Nonregulated  purveyors  of  terminal  equipment  are 
free  M  enter  markets,  te  exit  from  them,  and  to  price  and  merchandise  based  on 
conditions  in  the  marketplace,  but  this  privilege  has  not  been  extended  te  the 
telephone  common  carriers  who  still  face  reguTatery  constraints  in  depreciation 
rates,  profit  margins,  and  teriff  filing  requirements  for  adding  or  deleting  producte. 

Under  competition,  as  long  as  the  trade  laws  and  anti-trust  laws  are  not  violated. 
the  players  in  the  marketplace  should  be  free  te  pursue  markets  or  respond  te 
competitive  challenges  as  required  to  accomplish  their  business  goals  without  regu- 
latory constraints. 

A.  Interface  standards 

Deregulation  docs  not  remove  the  need  for  technial  stendards  and  rules  te  protect 
the  operational  integrity  of  the  network.  There  are  man;y  precedents  for  the  partici- 
pation of  manufacturers,  carriers  and  users  in  joint  activity  directed  te  agreement 
on  interface  standards,  often  under  the  auspices  of  trade  associations  or  federal 
agencies. 

The  sterting  point  for  developing  standards  could  be  Part  68  of  the  FCC  Rules, 
and  practices  of  the  Bell  System  and  of  the  major  Independent  systems. 

As  new  technology  evolves,  there  will  be  offered  new  products  and  services,  some 
of  which  may  cause  modifications  te  industry  interface  stendards.  Manufacturers 
will,  in  due  course,  reflect  new  requirements  in  their  products,  but  custemers 
purchasing  terminal  equipment  prec»ling  the  change  will  be  exposed  te  some  risk, 
much  as  are  the  purchasers  of  other  consumer  products  (i.e..  TV  recorders)  which 
depend  for  their  performance  on  the  functioning  of  a  larger  system.  This  risk  is 
present  today,  although  not  commonly  acknowledged. 

B,  Quality  control 

Stendards  for  quality  control  for  both  new  and  used  equipment  could  be  set  by  a 
federal  agency,  a  trade  association,  an  Underwriters'  Laboratory,  or  by  the  tele- 
phone industry  itself  Terminal  products,  new  or  used,  should  be  "certified"  as  te 
quality,  and  companies  selling  uncertified  equipment  should  be  subject  to  fmes 
levied  by  a  federal  agency  which  licenses  certifying  agents. 

In  the  final  analysis,  the  telephone  company  is  the  onlv  entity  which  can  be 
responsible  for  the  quality  of  performance  of  the  network.  It  has  a  natural  incentive 
te  prevent  the  connection  of  inferior  terminal  equipment  te  the  network.  (Indeed, 
this  point  has  not  been  challenged.  Most  argumente  have  centered  around  the 
tendency  of  the  telephone  company  te  be  too  restrictive.)  It  should,  therefore,  only 
be  necessary  to  assure  that  customers  and  manufacturers  are  not  unfairly  con- 
strained from  using  or  supnlving  terminal  equipment  of  good  quality  which  the 
telephone  company  doesn't  'like,'   but  for  insuftieient  cause. 

The  most  economical  solution  would  be  te  provide  that  any  brand  and  model  of 
equipment  offered  by  the  telephone  company  is  autematically  certified  no  matter 
where  obteined.  and  te  permit  (but  not  require)  the  telephone  company  to  test  and 
certify  (or  reject),  for  a  fee.  used  equipment,  and  new  equipment  of  "foreign" 
manufacture.  It  is  only  necessary,  then,  that  a  reasonable  route  of  appeal  be 
available  te  the  user  or  manufacturer  who  does  not  accept  the  outeome  of  this  teat. 
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The  volume  of  appeals  should  be  small  in  relation  to  the  market  a  a  whole,  and  the 
overall  economic  cost  would  thus  be  minimized. 

As  the  telephone  companies  begin  expensing  Account  232,  Station  Connections, 
the  stage  will  be  set  for  orTering  consumers  additional  options  in  home  wiring  for 
terminal   equipment.   Carriers  may  want  to  encourage  competition   in  this  area. 

Installers  could  be  licensed  by  the  city  or  certified  by  the  telephone  company,  and 
proper  training  could  be  provided  by  the  telephone  company  or  by  trade  schools.  All 
wiring  should  be  connected  to  the  local  network  at  the  protector  with  a  plug 
inserted  into  a  telephone  company-provided  jack  arrangement,  to  permit  the  cus- 
tomer to  disconnect  the  premises  wiring  from  the  network  when  necessary. 

An  alternative  approach  to  licensed  installers  would  be  an  "installation  wiring 
package"  for  the  do-it-yourself  customer.  Such  a  kit  would  contain  installation 
instructions,  a  number  to  call  if  trouble  is  encountered  during  the  installation,  and 
a  test  number  to  call  when  the  installation  is  complete.  The  customer  desiring  help 
on  an  installation  could  be  billed  accordingly. 

Telephone  companies  will  wish  to  evaluate  the  merits  of  using  subcontractors  for 
residential  premises  wiring,  at  least  in  small  exchanges.  As  more  sophisticated 
terminal  equipment  becomes  common,  telephone  companies  may  wish  to  specialiie 
in  certain  wiring  and  leave  the  remainder  for  subcontractors.  It  is  entirely  poeaible 
that  some  carriers  will  choose  to  abandon  residential  premises  wiring  altogether,  at 
least  in  some  communities. 

On-site  repair  of  residential  telephone  instruments  is  very  expensive  and  relative- 
ly unproductive.  It  is  likely  that  a  deregulated  environment  would  result,  eventual- 
ly, in  repairs  of  residential  telephone  instruments  taking  place  only  at  centralized 
repair  centers  where  the  customer  delivers  and  retrieves  the  telephone  instrument. 
Most  carriers  can  be  expected  to  repair  all  instruments  of  the  same  make  and  model 
as  those  they  provide,  for  a  fee,  regardless  of  where  the  instrument  was  purchased. 

Because  of  the  probability  that  disputes  will  arise  as  a  result  of  service  disconnec- 
tions, the  application  of  service  charges  or  disputed  quality -control  inspections,  an 
appeal  process  should  be  available  to  the  consumer.  This  would  best  be  handled  by 
the  state  regulatory  agency  responsible  for  local  service  standards, 

C  Service  areas 

As  part  of  the  transition  process,  a  telephone  company  must  evaluate  each 
market  in  which  it  wants  to  participate,  perhaps  including  those  for  products  and 
services  that  have  not  been  traditional  telephone  company  offerings.  Distributorship 
arrangements  will  probably  evolve,  whereby  the  unregulated  divisions  of  local  tele- 
phone companies  will  market  products  for  vendors  that  could  not  otherwise  afford 
to  reach  some  communities.  Some  of  these  products  may  be  only  remotely  related  to 
traditional  communications. 

The  transition  period  will  be  a  time  for  aligning  marketing  organizations  with  the 
marketplace.  Some  companies  may  find  that  franchise  boundaries  do  not  provide  for 
efTlcient  marketing  territories,  especially  when  customers  have  multiple  offices  or 
branches,  or  are  part  of  a  retail  chain.  In  fact,  franchise  boundaries,  important  as 
they  are  to  local  exchange  service,  are  likely  to  become  irrelevant  to  the  market  for 
terminal  equipment.  Conflicts  will  develop  which  are  new  to  telephone  companies, 
but  which  are  quite  ordinary  in  competitive  business. 

In  some  locations,  there  may  be  an  economic  incentive  for  the  local  service 
division  of  a  carrier  to  get  completely  out  of  the  terminal  equipment  business,  or  the 
terminal  repair  business.  Probably  there  should  be  some  restraints,  at  least  during 
the  transition  period,  if  no  other  supplier  were  present,  but  Ihis  problem — if  it 
develops— should  be  handled  at  the  state  level.  The  local  service  division  of  a 
telephone  company  could  be  required  to  furnish  some  basic  terminal  equipment  to 
small  communities,  but  the  local  service  company  would  need  to  be  free  to  establish 
appropriate  depreciation  rates  and   pricing  options  that  ensure  capital   recovery. 

In  order  to  avoid  the  disruption  that  could  occur  if  deregulation  were  thrust  on 
the  terminal  market  suddenly,  the  following  is  offered  for  consideration: 

1,  During  a  transition  period,  the  local  service  division  of  the  common  carrier 
would  contmue  to  be  the  supplier  of  last  resort  for  terminal  equipment.  The  carrier 
would  have  the  prerogative  of  selecting  the  instruments  and  equipment  to  be  sold 
and  leased,  the  level  of  depreciation  rates,  and  the  pricing  options  to  be  offered  to 
the  consumer.  State  regulators  would  ensure  that  the  activity  does  not  burden  the 
local  service  rates  by  monitoring  costs  and  revenues.  In  a  rate  determination  hear- 
ing, the  state  regulators  might  disallow  costs,  if  such  costs  were  not  charged  accord- 
ing to  the  cost  accounting  guidelines  established  for  the  industry, 

2,  The  carrier  would  retain  the  existing  "rental"  customer  base  under  grandfath- 
ered tariffs  during  the  transition  period,  subject  to  rate  increases  as  might  be 
authorized,   PBX  customers  would  continue   to  be  "lease"  customers   untlT  their 
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'   termination  contracts  expire.  PBX  and  Key  System  customere  would  be  given  an 
opportunity  to  purchase  in-place  equipment. 

3.  Prior  to  the  end  of  the  transition  period,  non-intelligent  telephone  instruments 
'    might  be  offered  by  some  companies  on  an  outright  sale  basis  only,  thus  avoiding  an 

inventory  build  up  of  used  equipment,  or  of  new  but  obsolete  instruments, 

4.  Intelligent  terminals  might  be  provided  on  an  outright  sale  basis  or  through  a 
tiered  contract  that  assures  capital  recovery. 

5.  Repair  service  on  residential  and  single-line  business  customers  might  be  per- 
formed at  centralized  locations  only.  If  a  repair  visit  were  required,  it  would  be 
priced  to  reflect  costs  of  the  trip. 

6.  At  the  end  of  the  transition  period,  existing  business  equipment  that  had  been 
grandfathered  would  be  transferred  to  an  unregulated  division.  The  remaining 
terminal  equipment  Igrandfathered  residential  customer  base)  would  remain  in  the 
regulated  division  until  suttsequently  written  off  through  depreciation  charges  or 
outright  sale, 

T.  All  new  purchases  of  terminal  equipment  and  devices  used  on  the  customer 
premises,  and  the  associated  expenses,  would  be  recorded  on  the  unregulated  divi- 
sion's books  beginning  with  the  date  on  which  existing  terminal  equipment  tarifis 
are  grandfathered. 

8.  The  unregulated  division  should  be  free  of  regulatory  restraints,  other  than 
fair-trade  laws,  in  the  area  of  marlcet  entry,  abandonment,  pricing,  organization, 
and  accounting  so  long  as  such  activities  do  not  burden  the  local  service  (regulated) 
division. 

9.  Challenges  to  the  carrier  in  the  areas  of  predatory  pricing,  unfair  competition, 
restraint  of  trade,  etc..  should  be  made  through  the  courts  rather  than  through  a 
regulatory  agency,  as  is  the  case  with  other  businesses. 

The  transitional  conditions  descril>ed  above  presume  that  local  telephone  compa- 
nies will  find  it  advantageous  to  abandon  the  conventional  rental  terminal  market, 
with  all  maintenance  included.  Some  may  choose  another  course,  and  they  should 
not  be  prevented  from  doing  so. 

IV  HOW  THE  REGULATED  LOCAL  MARKET  MIGHT  FUNCTION 
A.  Jurisdiction 

The  concept  of  unregulated,  or  federally  regulated,  intercity  services  solves  a 
problem  of  long  standing,  known  commonly  as  "toll  rate  disparity" — i.e.,  substan- 
tially different  prices  for  toll  calls  of  essentially  the  same  distance,  one  crossing  a 
state  line  and  the  other  wholly  within  one  state.  At  the  same  time,  moving  the 
jurisdictional  boundary  from  the  state  line  to  the  community  limits  creates  its  own 
set  of  problems. 

Viewed  from  another  perspective,  however,  the  problem  is  not  "created" — it  is 
already  there.  Metropolitan  areas  present  dlfticult  economic  problems,  and  commu- 
nity-of-interest  problems,  to  which  EAS  and  metro-plan  are  only  partially  successful 
solutions.  It  is  not  proposed  herein  that  these  problems  be  removed  from  the 
purview  of  state  regulation. 

The  Communications  Act  of  1934  defines  "Telephone  exchange  service"  as  follows: 

'  '  *  service  within  a  telephone  exchange,  or  within  a  connected  system  of 

telephone  exchanges  within  the  same  exchange  area  operated  to  furnish  to 

subscribers  intercommunicating  service  of  the  character  ordinarily  furnished  by 

a  single  exchange  and  which  is  covered  by  the  exchange  service  charge. 

Among   the   more   important  virtues   of  this   definition   is   its   longevity,   and   the 

confidence  in  legal  proceedings  which  goes  with  that  attribute. 

The  bill,  H.R,  13015,  proposed  as  The  Communications  Act  of  1978,  retained  this 
definition  essentially  unchanged. 

Were  there  a  general  agreement  among  regulators  that  the  proposed  Jurisdiction- 
al boundary  is  proper,  it  would  be  easy  to  administer  with  this  definition.  On  i)\e 
other  hand,  were  a  state  commission  motivated  to  enlarge  its  scope  of  authority,  and 
thus  frustrate  the  objectives  of  the  proposed  legislation,  then  conceivably,  it  might 
declare  as  an  exchange  some  area  which  does  not,  by  conventional  standards,  come 
close  to  our  current  understanding  of  that  term.  One  need  only  move  away  from 
any  large  and  growing  city,  observing  the  residential,  commercial  and  industrial 
development  as  one  goes  outward  from  the  city's  central  core,  to  find  an  example  of 
a  borderline  case  to  which  this  or  any  other  definition  could  be  difficult  to  apply — if 
anyone  chooses  to  make  it  difficult. 

ft  would  be  a  great  convenience  to  avoid  such  problems,  but  alternative  defini- 
tions seem  only  to  move  the  problem  around. 

State  lines,  iranchise  boundaries,  base  rate  areas  and  the  like,  always  present  this 
type  of  problem  eventually,  except  perhaps  where  the  land  meets  the  ocean.  It  is 
preferable  to  make  clear  our  intent  and  to  leave  the  application  to  case-by-case 
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review,   rather  than   to  attempt  a  universal   resolution   to  a   problem   having  an 
infinite  number  of  forms. 

Metro  areas  grow  gradually,  and  the  community  interest  changes  accordingly. 
State  commissions  are,  in  general,  in  a  better  position  to  deal  with  these  needs  than 
is  a  federal  agency.  The  factors  which  make  a  noncompetitive  environment  more 
attractive  withm  an  exchange  also  apply,  in  varying  d^rees,  to  the  fringes  of  metro 
areas.  The  same  considerations  which  argue  for  a  general  reliance  on  market  forces 
rather  than  market  allocations  by  government  fiat,  also  argue  against  rigid  deflni- 
tions  of  market  segments.  The  pressures  of  particular  circumstances  can  and  should 
determine  specific  conclusions. 

Since  it  is  our  intent  to  leave  local  problems  to  local  solution,  and  yet  to  rorecloee 
any  encroachment  on  what  we  know  as  "toll  service,"  we  propose  the  following 
definition  of  telephone  exchange  service: 

Telephone  exchange  service"  means  voice  grade  service  within  a  telephone 
exchange,  or  within  a  connected  system  of  telephone  exchanges  within  the  same 
exchange  area  operated  to  furnish  to  subscribers  intercommunicating  service  or 
the  character  ordinarily  furnished  by  a  single  exchange,  and  which  is  covered 
by  a  single  exchange  service  charge  and/or  a  variable  chaise  or  rate  based 
upon  time  (but  not  distance). 
B.  Authority 

After  the  jurisdictional  boundary  has  been  identified,  there  remains  the  issue  of 
the  extent  of  state  commission  authority  within  that  boundary.  States  have  authori- 
ty, not  by  delegation  from  the  federal  government,  but  as  defined  by  their  own 
constitutions,  except  for  matters  which  are  preempted  by  the  federal  government. 
Thus  we  need  not.  and  cannot,  specify  the  full  extent  of  their  authority.  For  our 
purposes,  it  is  necessary  only  to  specify  certain  things  that  they  must  be  precluded 
from  doing,  and  to  suggest  guidelines  for  the  conduct  of  regulatory  affairs. 

All  parts  of  the  integrated  telephone  network  are  of  concern  to  the  functioning  of 
the  whole.  Therefore,  the  use  of  the  network,  including  the  interconnection  with  it 
of  such  terminal  devices  as  may  be  useful  to  the  public,  should  be  constrained  only 
by  technical  considerations  which  have,  as  their  objective,  the  assurance  that  the 
network  will  function  properly  for  everyone. 

Since  the  national  telecommunications  policy  is  here  assumed  to  favor  a  competi- 
tive environment,  any  exception  to  that  pattern  should  be  identified  as  deliberate. 
State  regulation  is  properly  concerned  with  assuring  the  availability  of  telephone 
service  of  good  quality  at  reasonable  prices.  These  results  are  of  national  concern, 
too.  but  their  achievement  under  varying  local  conditions  can  best  be  encouraged  hy 
regulation  close  to  the  local  environment. 

With  respect  to  availability,  state  commissions  should  control,  to  the  extent 
provided  by  state  law,  market  entry  and  withdrawal— which,  in  practice,  means 
franchised  territory  and  the  obligation  to  serve  areas  which  are  economically  unat- 
tactive  in  return  for  the  assurance  of  a  fair  overall  rate  of  return. 


With  respect  to  quality  (which  le  a  necessary  corollary  to  availability),  state 
commissions  should  provide  a  route  of  appeal  for  the  consumer,  where,  if  necessary, 
penalties  can  be  imposed  for  poor  management  performance.  Standards  of  perform- 
ance can.  of  course,  be  set  at  tne  discretion  of  the  commissions. 

With  respect  to  prices,  state  commissions  have,  and  should  retain,  their  moat 
sensitive  and  compelhng  function,  which  will  be  discussed  at  greater  length  below. 

There  is  no  need  for  state  commissions  to  have  any  additional  authority  beyond 
access  to  relevant  information  and  enforcement  powers.  In  practice,  commissiona 
now  exercise  more  authority,  usually  encompassing  such  matters  as  financing, 
accounting,  depreciation  rates,  and  administrative  procedures.  It  is  unlikely  that 
they  can  be  prevented  by  legislation  from  needless  interference  in  the  management 
of  companies,  but  perhaps  thay  can  be  encouraged  to  rely  upon  market  rewaras  and 
penalties  to  the  maximum  possible  extent. 

Companies  which  provide  other  telecommunications  services  in  addition  to  local 
exchange  service  will  operate  in  a  competitive  environment.  It  is  important  to  the 
objectives  of  national  policy  that  these  companies  not  be  restrained  from  effective 
pariicipation  in  these  other  markets  by  any  action  of  state  commissions  which  ia 
directed  at  their  performance  of  obligations  in  a  noncompetitive  market.  Federal 
laws  can  preclude  such  interference.  For  example,  it  would  be  desirable  to  require 
that  the  revenues,  costs  and  investment  associated  with  unregulated  activities  of  a 
local  common  carrier  not  be  considered  in  the  determination  of  reasonable  rates  for 
the  regulated  services  provided  by  that  carrier.  To  permit  otherwise  would  b>e  to 
make  possible  a  coercive  force  acting  in  restraint  of  trade. 

In  that  section  of  the  Act  which  reserves  to  the  states  the  authority  to  regulate 
"telephone  exchange  service"  there  could  be  provisions  which  define  certain  actions 
as  contrary  to  the  promotion  of  trade  and  commerce,  such  as,  for  example,  the 
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requirement  for  accounting  procedures  which  are  contrary  to  "generally  accepted 
accounting  principles,"  or  the  requirement  for  depreciation  rates,  or  treatment  of 
tax  deferrals,  in  ways  contrary  to  IRS  (of  other!  guidelines  for  industry  generally. 

These  suggested  restraints  on  commission  authority  should  not  be  construed  so  as 
to  impair  their  ability  to  Judge  the  reasonableness  of  rates.  Commissions  must  be 
free  to  obtain  all  relevant  facts,  and  to  accept  or  reject  expenses  and  plant  values 
for  rate'making  purposes,  subject  to  the  usual  laws  against  confiscation. 
C  Ratemaking 

Most  rat«-makin^  functions  of  state  commissions,  apart  from  intrastate  toll  rates, 
need  not  change  in  order  to  implement  the  suggested  policy,  except  for  their 
involvement  in  the  determination  and  distribution  of  availability  and  access 
charges,  which  will  be  discussed  in  section  V.  Even  though  not  essential,  however,  it 
is  desirable  that  procedures  be  changed  so  as  to  utilize  market  forces  where  they 
can  he  applied  to  achieve  the  same  overall  objectives  which  are  the  goals  of  present 

The  most  useful  departure  from  present  procedures  would  be  to  simplify  the 
process  by  which  a  "reasonable  rate  of  return"  is  defined.  A  worthwile  objective 
would  be  to  identify  one  or  more  national  economic  statistics  to  which  could  be 
"p^ged"  lower  and  upper  limits  of  "reasonable  rate  of  return."  The  time  and  cost 
of  state  rate-making  proceedings  could  then  be  devoted  to  more  fundamental  issues. 

1.  Does  the  performance  of  the  company  in  terms  of  quality  of  service,  efTiciency, 
and  public  satisfaction,  merit  an  earnings  level  near  the  top  or  the  botton  of  the 
"reasonable"  range? 

2.  How  should  the  cost  and  value  of  service  be  distributed  by  the  rate  structure 
among  classes  of  service  and  locations  of  customers? 

3.  What  should  be  this  company's  share  of  the  pool  of  availability /access  charges? 
(See  section  V) 

Such  an  approach  to  rate-making  would  give  more  attention  to  those  matters 
which  directly  affect  customers,  and  less  to  repetitive  and  largely  academic  debates 
which  are  rarely  of  real  significance  to  the  puolic.  It  would  save  time  and  money- 
company  money,  tax  money,  and  consumer  money.  It  would  also  utilize  economic 
forces  in  the  marketplace  to  reward  efficiency  and  penalize  poor  management 
performance— imperfectly,  to  be  sure,  but  to  a  greater  extent  than  does  current 

Such  procedures  cannot  be  legislated  at  the  federal  level.  They  could  be  encour- 
aged, however,  hy  charging  a  federal  agenev  with  the  development  and  publication 
M  guidelines.  These  would  have  the  effect  of  making  compliance  the  "easy"  and  less 
risky  route,  in  case  of  appeal.  It  is  worth  trying. 

V.  ACCESS/ AVAILABILITY  CHARGES 

Access/ Availability  (A/A)  charges  will  be  paid  by  all  intercity  carriers — tele- 
phone, "special,"  and  "other" — who  depend  upon  the  facilities  of  local  carriers  for 
the  viabihty  of  their  businesses.  Such  charges  have  at  least  three  separately  identifi- 
able functions. 

A.  To  recompense  the  local  carriers  for  costs  incurred  in  the  provision  of  local 
facilities  used  for  receipt  and  delivery  of  intercity  traffic. 

B.  To  make  a  contribution  toward  the  local  rate  structure  in  support  of  the 
universal  availability  of  telephone  service  which  adds  value  (i.e.,  the  ability  to  reach 
almost  any  household  or  businesa  in  the  modern  world)  to  most,  if  not  all,  intercity 
services, 

C.  To  encourage  efficient  development  and  utilization  of  shared,  common  switched 
networks  in  the  interest  of  lowest  total  cost  of  all  users  of  such  networks. 

Legislation  should  provide  for  and  assign  the  authority  for  the  determination  of 
A/A  charges,  including  the  allocation  of  costs  among  various  uses  for  shared  facili- 
ties. It  should  provide  guidance,  at  least  through  statements  of  policy  and  possibly 
in  more  specific  ways,  to  those  who  will  determine  the  level  of  support  to  tne  local 
rate  structure  and  to  those  who  will  make  the  value  judgments  required  to  encour- 
age the  efficient  development  of  networks.  And,  finally,  it  should  assign  authority 
for  determining  how  A/A  charges,  for  all  of  these  purposes,  will  be  apportioned 
among  the  local  carriers  in  the  public  interest. 
Determination  of  costs 

Certain  elements  of  the  telephone  plant  have  only  a  single  purpose,  and  their 
costs  are  easily  identified  with  a  single  service.  These,  however,  are  few  in  number, 
and  as  new  services  proliferate  they  may  eventually  disappear  altt^ether.  Most 
elements  of  the  plant  serve  at  least  two  broad  classifications  of  services— local  and 
intercity — and  some,  such  as  distribution  cable,  for  example,  hold  the  potential  for 
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In  order  to  identify  a  cost-to-service,  the  costs  of  commonly  used  plant,  like 
overhead  costs  in  every  business,  must  be  assigned  or  allocated,  it  is  easy  to  describe 
general  principles  for  allocation— or  "separation."  as  it  Is  comnionly  called  in  the 
telephone  business,  referring  originally  to  jurisdictional  issues — but  in  the  final 
analysis,  arbitrary  decisions  are  always  required.  These  decisions  cannot  be  de- 
fended as  right,  but  only  as  reasonable  under  the  conditions  existing  at  the  time 
they  are  made. 

In  many,  if  not  most  businesses,  overhead  allocations  are  of  real  concern  only  to 
the  owners  and  managers  who  make  decisions  about  the  allocation  of  resources.  In 
telecommunications,  tecause  the  figures  involved  are  very  much  larger,  and  because 
all  elements  of  the  public  are  affected,  allocation  rules  have  had.  and  will  continue 
to  have,  great  importance.  They  must,  therefore,  be  defined  and  used  uniformly  by 
all  carriers  and  by  all  regulators.  Carriers  and  regulators  have  great  stakes  in  8ucn 
decisions,  and  should  participate  in  them,  but  uniformity  can  Be  achieved  only  by 
assigning  final  authority  to  a  federal  agency. 

The  preparation  of  allocation,  or  separation  rules  is  the  first  step  in  the  determi- 
nation of  A/A  charges.  These  rules  will  define  costs,  which  then  must  be  measured, 
company-by-company.  (While  this  sounds  complicated,  the  same  process  goes  on 
today  as  a  normal  part  of  the  rate-making  process.  Every  large  t^-iephone  company, 
and  many  small  ones,  knows  its  "costs"  as  they  are  now  defined  for  ratemaking  and 
settlements  purposes.)  Decisions  must  then  be  made  about  aggregating  these  costs. 
They  could  be  put  all  together  for  calculation  of  a  national  average,  or  they  could  be 


grouped  regionallv.  or  by  states,  or  by  parts  of  states,  depending  on  national  objec- 
uniformity  of  telecommunication  prices. 
t  that  a  decision  be  made  in  advance.  It  is  preferable,  rather. 


that  such  decisions  be  reviewed  periodically,  and  so  we  need  only  be  concerned  with 

the  process  of  decision,  SimilarlV.  we  need  not  be  concerned,  here,  with  the  struc- 
i  of  cost  formulas,  having  fixed  and  variable  components,  partly  s 


Determination  of  support  levels 

Wide  variations  in  the  support  given  the  local  rate  structure  from  intercity 
services  can  be  defended  as  reasonable.  At  one  extreme,  perhaps,  is  the  concept  that 
local  plant  is  required  for,  and  should  be  paid  for  by  local  exchange  services,  with 
only  incremental  costs  for  intercity  traffic  being  added.  At  the  other  extreme,  it  can 
be  argued  with  equal  reasonableness  that  intercity  services  require  nearly  every 
component  of  "local"  facilities,  and  should  pay  for  all  of  It  except  the  added  quanti- 
ty required  for  the  volume  of  local  traffic.  If  is  difficult  to  say  exactly  what  is  the 
current  level  of  support,  but  it  is  widely  believed  to  be  on  the  order  of  30%.  We  take 
the  position  that  it  should  be  maintained  at  about  Its  present  level  through  a 
transition  period,  after  which  it  should  change  in  small  increments  as  market 
pressures  and  public  policy  dictate— or  as  they  are  compromised  in  a  public  forum. 

The  carriers  know,  or  will  know,  about  market  pressures.  State  regulators  and 
local  carriers  have  a  great  stake  in  the  determination  of  public  policy,  as  it  will 
determine  the  level  of  local  telephone  rates.  The  number  and  variety  of  parochial 
interests  is  so  large  that  a  federal  oversight  role  seems  essential.  Legislation  should 
provide  only  broad  guidelines  on  the  level  of  support,  such  as.  for  example,  provid- 
ing that  large  changes  should  be  made  only  after  full  hearings  and  opportunity  for 
negotiation  among  all  interested  parties. 

The  level  of  A/A  charges  above  directly  identifiable  costs— i.e..  those  charges 
which  result  from  arbitrary  allocations  and  from  the  support  payments  diacuseed 
above— has  an  important  effect  upon  the  efTicient  utilization  of  resources.  This  b 
simple  to  explain  conceptually  Isee  Appendix  A)  but  very  difficult  to  deal  with  in 
quantifiable  terms.  Simply  stated,  the  level  of  A/A  charges  and  the  structure  of 
intercity  rates  will  infiuence  how  much  business  Is  offered  to  switched  common-user 
networks,  how  much  to  private-line  direct  connections,  and  how  much  to  newly 
developed  distribution  systems  which  bypass  existing  local  facilities  entirely.  These 
decisions,  in  turn,  will  influence  the  prices  charged  to  users  who  stay  on  switched 
common-user  networks,  and  also  the  total  national  investment  in  communications 
facilities,  some  of  which  will  be  redundant. 

All  of  the  factors  involved  here  are,  essentially,  value  judgments,  which,  in 
economic  theory,  can  be  made  most  efficiently  through  negotiations  and  buy-sell 
decisions  in  a  free-market  environment.  Since  we  are  not  dealing  in  a  totally  free 
market — the  local  market  is  regulated,  and  A/A  charges  will  be  set  with  regulator 
participation,  and  perhaps  final  authority  in  a  federal  agency— these  value  judg- 
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ments  will  have  to  be  based  in  commission  proceedings.  For  our  purposes  it  is 
necessary  only  that  Tederal  law  acknowledge  the  relevance  of  value  or  service  in  the 
setting  of  A/A  chawes,  and  direct  that  this  consideration  be  taken  into  account  in 
the  interest  of  an  efficient  national  telecommunications  system. 

Ideally,  value  of  service  can  tie  used  to  promote  efliciency  by  the  use  of  complex 
measured-service  rale  structures  which  encourage  full  loading  of  switched  network 
systems  at  all  hours  of  the  day.  At  the  other  extreme,  flat-rate  structures  encourage 
the  construction  of  direct  facilities  on  all  high-density  routes,  leaving  only  peak' 
hour  overflow  loads  and  low-usage  services  on  the  common-user  network.  (See 
Appendix  A)  Since  complex  rate  structures  are  difTicult  to  devise  and  administer, 
ana  have  marketing  disadvantages  as  well,  many  compromises  are  to  be  expected. 
Also,  since  universal  metering  is  expensive,  and  the  equipment  not  widely  available, 
some  temporary  expedients  may  be  necessary. 

While  rate  structures  and  metering  capabilities  are  being  developed,  a  strong  case 
can  be  made  for  assessing  A/A  charges  against  all  intercity  services,  at  some  level- 
even  those  which  make  no  direct  use  of  local  carrier  facilities,  as  long  as  the  type  of 
communications  carried  is  compatible  with,  and  thus  could  use.  the  local  carriers' 
facilities.  At  the  very  least,  the  use  of  declining  rate  schedules  which  induce  high 
volume  customers  to  remain  on  the  network  should  be  permitted  under  the  law  and 
be  encouraged  by  the  A/A  charge  structure.  Such  discrimination  in  rates  is  not 
contrary  to  the  interests  of  low  volume  customers.  As  shown  in  the  numerical 
example  in  Appendix  A,  when  an  effort  was  made  to  charge  the  same  for  all 
minutes,  some  subscribers  left  the  network,  driving  the  price  up  to  remaining 
subscribers.  When  a  discount  was  allowed  for  heavy  traffic  routes,  the  price  to 
remaining  subscribers  fell. 

In  those  locations  where  measured  rates  are  offered  today,  local  measurement 
does  not  apply  to  toll  calls.  There  is  no  conceptual  reason,  however,  why  such 
measurement  could  not  supplement  an  access  charge.  In  fact,  value  of  service 
considerations  may  suggest  that  the  local  measured  rate  be  higher  for  intercity  calls 
than  it  is  for  local  calling. 

In  a  fully  measured  environment,  the  intercity  company  could  be  treated  just  as 
any  other  local  subscriber.  When  intercity  calls  are  terminated  in  the  local  ex- 
change, the  connecting  company  could  be  billed  just  as  if  it  had  originated  those 
calls  locally,  and  according  to  the  same  rate  schedule  (including  time-of-day  and 
volume  discounts,  etc.,  aa  applicable)  which  is  applied  to  every  other  local  subscrib- 

Measured  rates,  however,  are  not  a  panacea  for  the  pricing  problems  of  the 
telephone  industry.  Subscribers  with  concentrated  point-to-point  calling  demands 
may  be  induced  by  measures  rates  to  substitute  direct  connection  for  use  of  the  local 
distribution  system.  Measured  rates  are  quite  likely  to  result  in  an  abundance  of 
such  competitive  substitutes  and  alternatives  to  the  local  switched  network— each 
reflecting  excess  capacity  and  duplicated  facilities. 

As  was  suggested  earlier,  the  multitude  of  potentially  conflicting  interests  in  the 
level  of  A/A  charges  suggests  that  an  important  government  role  is  unavoidable. 
However,  to  be  consistent  with  the  philosophy  of  this  proposed  legislation,  market 
forces  should  dominate,  and  freely  negotiated  contracts  are  preferable  to  rate- 
making  by  government  agencies. 

In  tne  past  when  regulatory  matters  transcend  federal  and  state  jurisdictional 
boundaries,  it  has  been  common  to  convent  a  Joint  Board  composed  of  federal  and 
state  commission  representatives.  The  results  have  not  always  satisfied  all  parties- 
or  any  parties— but  the  procedure  exists.  It  might  be  improved,  expanded  or  supple- 
mented for  these  purposes. 

A  Joint  Board  could  (II  accept  recommendations  from  intercity  and  local  carriers 
(such  recommendations  might  be  offered  individually  or  collectively  by  the  carriers), 
and  (21  after  considering  these  recommendations,  offer  its  own  recommendation  to  a 
federal  commission.  The  federal  commission  would  then  make  a  final  determination. 
This  Joint  Board  might  be  convened  at  any  time,  but  should  be  scheduled  to  meet  at 
regular  intervals. 

A   Joint  Board   must   first  determine  an   aggregate  amount  of  revenues  t 


conacious  determination  of  the  amount  of  toll  support  of  local  plant  costs.  It  would 
be  reasonable,  however,  to  take  present  levels  of  support  as  a  starting  point.  The 
Board  might  be  empowered  (subject,  as  always,  to  federal  approval)  to  separate  the 


s,  (2)  the 

local  exchange  incurred  in  support  of  intercity  service,  and  (3)  the  usage 
coets  of  the  local  exchange  which  are  to  be  attributed  to  intercity  st 
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amounts  in  (2)  and  l3)  would  become  the  revenue  requirement  to  be  recovered  by 
access  and  availability  charges.  The  Board  must,  of  course,  be  permitted  the  power 
to  collect  from   the  carriers  that  data  which   is  necessary   for  performing  these 

serrations. 

This  revenue  requirement  could  be  determined  conceptually  for  each  individual 
exchange,  or  aggregated  by  company,  region  or  state,  or  even  nationally.  Regional 
or  statewide  aggregation  appears  to  hold  important  advantages.  Compared  to  ex- 
change or  company  aggregation,  fewer  schedules  of  access  and  availability  charget 
would  be  established,  thereby  reducing  the  complexity  of  the  intercity  rate  struc- 
ture. Regional,  as  opposed  to  nationwide,  aggregation  permits  some  degree  of  cost 
variation  to  be  acknowledged  by  the  rates.  The  Joint  Board  could  be  empowered  to 
determine  the  boundaries  of  these  regions  based  upon  observed  regional  coat  vari- 
ations. For  practical  convenience,  the  smallest  unit  should  be  no  less  than  a 
Number  Plan  Area  INPA). 

Once  regional  boundaries  are  defined,  the  Joint  Board  must  propose  a  schedule  of 
access  and  availability  charges  to  recover  the  aggregate  revenue  requirements.  The 
Board  should  be  directed  to  treat  alt  intercity  carriers  equitably  and  to  give  full 
consideration  to  the  possible  effects  of  its  decision  upon  the  use  of  competitive 
alternatives  and  resulting  excess  capacity. 
Distribution  of  revenues 

If  access  and  availability  charges  are  determined  regionally,  the  A/A  revenues 
attributed  to  the  intercity  traffic  originated  and  terminated  by  one  company  will 
not  match  up  with  that  company's  A/A  costs  as  defined  by  the  Joint  Board  separa- 
tions. For  this  reason,  it  is  desirable  that  A/A  revenues  be  regionally  pooled  and 
redistributed  regionally  rather  than  being  directly  remitted  by  the  intercity  carrier 
to  the  local  operating  companies  with  which  it  connects.  Such  regional  pooling  and 
redistribution  will  promote  universality  of  telecommunications  service.  Local  operat- 
ing companies  might  be  allowed  to  administer  the  distribution  of  pooled  revenues 
subject  to  the  oversight  and  final  authority  of  the  appropriate  stat«  regulator 
"  ■        !,  local  carriers  might  agree  to  distribute  the  funds  accord- 


ing to  the  property  and  expenses  allocated  to  the  pool  by  separations  formulas.  An 
example  of  how  access  charges  revenues  might  be  pooled  and  distributed  is  con- 
tained in  Appendix  B. 

VI    HOW  THE  INTERCTTY  MARKET  MIGHT  FUNCTION  WTTH  DTMINESIfED  REGULATION  GENERAL 

A  large  portion  of  the  intercity  telecommunications  market  bewteen  major  metro- 
politan areas  is  now  the  target  of  specialized  communication  companies  that  arc 
competing  head-on  with  the  Bell  System  and  the  Independent  telephone  industry. 
By  electing  to  serve  only  the  most  profitable  routes,  the  specialized  carriers  are  able 
to  price  services  considerably  below  the  average  prices  for  similar  services  provided 
by  the  telephone  common  carriers. 

All  major  industries  face  some  restraints  on  their  operations— i.e..  truth  in  adver- 
tising, product  warranties,  use  of  hazardous  materials,  pollution,  disc  rim  inatoiy 
pricing,  etc.  In  general,  however,  in  competitive  industries  managers  enter  and 
withdraw  from  markets,  and  change  products,  services  and  prices,  based  upon 
economic  judgement.  These  prerogatives  are  not  available  to  the  telephone  industry 
today.  As  a  result,  markets  are  being  divided  by  regulatory  decisions,  under  the 
quise  of  "competition."  While  customer  choice  is  involved,  it  is  not  a  choice  among 
truly  competitive  alternatives. 

If  competition  is  to  prevail  for  intercity  communications  services,  there  should  be 
increased  reliance  upon  free  market  forces  and  a  diminished  reliance  upon  regula- 
tory commissions  for  determining  what  communications  services  will  be  available  at 
what  prices.  Removal  of  the  intercity  market  from  the  control  of  a  federal  agenn 
will  free  carriers  from  the  constraints  that  prevent  timely  responses  to  the  demanM 
of  the  marketplace.  It  will  not  however,  eliminate  the  application  of  restraints 
which  apply  to  all  business  generally,  nor  will  it  remove  the  need  for  a  federal 
agency  to  '  referee"  negotiations,  accept  appeals,  and  establish  certain  rules  which 
ensure  the  ongoing  viability  and  integrity  of  the  nationwide  intercity  switched 
network. 

Among  the  tasks  of  the  federal  agency  would  be  these: 

1.  Complete  authority  over  allocation  of  the  frequency  spectrum. 

2.  Complete  authority  over  satellite  orbit  slola. 

3.  Review  authority  over  technical  interface  standards. 

4.  Appointment  of  certifying  agencies  for  terminal  equipment. 

5.  Final  authority  for  separations  rules. 

6.  Oversight  of  negotiations  among  carriers  for  management  of  the  network,  rules 
for  interconnection,  and  the  establishment  of  joint  through  services. 


Dig,, z.d  by  Google 


1297 

T.  Oversight  of  negotiations  among  carriers  end  state  commisaionB,  with  final 
decision  authority,  for  setting  and  disposition  of  aval  lability/ access  charges. 

S.  Acceptance  of  grievances  and  appeals  concerning  intercity  carrier  services  for 
investigation  and  negotiation  with  the  carriers. 

9.   itecommendations  to   the  Congress   concerning   national   telecommunications 

In  some  of  these  functions,  state  commissions  should  play  an  important  role, 
probably  through  joint  l>oard  proceedings. 

The  federal  sigency  would  not  peribrm  traditional  functions  of  the  FCC,  such  as 
approving  rate  structures,  depreciation  rates,  accounting  rules,  and  facilities  con- 
struction (except  radio  transmitting  stations). 
Pricing  of  intercity  services 

The  evolution  of  a  new  price  structure  would  b^n  from  Dresent  conditions  and 
practices.  (For  simplicity,  we  will  put  off  consideration  of  Independent  telephone 
companies,  and  will  treat  the  telephone  system  as  if  it  were  operated  completely  by 
AT&T.)  The  salient  characteristics  of  present  procedures  j 

1.  A  carrier  proposes  to  the  FCC  a  service  end  a  price 
tive,  then  other  carrieis  object.  The  FCC  decides  if  tne  si 
eventually  approves  a  price. 

2.  Billing  oflices  of  tfie  carrier  collect  charges  from  use: 
then  divided  among  the  pariicipants  (if  joint  through  s 
accounted  for  according  to  whatever  accounting  practices  may  have  been  author- 

3.  In  the  case  of  joint  through  services,  costs  of  each  participant  are  recovered  (if 
e  adequate  for  the  purpose)  and  profits  or  losses  are  shared  by  contrac- 


tual agreement, 

4.  If  one  or  more  participants  offer  several  services  to  theput 
each  service  are  defined  according  to  rules  issued  by  the  FCC. 


participants  offer  several  services  to  thepublic,  then  the  costs  of 


(We  may  note  in  passing  that  the  participation  of  an  Independent  telephone 
company  in  a  joint  through  service  adds  only  tne  requirement  for  agreement  among 
the  participating  carriers  on  the  price,  the  place  and  manner  of  interconnection, 
and  administrative  procedures  for  billing,  division  of  revenue,  etc.l 

Long  distance  telephone  charges  follow  a  uniform  pattern  which  would  be  difti- 
cult  to  abandon,  even  it  there  were  a  desire  to  do  so,  because  of  the  mass  market. 
Instead,  under  the  arrangements  here  proposed,  the  pattern  would  remain  and 
exceptions  would  tie  made  where  market  conditions  warrant. 

1.  A  carrier  would  establish  a  new  price  for  a  particular  service  or  route,  within 
constraints  of  federal  law  concerning  unreasonable  discrimination,  with  just  enough 
public  notice  to  satisfy  practical  marketing  needs. 

2.  Billing  arrangements  would  remain  unchanged  as  long  as  participants  in  joint 
through  services  remained  in  agreement. 

3.  Settlement  arrangements  would  have  to  accommodate  aval  lability /access 
charges,  which  would,  presumabiv.  go  into  separate  pools.  Otherwise,  present  pat- 
terns for  division  of  revenue  would  be  applicable. 

4.  Separations  rules,  from  a  federal  source,  would  still  be  required. 

It  is  possible  to  speculate  on  what  rate  changes  would  be  made,  and  on  what  the 
effects  would  be.  We  have  no  facts  upon  which  to  base  a  forecast,  and  have  some 
doubt  that  anything  short  of  an  actual  trial  would  justify  a  conclusion.  Surely  some 
price  reductions  would  be  made  along  high-density  routes,  and  a  lot  of  new  software 
would  be  needed  to  handle  a  more  complex  rate  structure.  Perhaps,  in  sparselv 
settled  regions,  prices  would  be  increased.  Perhaps,  if  they  were,  they  would  stick* , 
and  maybe  they  would  not.  (Theories  which  have  been  advanced  about  price/ 
demand  elasticity  in  the  telephone  business  do  not  have  a  great  record  of  credibil- 
ity.) 

To  keep  these  matters  in  perspective,  it  is  helpful  to  remember  that  long  distance 
telephone  service  is  a  relatively  !ow-priced,  high-volume  business,  so  that  a  few 
cente  per  unit  has  a  large  economic  effect. 

Two  possibilities  probably  merit  concern:  (11  On  low-density  routes  where  competi- 
tion does  not  develop  immediately,  telephone  carriers  might  raise  prices  as  much 
"as  the  traffic  will  bear";  and  (2)  On  very  low-density  routes,  where  costs  cannot  be 
recovered,  telephone  carriers  might  withdraw  from  the  market.  Anything  which 
could  be  said  now  borders  on  speculation,  so  we  will  leave  these  extreme  possibili- 
ties for  future  discussion — after  noting  that  a  case  can  be  made  that  either  action 
would  be  foolish,  both  economically  and  politically.  Probably  the  law  should  provide 
some  recourse  in  the  event  that  a  trend  should  develop  which  suggests  either 
eventuality. 

We  must  say  a  word  now  about  a  simplifying  assumption  made  earlier.  Does  the 
participation  of  Independent  telephone  companies  complicate  the  picture?  Not 
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really.  As  noted  earlier,  if  particioating  carriers  agree  on  rates  land  on  other 
operational  matters  which  are  unctienged  by  this  proposal),  corporate  afniiatkm 
makes  no  more  difference  that  it  does  today.  Disagreement  about  rates  for  joint 
through  services  is  possible,  independently  of  corporate  afTiliation,  but  is  pernapa 
more  likely  to  occur  when  a  small  company  is  faced  with  higher  costs  than  its 
"partner"  and  has  no  large  base  over  which  to  spread  them— i.e.,  cannot,  practical- 
ly, average  them  with  other  business. 

If  the  partners  pool  billings  (above  the  A/A  charge  level)  and  share  profits  there 
may  be  no  incentive  for  one  of  them  to  insist  on  a  higher  price  then  the  other  is 
willing  to  charge.  The  "uniform"  rate  pattern  may  be  modified  to  recognize  higher 
cost  regions;  it  is  unlikely  to  be  modified  to  recognize  a  high-cost  small  company.  It 
is  more  likely  that  such  a  company  will  be  supported  by  its  "partner"  (connecting 
carrier),  just  as  it  is  today,  in  the  interest  of  marketing  policy. 

Still,  a  disagreement  may  occur;  an  isolated  exception  price  may  be  charged. 
There  are  at  least  two  ways  to  deal  with  such  a  situation: 

1.  A  carrier  may  place  a  surcharge  on  all  traffic  originating  in  its  territory  (or 
even  on  terminating  traflic  also),  which  would  not  be  pooled. 

2.  The  regional  carrier /commission  group  could  agree  that  economic  support  is 
justified  and  provide  it  through  the  A/A  pool. 

Of  course,  as  a  last  resort,  an  appeal  route  to  a  federal  agency  could  be  provided 
for  in  the  law.  It  would  be  well  to  find  out,  first,  if  the  need  is  real  or  only  imagined. 

Another  possibility  to  be  considered  is  that  a  local  carrier  might  choose  not  to 
concur  in  any  other  carrier's  price  structure,  but  instead  contract  with  one  or  more 
intercity  carriers  to  deliver  and  receive  traffic.  Here,  we  visualize  that  certain  local 
carriers  may  elect  to  forego  the  revenues  that  would  flow  from  the  national  settle- 
ments pool,  and  also  from  their  regional  A/A  pools,  and  derive  all  revenues  for 
intercity  service  from  their  own  A/A  charges  and  contractual  agreements.  If  such 
an  election  carried  the  approval  of  the  cognizant  state  regulatory  body,  and  the 
level  of  A/A  charges  were  also  approved  by  that  body,  the  practice  appears  work- 
able, at  least  in  theorv. 

The  full  effect  of  the  practice,  and  also  its  appeal  to  any  particular  carrier,  will 
depend  on  the  range  of  costs  which  are  encountered,  and  on  the  formula  for 
distribution  from  the  A/A  pool. 


VII  CXJMPETCnVE  AND  COOPERATIVE  RELATIONSHIPS 
A.  Market  entry  and  withdrawal 

We  submit  that  common  carriers  should  be  free  to  enter  or  withdraw  from  any 
competitive  market.  A  carrier's  status  as  the  r^ulated  sole-source  provider  of  local 
telephone  service  should  not  serve  as  a  barrier  to  that  carrier's  activities  in  other 
markets.  Market  foreclosure  is  the  bane  of  competition;  the  advantages  attributed  to 
competitive  activity  are  predicated  in  large  measure  upon  the  ability  of  all  firms  to 
enter  the  market. 

Two  arguments  are  commonly  advanced  in  opposition  to  the  carrier's  freedom  to 
enter  and  withdraw  from  other  markets.  (1)  Carrier  participation  in  competitive 
markets  may  result  in  cross-subsidization  to  the  detriment  of  competing  firms,  and 
<2)  In  newly  competitive  markets  which  have  been  served  traditionally  by  common 
carriers,  the  necessary  obligation  to  be  a  provider  of  last  resort  falls  logically  upon 
the  carrier. 

(//  Cross-subsiduatton 

Cross-s'ibsidization  is  always  a  possibility  whenever  a  firm  is  vertically  integrated 
or  produces  more  than  one  product.  Successful  proscription  against  cross-subsidiza- 
tion requires  an  adequate  division  of  accounts  among  product  lines  and  between 
regulated  and  unregulated  activities.  Standards  for  such  a  division  may  be  derived 
outside  the  political  process  by  accounting  professionals.  State  regulators  may,  of 
course,  make  adjustments  in  these  accounts  for  rate-making  purposes,  accepting  the 
burden  to  show  that  these  adjustments  are  necessary  and  reasonable. 

The  problem  of  vertical  or  afilliated  interests  is  not  new.  Many  telephone  compa- 
nies currently  procure  equipment,  data  processing,  management  consulting  services, 
etc.,  from  affiliated  enterprises.  "The  regulatory  and  judicial  processes  are  charged 
with  assuring  that  the  prices  paid  for  these  goods  and  services  are  not  excessive, 
and  that  unreasonable  preference  is  not  allowed  the  afTiliate  vis-a-vis  alternative 
suppliers.  Conversely,  these  sarae  processes  may  ascertain  that  the  carrier's  charges 
for  transmission  and  distribution  are  compensatory  and  do  not  discriminate  in  favor 
of  the  carrier's  affiliated  interests. 

A  special  difficulty  arises  when  the  carrier  adapts  conventional  telephone  plant  to 
other  uses  which  are  not  regulated,  e.g.,  meter  reading,  security,  end  alarm.  One 
would  not  wish  for  legislation  to  prohibit— nor  regulation  to  inhibit— the  innovative 
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and  efficient  use  of  communicationa  technology.  The  adaption  (rather  than  merely 
"use"1  of  telephone  plant  to  new  uses,  however,  will  increase  the  costs  of  non-traftic- 
sensitive,  jointly  used  distribution  plant.  The  prevention  of  cross-subsidization  re- 
quires, therefore,  some  division  of  separation  of  this  jointly  used  plant.  Numerous 
methods  for  allocating  local  distribution  coets  among  services  have  previously  been 
proposed,  e.g..  fully  distributed  costs,  long  run  incremental  costs,  and  apportionment 
based  upon  relative  use.  E^ch  methodology  is  arbitrary  and  therefore  the  debate  is 
hotly  contested.  Legislation  should  deal  with  this  problem  by  assigning  fmal  respon- 
sibility for  allocated  coets.  For  example,  this  authority  may  be  granted  to  a  federal 
agency,  a  state  agency,  or  to  the  accounting  profession.  This  problem  is  not  avoided 
simply  by  subjecting  all  such  services  to  reflation. 
(31  Supplier  of  last  resort 
Food,  clothing,  and  shelter  are  three  broad  categories  of  goods  which  are  general- 
ly considered  to  be  basic,  necessary,  or  essential.  In  each  instance,  the  goods  are 
produced  and  supplied  by  competitive  industries.  In  each  instance,  "social  problems" 
arise  in  that  certain  individuals  cannot  aHbrd  adequate  quantities  of  these  goods  at 
competitive  prices.  Society  has  responded  to  this  problem  by  providing  direct  sup- 

Krt  and  assistance  to  needy  individuals.  There  has  never  been  a  serious  proposal  to 
ve  a  private  enterprise  assume  an  obligation  to  act  as  provider  of  last  resort  in 
these  industries. 

In  fact,  a  provider  of  last  resort  cannot  be  viable  within  the  competitive  markets 
place.  Such  an  obligation  implies  that  goods  will  be  sold  to  some  individuals  at 
prices  below  cost,  for  otherwise  these  goods  would  be  supplied  voluntarilv.  If  a  firm 
IB  to  remain  normally  profitable  while  nevertheless  selling  some  goods  below  cost, 
other  Kta&a  must  be  sold  at  prices  greater  than  coets.  This  latter  possibility  is 
precluded  by  the  rigors  of  competition.  For  this  reason,  the  obligation  to  serve  has 
traditionally  gone  hand-in-hana  with  franchised  monopoly  privilege — granted,  pro- 
tected, and  regulated  by  government. 

Severe  social  problems  regarding  the  availability  of  competitive  telecommunica- 
tions services  are,  perhaps,  a  remote  possibility.  In  the  event  such  issues  arise, 
however,  two  viable  solutions  are  available,  <1)  The  government  may  provide  sup- 

Ert  directly,  acting  in  essence  as  a  supplier  of  last  resort,  and  (2)  Competition  may 
dismantled,  substituting  franchised  territory  to  firms  while  requiring  the  obliga- 
tion to  serve.  In  the  abstract,  or  in  extreme  circumstances,  competition  and  tne 
obligation  to  serve  are  not  mutually  consistent.  We  may,  therefore,  have  to  choose 
between  one  and  the  other. 

We  are  not  greatly  concerned,  however,  with  abstract  theory,  and  actual  circum- 
stances may  not  turn  out  to  be  extreme.  In  competitive  enterprise,  distributors 
supply  many  outlets  at  more  or  less  than  their  average  profit  margin,  and  s 
outlets  below  cost  in  order  to  encourage  universal  use.  or  to  maintain  s  — '- 
relationship  and  an  image,  associated  with  a  common  price.  Telephone  service  is  not 
directly  comi^rable  to  what,  years  ago,  was  the  universally  available  "nickel  candy 
bar,"  but  similar  marketing  considerations  do  apply  to  some  extent. 

We  would  be  wise  not  to  solve  a  problem  with  difficult  or  complex  remedies  until 
we  are  sure  the  prtdilem  really  exists.  Perhaps  legislation  should  provide  for  over- 
sight responsibility  and  contingency  authority. 
B.  Joint  routes,  services,  and  facilities 

The  ownership  of  facilities  which  comprise  the  existing  intercity  network  is  frae- 
mented  among  many  companies.  Although  the  Bell  operating  companies  and  AT&T 
Long  Lines  predominate,  especially  In  the  ownership  of  long;haul  facilities,  the 
contribution  of  the  Independent  telephone  companies  is  not  insignificant.  A  typical 
intercity  call  traverses  the  facilities  of  more  than  one  company. 

Fragmented  ownership  of  intercity  facilities  implies  that  companies  must  make 
agreements  to  accept  and  transfer  communications  traffic  if  the  network  is  to  be 
economically  integrated.  Such  agreement  requires  "association"  or  cooperation. 
These  agreements  would  necessarily  involve  terms  of  compensation  (division  of 
revenue),  establishing  through  routes,  and  technical  and  operating  requirements  for 
connecting  companies. 

One  form  of  agreement  is  the  contract.  Contracts  vary  in  scope  and  complexity, 
but  as  a  general  rule  a  contract  will  assign  to  one  party  the  obligation  to  plan  the 
network  and  accept  the  operating  risks.  An  alternative  form  of  agreement  is  the 
joint  venture  or  partnership.  Decisions  relating  to  routes,  prices,  technical  stand- 
ards, and  management  of  the  network  would  be  made  jointly  by  all  partners  to  the 
venture,  (Of  course,  it  is  reasonable  to  expect  that  relatively  small  partners  may 
have  a  relatively  minor  voice  in  this  process.)  Revenues  from  the  joint  venture  could 
be  pooled  and  distributed  among  partners  in  order  to  reimburse  each  for  actual 
expenses  and  to  yield  a  common  rate  of  return  on  invested  capital. 
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The  desirability  of  maintainine  Bel l<Indepen dent  intercity  facilities  ob  a  viable 
and  integrated  nationwide  switched  network  is  obvious.  At  ieauB  is  the  need  for 
explicit  controls  and  regulation  designed  to  restrain  anticompetitive  behavior  by 
this  large— and  loose — consortium.  Currently  these  controls  are  provided  by  federal 
r^ulation.  Regulation,  however,  results  in  undesirable  side  eflectfi,  including  the 
inhibition  of  normal  and  efficient  response  to  market  incentives  in  changing  ciicum- 
stancee.  Because  it  often  protects  an  industry  from  antitrust  laws  and  ottier  statutes 
which  would  otherwise  apply,  regulation  has  even  been  observed  to  promote  monop- 
oly where  it  is  not  in  the  public  interest.  The  alternative  to  r^ulation  is  to  ret^ 
upon  renewed  and  diligent  antitrust  and  fair-trade  oversight  as  restraints  on  anti- 
competitive or  abusive  activity. 

A  consideration  of  the  potential  role  of  antitrust  litigation  in  a  deregulated 
intercity  market  leads  to  two  diflicult  questions.  First,  do  the  antitrust  statutes 
provide  sufficient  restraint  against  monopolistic  arid  predatory  practices?  This  ques- 
tion, particularly  In  reference  to  pricing,  is  addressed  in  the  next  section.  Serond, 
absent  the  shield  of  regulation,  would  antitrust  enforcement  facilitate  the  continu- 
ing operation  of  a  national  network  with  shared  or  integrated  ownership?  Without 
speciflc  immunity,  the  answer  to  this  question  is  probably  "no."  Although  there  is  a 
nowing  number  of  competitors,  the  Bell-Independent  network — or  even  the  Bell 
System  alone — maintains  such  a  large  share  of  the  total  intercity  market  as  to 
make  likely  the  conclusion  that  there  exists  a  de  facto  monopoly  in  violation  of  the 
Sherman  Act. 

In  the  event  of  lessened  regulation,  it  is  therefore  desirable  to  afford  a  certain 
degree  of  antitrust  immunity  in  order  to  assure  the  continuing  viability  of  the 
national  network,  <A  "Carriers'  Carrier"  is  one  viable  alternative.)  Legislation  could 
specify  the  ability  of  franchised  local  carriers  to  combine  or  asociate  with  an 
intercity  carrier  (AT&T  Long  Lines,  MCI,  SPC,  etc.)  for  the  purpose  of  creating, 
maintaining,  and  managing  an  intercity  network.  Such  an  association  would  not.  i^ 
virtue  of  its  organization,  structure,  size  or  market  share,  be  construed  to  be  a 
monopoly  in  violation  of  the  antitrust  laws.  This  immunity  need  not  and  should  not 
extend  to  actions  which,  if  taken  by  a  single  entiW,  would  violate  the  law.  llie 
legislation  must  also  make  clear  tne  obligation  of  all  local  carriers  to  provide 
interconnection  with  the  local  exchange  to  all  carriers,  associated  or  not,  on  terms 
which  are  not  discriminatory. 


C.  Pricing  ci 

The  fundamental  issue  is  not  whether  the  pricing  of  telecommunications  sl_  _ 
(other  than  basic  local  service)  will  be  constrained,  but,  rather,  whether  this  c 
straint  should  be  provided  by  regulation  or  by  traditional  enforcement  of  the  anti- 


trust laws.  Either  vehicle  of  constraint  could  prevent  two  sorts  of  pricing  abuse:  (1) 
Prices  established  above  cost  by  a  firm  with  substantial  market  power  and  13) 
Predatory  prices,  i.e.,  temporary  selling  at  prices  below  costs  for  the  purposes  of 
deterring  or  driving  out  competitiors.  It  is  perhaps  ironic  that  this  latter  abuse  has 
captured  the  public  debate  since,  if  consumers  are  in  fact  to  be  harmed  by  predatory 
pricing,  it  is  preciselv  because  this  condition  is  only  temporary  and  leads  eventually 
to  increased  monopoly  power  and  prices  above  coats  as  in  (1). 

The  essential  difference  between  regulatory  and  antitrust  prevention  of  predatory 
pricing  revolves  around  the  burden  of  proof  In  unregulated  industries,  the  burden 
of  proof  is  borne  by  the  plaintiff— the  government  or  a  civil  litigant.  This  burden 
may  be  substantial,  since  a  firm  may  reduce  its  prices  for  a  variety  of  reasons  which 
are  not  predatory,  e.g.,  because  of  enhanced  competition,  changes  in  cost,  or  changes 
in  demand:  "It  would  Certainly  be  incorrect  to  describe  an  established  firm  as  a 
predatory  simply  on  the  basis  of  a  record  that  it  had  reduced  the  price  of  its  product 
and  then  raises  it  when  a  rival  withdrew  or  came  to  terms  with  it.  Any  attempt  to 
define  predation  in  this  way  and  to  brand  it  as  illegal  would  make  it  virtually 
impo^ible  for  an  established  firm  with  a  large  share  of  the  market  to  compete 
effectively  with  smaller  firms  or  new  entrants.  (B,  S,  Yamey,  Journal  of  L«w  and 
Economics,  April  1972.) 

Economic  observers  have  stated  that  predatory  pricing  is  an  inefficient  method  of 
attaining  monoply  power,  and  therefore  unlikely  to  occur.  In  fact,  there  is  a  dearth 
of  documented  examples.  Some  studies  have  concluded  that  predatory  pricing  was 
absent  even  in  a  number  of  instances  in  which  antitrust  remMies  were  suctvssfully 
pursued,'  For  this  reason,  many  l^al  and  economic  observers  have  concluded  that 
the  law  against  predatory  pricing  has  more  often  than  not  been  employed  in  a 
manner  which  was  anticompetitive,  namely,  it  was  used  to  protect  one  firm  from 

e  Cutting:  The  Standard  Oil  (NJ)  Caw.  Journal  of  Law  and 
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the  price  competition  of  another,  thereby  depriving  the  public  of  the  benelits  of 
enhanced  competition  and  (permanently)  lower  prices. 

Regulatory  constraint  on  pricing  transfers  t^i  the  firm  the  burden  of  proving  that 
its  prices  are  not  predatory.  The  predictable  result  is  that  price  competition  is 
inhibited  to  an  even  greater  extent  than  it  would  be  under  the  antitrust  laws. 
Regulation  retards  the  ability  of  firms,  especially  large  firms,  to  pass  on  to  consum' 
ers   the  advantages   of  their  cost-saving  economies  in   the   form  of  lower   prices. 

Neither  regulation  nor  litigation  provides  a  perfect  constraint  against  predatory 
pricing.  Given  evidence  that  antitrust  enforcement  already  errs  on  the  side  of  over- 
zealous  prosecution,  however,  tt  does  not  appear  that  the  public  is  served  well  by 
delegating  this  responsibility  to  r^ulatory  authorities. 
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Appendix  A 

The  Prtdnq  Problam  Ganaraltzad 

A  greatly  reduced  regulatory  role  In  nstlonal  telacommunlcaUons  policy 
will  permit  many  changes,  but  the  factor  of  moat  obvious  public  concern  is  the 
process  of  setting  prices  for  intercity  services.    To  the  caaual  observer,  this 
may  appear  to  be  a  simple  issue.    It  may  even  appear  to  place  the  telephone 
carriers  in  an  adversary  position  with  respect  to  the  public,  with  the  need  to 
balance  one's  interest  in  high  prices  against  another's  interest  In  low  prices. 

In  chapters  V.  and  VI.,  we  discuss  how  prices  might  be  determined  In 
some  nontradltlonal  way.    To  understand  what  is  proposed,  and  to  appreciate 
how  far  from  the  truth  is  the  simplistic  appearance  of  things.  It  will  be  helpful 
to  review  the  basic  pricing  dilemma  presented  by  a  switched  network. 

Figure  la  dapicts  four  locations.  A,  B,  C  and  D,  representing  individuals 
in  a  local  exchange  or  cities  desiring  intercity  communications.    Each  location 
requires  communications  services  with  the  remaining  three  locations. 

One  way  in  which  to  provide  the  desired  communtcatlons  channels  would 
be  to  construct  a  unique  connection  between  each  and  every  pair  of  locations. 
As  Illustrated  In  la,  such  a  network  would  require  six  communications  routea. 
If  each  route  had  an  annual  cost  of  $100,  the  total  annual  cost  of  the  system  would 


FlOURK     I     A 


Dig,, z.d  by  Google 


An  alternative  canmunlcations  system  would  provide  only  one  route  from 
each  location.    This  routs  would  terminate  In  a  switch  which  could  then  forward 
the  message,  or  connect  the  call,  to  the  desired  location.    As  Illustrated  In 
Figure  lb,  this  network  would  require  4  routes  or  circuits  and  a  central  switch. 
If  each  route  again  had  an  annual  cost  of  SlOO  and  the  switch  an  annual  cost  of 
$100,  the  total  cost  of  the  system  would  be  SSOO. 


TOTAL    COST 


The  preceding  exposition  identifies  the  economies  of  the  switched  telephone 
network.    This  result  is  probably  familiar  to  all  who  have  worked  in  the  telephone 
Industry.    The  real  difficulty  begins,  however,  when  we  attempt  to  price  the 
services  afforded  by  the  switched  network. 

Let  us  assume  that  each  location  originated  1.250  minutes  of  use  annually 
for  a  network  total  of  5,000  minutes.    One  simple  and  straight  forward  pricing 
rule  would  be  to  divide  cost  (revenue  requirements)  by  minutes  of  use  end 
thereby  determine  the  price  to  be  lOt  per  minute.    The  derived  revenues  would 
Just  match  total  cost. 
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Such  a  simple  approach  to  pricing  ia,  however,  naive,  and  la  Ukaly  not 
to  be  viable.    We  must  alao  consider  the  calling  patterns  and  habits  of  aach 
Individual  location.    Figure  Z  depicts  in  matrix  form  a  hypothetical  calling 
pattern  consistent  with  the  foregoing  aesumptkins. 


Individual   Callino    Patterns 


A 

B 

C 

D 

Ti9T*L 

A 

1.000 

125 

125 

1,250 

B 

1.000 

... 

125 

123 

1.250 

C 

125 

125 

1.000 

1.250 

D 

125 

125 

1.000 

1.2  SO 

TOTAL 

1.250 

1.250 

1.250 

1.250 

5,000 

Location  A  originates  1,000  minutes  to  B,  12S  minutes  to  C,  12S  mlnutas 
to  D,  and  so  forth.    Each  location  originates  and  teroilnates  1,2S0  minutes  annuall' 
for  a  network  total  of  S.OOO  minutes.    Calling  heblta  vary,  however,  from  location 
to  location. 

Note,  for  instance,  that  there  are  1,000  minutes  annually  from  A  to  B  and 
another  1,OOQ  minutes  from  B  to  A  ~  a  total  of  Z.OOO  minutes  between  these  two 
points.    At  lOC  per  minute,  the  annual  cost  would  be  S200.    A  direct  connection 
between  these  points  can  be  erected  for  only  $100,  however  —  a  per  minute  coat 
of  only  S<.    Similarly,  there  are  2.000  minutes  annually  between  C  and  D,  and 
similar  savings  to  be  afforded  by  a  direct  connection. 
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In  this  exiuDple,  a  uniform  price  of  lOt  p«r  minute  falls  to  make  viable 
the  rifldent  network  arrangement.    Because  calls  are  concentrated  along 
cartaln  routes,  there  will  be  economic  incentives  to  construct  additional  point- 
to-point  connections.    These  connections  Increase  the  network  cost  to  $700,  but 
afford  no  added  communications  capabilities.    The  connections  between  A  and 
B,  and  between  C  and  D,  merely  siphon  4,000  minutes  from  the  currently 
«xlsting  network.    There  Is  excess  capacity.    In  fact,  one  can  observe  that 
the  remaining  1,000  minutes  which  actually  use  the  switched  network  must  now 
be  priced  at  504  per  minute  In  order  to  recover  total  costs. 

This  over-aimplified  example  ignores  important  complicating  variations, 
but  It  iUustratea  accurately  the  nature  of  the  problem.    Clearly,  one  does  not 
wish  telephone  pricing  policy  to  Induce  excess  capacity.    What  are  the  alteriu- 
tlves? 

1.  Prices  along  heavily  utlUted  routes  can  be  set  relatively  low 

in  order  to  discourage  point-to-point  connections.    In  the  pre- 
ceding example,  a  price  of  St  per  minute  or  tower  would  eliminate 
the  incentive  to  build  private  lines  betweenA  and  B  (and  C  and 
D) .    The  remaining  routes  [A  to  C,  B  to  D,  etc.)  must  then  be 
charged  304  per  minute  (compared  to  SOi  above)  for  full  cost 
recovery. 

2.  A  surcharge  may  be  placed  upon  traffic  which  Is  diverted 
from  the  switched  network.    In  the  example,  a  surcharge  of  S4 
per  minute  on  point-to-point  traffic  would  discourage  direct 
connections  and  excess  capacity,  while  continuing  to  allow 
uniform  104  per  minute  rates. 

3.  Direct  reconnections  which  circumvent  the  switched  network 
may  simply  be  prohibited  by  fiat  or  legislation. 
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since  the  third  alternative  Is  Inconsistent  with  national  policy,   we  must 
confine  our  solutions  to  1.  and  2., or  combinations  of  them.    Only  the  first  can 
be  done  by  a  private  business  operating  In  a  free  market,  as  only  governments 
can  assess  surcharges.    Hence  the  prevalence  of  bulk  rates,  volume  discounts, 
and  [Dore  complex  but  similar  pricing  methods  In  many  busL 
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The  purposa  of  this  appandlx  la  to  Ulustrata  how  regionally  pooled  access 
and  availability  charges  might  be  distributed  among  local  telephone  operating 
companies.    It  may  be  helpful,  however,  to  begin  by  reviewing  how  the  revenues 
from  Intercity  services  would  flow  in  the  proposed  new  environment. 

Flow  of  Intercity  Revenues 

Figure  1  depicts  schematically  the  conceptual  flow  of  Intercity  revenues. 
Company  A,  a  local  telephone  operating  company,  bills  and  collects  full  charges 
for  an  intercity  traffic  which  originates  in  Its  exchanges.    At  the  end  of  each 
period.  Company  A  win  determine  the  total  access  and  availability  charges 
anrlbutable  to  traffic  originating  and  termlnBtlng  in  its  exchanges,  and  remit 
or  report  this  amount  to  a  regional  pool.    The  remaining  intercity  revenues  are 
contributed  to  a  national  pool  (or  pools.  If  the  billing  company  contracts  with 
competing  Intercity  carriers) .    The  revenues  in  this  national  pool  will  be  divided 
according  to  formulas  privately  negotiated  by  the  Intercity  carrier  and  Its  asso- 
ciated local  operating  companies.    Company  A  will  contract  to  be  reimbursed  for 
the  costs  of  billing  and  collection  as  wcOl  as  the  costs  of  any  Intercity  facilities 
which  it  owns.    The  funds  In  the  regional  pool  wia  be  divided  among  the  local 
operating  companies  In  that  region,   subsequent  to  negotiations  among  these  com- 
panies with  oversight  by  the  appropriate  state  commission.     Final  authority  may 
be  left  to  that  level,  or  taken  at  the  federal  level. 
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Distribution  of  Access  and  Availability  Charges 

The  obtectlve  of  this  section  Is  to  provide  a  simple  Illustrative  example  al 
how  the  pooled  access  and  availability  charges  might  be  distributed  as  revenues 
among  local  telephone  companies  within  a  region.     We  will  assume  that  the  A/A 
schedules  have  been  determined,   the  period  has  ended,  and  all  payments  Into 
the  pool  have  been  made  or  reported.     Specifically,  we  assume  thai  the  pool 
consists  of  %Z.  5    million  which  must  be  distributed  among  two  local  telephone 
companies,  A  and  B. 

Table  I  contains  hypothetical  data  for  these  two  companies:     the  total 
monthly  cost  of  local  plant   (Including  return  on  Invested  capital) ,   the  number 
of  mainstatlons   (nt.s.)   served,  and  the  monthly  cost  per  malnstation. 

Note  that  Company  A  Is  smaller  and  has  higher  per-maln- station  local  cost 
than  does  Company  B. 


COMPANY  TQTAL     COST/MO  MAIN     STATIONS  COST/M.S./MO 

A  St. 400,000  50.000  S28.00 

B  S4, 200.000  200,000  S21.00 

TOTAL  S5, 600.000  250.000  S2Z.40 
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We  discuss  below  four  alternative  ways  In  which  this  data  can  be  utlllied 
to  provide  a  scheme  for  distributing  the  pooled  revenues  between  A  and  B. 
(1)     The  access  and  availability  charg«  revenuss  may  be  apportionml  between 
A  and  B  according  to  their  r«8pecilv«  number  of  nalnstatlons.    As  reported 
In  Table  II,  this  would  result  In  a  contribution  to  both  companies  of  $10/m.s.. 
Implying  local  rates  of  SIS  and  SH  per  month.     Note  that  this  mathod  of  dis- 
tributing accasB  charge  rsvenuas  presarves  the  absolute  differential  betwaen  the 
companies'  local  rates. 


COMPANY       %   OF    MS.        A/A    BEVENUES  lA/AI/M.S.  LQCAt—RATES 

A  20%  S500.000  CIO  *ie 

B  eO%  S2.000.000  «IO  S11 


(Z)     A/A  revenues  could  he  apportioned  according  to  total  local  costs.     In  Table 
III  we  see  that  this  method  of  apportionment  yields  relatively  more  to  the  high 
cost  company  and  consequently  diminishes  the  local  rate  disparity. 


%  OF  TOTAL 

COMPANY  COST  A/A  ...REyEMU Eg  JAtAl^jS^  LOCAL    RATES 

A                          25%                      $    625.000  SI2.50                        SI5.SO 

B                          75%                      Sl.875.000  S    9.37                        SII.S3 
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(3)     Apportlonawnt  of  revenues  could  bo  based  upon  a  combination  of  main 
station  and  total  cost  data.     A  simple  method  would  be  to  average  the  per- 
centages calculated  in  the  previous  two  approaches.     This  method  -  the  results 
are  tabulated  In  Table  IV  -  has  the  advantage  of  reducing  local  rate  disparity 
while  simultaneously  passing  on  to  Company  B  some  of  the  advantages  of  Its 
relatively  greater  efficiency. 


COMPANY     AVERAGE    %      A/A    REVENUES 
A  22.5%  S562,500 

B  77.5%  Sl.937.500 


(4)     A/A  revenues  could  be  allocated  in  order  to  minimize  or  even  eliminate  local 
rate  disparity  within  the  region.     In  this  example,   local  rates  can  be  equalized  if 
A  Is  granted  SlS.SD/m.s.,   with  B  receiving  only  S8.6D/m.s.      (See  Table  V| .     This 
method  of  distribution,  however,  would  seriously  diminish  the  Incentive  of 
Individual  companies  to  pursue  cost  saving  efficiencies. 


COMPANY        A/A    REVENUES  lA/AIM.S.  LOCAL    RATES 

A  78O.OO0  SI5  60  S12.40 

B  1.720.000  S  S.«0  SI240 


The  menu  of  alternative  distributions  can  be  greatly  expanded  and 
embellished.     For  instance,  apportionment  might  be  based  upon  relative  use  In 
addition  to  or  Instead  of  the  malnstallon  or  total  cost  criteria.     We  believe,   however, 
that  relatively  simple  methods  of  apportionment  can  be  found  which  provide  support 
for  local   (universal)   service  and  which  withstand  reasonable  tests  of  equity  and 
fairness. 
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Senator  Holungs.  Our  next  panel  consists  of  Mr.  Larkin,  Mr. 
Knecht,  Mr.  Firestone  and  Mr.  Oettinger.  We  welcome  you  here. 
We  will  start  with  Mr.  Firestone. 

STATEMENTS  OF  EDWARD  P.  LARKIN,  NATIONAL  ASSOCIATION 

OF     REGULATORY     UTILITY     COMMISSIONERS:      LOUIS     B. 

KNECHT,       COMMUNICATIONS       WORKERS       OF       AMERICA; 

CHARLES    FIRESTONE,    UCLA;    AND    ANTHONY    OETTINGER, 

HARVARD  UNIVERSITY 

Mr,  Firestone.  Thank  you.  I  am  not  representing  UCLA  or  any 
State  agency.  I  do  thank  you  for  letting  me  address  the  committee 
on  this  issue. 

I  would  like  at  the  outset  to  applaud  S.  611  generally  as  the  best 
of  three  pending  approaches  to  the  area  of  the  communications 
common  carrier  amendment  to  the  act.  The  bill  calls  for  der^^a- 
tion  of  terminal  and  interexchange  telecommunications,  yet  it  is 
flexible  in  allowing  the  FCC  to  regulate  rates  and  services  of  do- 
mestic carriers  where  essential  to  protect  the  public  interest. 

I  think  that  flexibility  is  the  key.  For  as  we  all  know,  the 
technological  advances  are  so  rapid  that  the  only  certainty  in  this 
field  is  that  it  will  change.  Congress  best  role  is  to  establish,  or 
reestablish  the  goals,  the  general  scheme  of  regulation,  and  provide 
adequate  tools  for  that  scheme  to  be  effective. 

It  does  appear  that  competition  and  deregulation  of  carrier  inter- 
exchange and  terminal  markets  have  already  spurred  innovation, 
expanded  markets  and  consumer  choice,  and  should  continue  to  do 
so.  Whether  the  altered  scheme  of  the  bills  would  result  in  higher 
or  lower  local  basic  telephone  rates,  is  an  open  question.  I  do  not 
have  access  to  the  information  at  this  time  to  answer  that  question, 
although  I  suspect  that  home  subscriber  rates  will  increeise  sub- 
stantially over  a  period  of  time. 

In  my  search  I  found  only  two  economists  in  the  United  States 
who  really  understand  this  question  and  they  disagree. 

Senator  Holungs.  Who  are  they? 

Mr.  Firestone.  I  will  supply  them  later. 

My  point  in  testifying  here  today,  however,  is  not  to  repeat  the 
economic  debate  which  has  characterized  these  hearings  up  to  now. 
Rather  I  would  like  to  address  the  goals  of  the  law — goals  to  which 
competition  and  deregulation  are  simply  means  to  achieve — and  to 
suggest  additional  considerations. 

It  is  in  vogue  these  days  to  refer  to  the  marketplace.  If  market 
forces  can  be  freed  to  operate,  efficiency  will  result.  If  market 
forces  cannot  operate,  such  as  in  natural  monopolies,  then  regula- 
tion is  warranted.  Basically  I  agree  with  this.  My  problem  with 
these  bills  is  that  they  appear  to  recognize  only  the  economic 
marketplace.  They  are  not  specifically  designed  to  promote  the 
equally  important  marketplace  of  ideas  which  underlies  the  first 
amendment.  That  is  done  only  incidentally. 

In  communications  we  do  not  move  just  any  cargo  along  those 
electronic  highways  and  pipelines.  We  move  information,  whether 
in  the  form  of  pictures,  words,  sounds,  bits  or  electronic  pulses. 
This  is  information  which  will  eventually  enable  us  as  citizens  to 
express  ourselves,  to  search  for  truth,  to  vote,  to  dissent,  and 
otherwise  to  govern  ourselves. 
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The  cargo  distinguishes  communications  from  other  fields  of  law. 
The  first  amendment  sets  the  outside  parameters  on  Congress 
power.  But  it  can  also  provide  guidance  for  affirmative  policies. 

S.  611,  in  fact,  includes  as  a  new  goal  of  the  act,  encouraging 
diversity  of  ownership  and  control  of  telecommunications  media. 
This  appears  to  recognize  the  first  amendment  factor,  but  a  more 
direct  approach  is  preferable.  Congress  should  specifically  recognize 
the  marketplace  of  ideas  as  a  market  worth  protecting  and  promot- 
ing. 

Accordingly,  I  have  four  proposals  for  alterations  in  S.  611  to 
implement  these  concepts,  and  generally  to  encourage  a  greater 
ability  for  the  public  to  gain  access  to  diverse  information  in  the 
technologically  uncertain  future. 

First,  encourftging  the  marketplace  of  ideas  should  be  stated 
explicitly  in  the  list  of  goals  in  section  101  of  the  act. 

This  specificity  could  take  the  form  of  amending  the  diversity  of 
ownership  goal  to  "diversity  of  information  sources  £md  control  of 
telecommunications."  Or,  a  new  goal  to  "msiximize  the  public's 
first  amendment  interest  in  the  marketplace  of  ideas."  Or,  simply, 
"to  promote  first  amendment  values." 

Second,  reserve  spectrum  space  for  uses  by  the  nonprofit  sector 
of  the  economy. 

One  fear  is  that  in  the  allocation  of  the  private  sector  of  the 
spectrum,  the  corporations  designing  systems  for  large  corporations 
will  obtain  the  best  frequencies  and  perhaps  all  of  them.  I  there- 
fore propose  that  Congress  confer  on  the  FCC  the  authority  and 
duty  to  reserve  a  segment  of  each  spectrum  allocation  and  assign- 
ment for  noncommercial,  nonprofit  use.  In  this  way  we  could  con- 
tinue the  practice  of  reserving  educational  channels,  as  in  broad- 
CEisting,  or  governmental  and  educational  channels,  as  in  cable. 
Perhaps  in  the  future  we  will  see  new  public  forum  channels — 
electronic  parks — where  information  is  freely  transmitted  and  ac- 
cessible to  anyone. 

The  purpose  here  is  to  serve  the  first  amendment  interests  by 
allowing  greater  public  availability  or  accessibility  to  diverse  infor- 
mation. And  it  reserves  this  concept  throughout  the  unforeseen 
future  for  new  technologies  in  communications.  It  would  reserve 
space  even  where  demand  is  not  readily  apparent,  as  we  did  with 
noncommercial  television  and  radio. 

In  the  long  run,  entities  should  evolve,  such  as  the  Telecommuni- 
cations Cooperative  Network,  which  will  serve  nonprofit  organiza- 
tions, including  even  governmental  entities.  The  hope  is  that  new 
information  sources  will  enter  the  marketplace  and  aid  us  all  in 
arriving  at  our  individual  and  collective  choices.  It  would  apply 
first  amendment  theory  to  the  effective  media  of  communications, 
the  electronic  media.  It  would  also  aid  the  significant  nonprofit 
sector  of  our  economy  in  participating  in  our  national  communica- 
tions resources. 

This  concept  might  see  private  corporations  utilizing  these  public 
frequencies  to  serve  noncommercial  nonprofit  organizations  for  a 
relatively  small  management  fee.  We  might  see  futuristic  analogies 
to  the  Western  Union-Corporation  for  Public  Broadcasting  arrange- 
ment, Eilthough  I  would  hope  on  better  terms  to  the  educational  or 
nonprofit  institution. 
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We  would  reserve  public  frequencies  for  direct  broadcast  satel- 
lites, data  services,  and  any  other  new  technological  uses  devised. 
In  fact,  the  availability  of  these  frequencies  to  nonprofits  might 
even  spur  further  innovation. 

Third,  allow  the  FCC  and  States  to  establish  special  classifica- 
tions which  favor  specified  uses  of  the  electronic  media. 

In  section  396  of  the  present  act,  Congress  authorized  the  FCC  to 
allow  for  free  or  reduced  rates  for  interconnection  of  public  broad- 
casting stations  by  communications  common  carriers.  Furthermore, 
as  Judge  Malcolm  Wilkey  of  the  U.S.  Court  of  Appeals  for  the 
District  of  Columbia  Circuit  observed  with  respect  to  communica- 
tions common  carriers,  prices  in  favor  of  noncommercifd  public, 
educational  and  governmental  users  presents  no  obstacle  to  the 
conclusion  that  a  common  carrier  activity  is  involved. 

Thus  I  am  proposing  that  governments  be  given  the  authority  to 
establish  classifications  for  such  preferred  pricing. 

This  could   be  implemented   by  a  section  in  the   act  such  as: 

Nothing  in  this  act  is  intended  to  prevent  Federal,  State  or  local 
governments  from  establishing  reasonable  classes  of  noncommer- 
cial users  or  uses  for  which  certain  carriers  would  be  obligated  to 
provide  services  at  reduced  or  no  cost. 

This  could  also  resolve  any  legislative  problems  created  by  the 
recent,  ill-considered  Midwest  Video  decision  in  the  Supreme  Court 
last  month. 

While  this  authority  need  not  be  utilized  by  the  Commission  or 
the  States,  as  the  case  may  be,  it  would  if  used  allow  for  nonprofits' 
access  to  certain  telecommunications  services,  or  on  the  local  level, 
for  local  access  channels.  This  proposal  complements  the  reserva- 
tion of  frequency  space  suggestion  by  reaching  the  semie  people  but 
with  existing,  proHt  maximizing  corporations.  I  would  urge  that 
both  approaches  be  adopted. 

Fourth:  Preference  for  common  carrier  usage  of  the  spectrum. 

In  the  House  bill,  H.R.  3333,  Congress  would  set  forth  certain 
priorities  in  allocating  spectrum  space.  S.  611  establishes  a  commis- 
sion to  study  the  uses  of  the  spectrum  and  to  recommend  allocation 
procedures  and  policies  to  Congress  for  the  future. 

I  would  suggest,  at  the  least,  that  a  priority  or  presuniption  for 
common  carrier— carrier  II — usage  be  a  subject  of  the  Spectrum 
Commission's  concern,  and  at  best  that  an  immediate  statutory 
requirement  be  inserted  to  that  effect.  The  FCC  would  then  have  to 
reasonably  explain  why  and  how  the  public  interest  would  be 
served  by  allocations  for  noncommon  carrier  usage. 

Another  alternative  here  would  be  to  drastically  reduce  spec- 
trum usfige  fees  for  carrier  II  usage,  since  this  would  encourage 
greater  use  of  the  spectrum  by  more  people,  and  since  such  costs 
are  directly  passed  on  to  the  public  £myway.  Along  these  lines,  I 
would  allow  percentage  reductions  of  spectrum  fees  for  the  equiva- 
lent percent^e  of  the  channel  used  for  common  carritige. 

For  example,  if  a  broadcast  allowed  10  percent  common  carriage 
on  its  frequency,  the  spectrum  usage  fee  might  be  reduced  10 
percent.  This  gives  the  broadcaster  a  financial  incentive  to  provide 
public  access.  This  is  important  because  under  the  existing  scheme, 
the  Government  most  severely  restricts  the  public  from  using 
broadcMting— the  most  effective  medium  of  speech— for  Bpee<m 
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Eurposes.  Greater  public  access  to  those  frequencies,  along  some 
ind  of  common  carriage  concept,  is  sorely  needed  in  the  new  law. 

Accordingly,  I  would  urge  that  in  defining  telecommunications 
carriers.  Congress  specify  that  the  exclusion  of  broadcasters  from 
that  category  not  be  intended  to  defeat  governmental  regulations 
which  are  designed  to  foster  public  access  over  those  frequencies  at 
least  where  such  access  is  not  contingent  on  the  content  of  pro- 
graming otherwise  being  broadcast. 

In  sum,  I  have  tried  here  to  suggest  revisions  of  S.  611  which 
rect^nize  and  apply  in  the  law  the  concept  of  fostering  a  market- 
place of  ideas  as  well  as  an  economic  marketplace  in  the  communi- 
cations/information sectors  of  our  economy. 

Other  general  goals  which  the  subcommittee  should  consider  in 
its  overview  of  a  communications  law  are,  first,  equality  of  opportu- 
nity for  all  citizens,  and  second,  protection  of  [>ersonal  privacy. 
While  we  have  other  laws,  and  more  are  presently  under  considera- 
tion in  these  areas,  I  would  urge  that  these  basic  elements  of  our 
legal  system  be  restated  or  somehow  contained  in  the  present 
legislation. 

As  I  stated  earlier,  I  do  not  pretend  or  intend  to  offer  economic 
testimony.  However,  my  experience  in  the  broadceisting,  cable,  and 
common  carrier  fields  does  suggest  to  me  a  few  additional  points  on 
some  of  the  major  concepts  here  at  issue. 

Perhaps  the  largest  consequence  of  the  bills  would  be  in  new 
section  229  which  in  essence  allows  the  Commission  to  lift  the  1956 
A.T.  &  T.  consent  order  which  bars  A.T.  &  T.  entry  into  nonregu- 
lated  industries.  The  fear,  of  course,  is  that  the  Bell  System  would 
cross-subsidize  from  its  monopoly  to  its  competitive  services  or 
products. 

The  solution  in  S.  611  is  to  require  separate  subsidiaries  in 
virtually  every  area  where  cross-subsidization  of  a  nonregulated 
service  might  occur.  I  would  support  this  structural  approach  as 
consistent  with  prior  case  precedent  and  as  most  protective  of  the 
public  interest  short  of  complete  divestiture  to  noncommon  share- 
holders. 

This  approach  was  followed  in  the  first  computer  inquiry,  about 
which  I  am  sure  you  have  heard  from  other  witnesses.  Further- 
more, the  structur£il  approach  has  been  employed  in  the  broadcast 
and  cable  ownership  field. 

That  is,  to  continue  the  previous  analogy  of  the  marketplace  of 
ideas,  where  cross-subsidization  of  ideas  was  undesirable,  the  Com- 
mission has  chosen  separate  ownership  rather  than  more  behavior- 
al type  regulation.  Thus,  the  FCC  required  divestiture  of  broadcast 
networks  where  more  than  one  under  common  ownership  served  a 
given  community. 

Similarly,  one  entity  cannot  own  more  than  one  TV,  one  AM,  or 
one  FM  station  in  a  given  market,  even  if  under  separated  editorial 
stafTs  or  accounts. 

Finally,  in  the  prospective  ban  on  newspaper  broadcast  cross- 
ownerships  affirmed  last  year  by  the  Supreme  Court,  the  FCC  bars 
common  ownership  rather  than  eissure  separate  accounting  in  eco- 
nomic or  journalistic  terms. 

The  bases  for  this  approach  vary.  But  one  ground  particularly 
applicable  to  your  consideration  of  the  separate  subsidiary  issue 
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would  be  to  prevent  the  potential  for  abuse.  The  Government  may 
act  without  awaiting  the  feared  result. 

The  potential  for  abuse,  as  well  as  the  severity  of  the  conse- 
quence if  abuse  occurs,  should  be  weighed  heavily  in  selecting  your 
remedy.  Even  with  the  improved  legal  machinery  provided,  the 
Government  will  have  great  dif^culty  in  detecting  cross-subsidiza- 
tions and  remedying  them  in  time.  Therefore,  I  support,  at  the 
least,  the  subsidiary  concept. 

Further,  the  subcommittee  should  assure  that  telecommunica- 
tions carriers  separate  mass  media  programing  functions  from  tele- 
communications transmission  services.  In  that  way,  there  is  no 
built-in  incentive  for  the  carrier  to  minimize  the  transmission  of 
others'  programing  in  order  to  maximize  audiences  for  its  own 
programing  for  which  it  would  profit  in  one  way  or  another. 

The  Cabinet  Committee  on  Cable  Communications'  Report  to  the 
President  in  1974  listed  this  as  its  top  policy  recommendation, 
suggesting  that  it  be  implemented  by  barring  any  common  owner- 
ship or  control.  It  is  also  consistent  with  the  Paramount  Pictures 
case  which  required  divestiture  of  certain  production  and  exhibi- 
tion functions  in  the  movie  industry.  Again,  we  should  not  await 
the  feared  result.  A  structural  approach  now  will  avoid  behavioiBl 
problems  later. 

Mr.  Chairman,  obviously  it  is  very  difficult  for  representatives  of 
the  public  to  amass  the  information  and  to  prepare  full  testimony 
under  the  rapid  schedule  contemplated  for  these  hearings. 

Furthermore,  deregulation  and  innovation  in  telecommunica- 
tions are  proceeding  apace  without  any  legislative  changes.  There 
is  no  national  emergency;  we  have  the  luxury  of  time  to  consider 
these  very  important  issues.  With  legislation  that  is  so  important 
to  us  all,  I  would  urge  you  to  consider  expanding  the  hearings  to 
include  the  views  of  more  public  representatives  on  each  of  the 
major  provisions. 

Further,  I  hope  you  will  allow  me  to  submit  a  more  detailed 
analysis  of  the  legislation  at  a  later  time. 

That  concludes  my  introductory  remarks.  Again,  thank  you  for 
inviting  me  to  testify. 

Thank  you. 

[The  statement  follows:] 


Mr.  Chairman,  thank  you  for  giving  me  this  opportunity  today  to  address  the  very 
important  domestic  telecommunications  carrier  espects  of  the  pending  legislation  to 
revise  the  Communications  Act  of  1934.  At  the  outset  I  would  applaud  S.  611 
generaly  as  the  best  of  the  three  approaches  to  the  communications  common  carrier 
section  of  the  Act,  The  bill  calls  for  deregulation  of  terminal  and  interexchange 
telecommunications,  yet  is  flexible  in  allowing  the  Federal  Communications  Com- 
mission to  regulate  rates  and  services  of  domestic  carriers  where  essential  to  protect 
the  public  interest,  (New  g  204(cl,] 

This  flexibility  is  key.  For  as  we  all  know,  the  t«chnologicBl  advances  are  so  rapid 
that  the  only  certainty  in  this  field  is  that  it  will  change.  Congress'  best  role  is  to 
establish,  or  reestablish  the  goals,  the  general  scheme  of  regulation,  and  provide 
adequate  tools  for  that  scheme  to  be  effective. 

irily  reflect  the  views  or  position  of  Ihe  Univeisi- 
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In  Title  II  you  have  taken  a  fair,  but  somewhat  cumbersome  law,  streamlined  the 
scheme  and  retained  the  laudable  goals  of  the  Act:  "making  available,  so  far  as 
poaaible,  to  all  the  people  of  the  United  States,  rapid,  efficient,  nationwide  and 
worldwide    telecommunications    services    with    adequate    facilitleB    at    reasonable 

The  major  legal  alterations  of  Title  11  of  S.  611  are: 

(1)  it  establishes  a  new,   more  rational  boundary  for  federal-state  jurisdiction; 

(2)  it  requires  the  FCC  to  refrain  from  regulation  where  competition  satisfies 
governmental  objectives  unless  essential  to  the  public  interest; 

(3)  it  lifts  the  restrictions  of  the  1956  A.T.  &  T.  consent  decree  to  allow  Bell  to 
enter  unregulated  markets; 

"i  attempts  to  prevent 
i-carrier  activities— a  e     , 
t  strengthens  the  FCC  tools  to  regulate  telecommunications  carriers;  and 

(6)  it  allows  the  State  or  local  governments  to  regulate  local  monopoly  carriers, 
including  cable  television  systems. 

It  does  appear  that  competition  and  deregulation  of  carrier  intereitchange  and 
terminal  markets  have  already  spurred  innovation,  expanded  markets  and  consum- 
er choice,  and  should  continue  to  do  so.  Whether  the  altered  scheme  of  the  bills 
would  result  in  higher  or  lower  local  basic  telephone  rates  is  an  open  question.  1  do 
not  have  access  to  the  information  at  this  time  to  answer  that  question,  although  I 
suspect  that  home  subscriber  rates  will  increase  substantially  over  a  period  of  time. 

I  would  urge,  nevertheless,  that  the  Subcommittee  include  "affordable"  as  one  of 
its  goals  for  telecommunications  services,  and  amend  Sections  101,  201,  204(d)  and 
any  other  appropriate  sections  of  the  new  law  accordingly.  That  Is,  whether  or  not 
rates  are  reasonable,  the  government  should  strive,  es  part  of  the  universal  service 
concept,  to  make  telecommunications  services  affordable  to  all.  I  think  the  bill 
intends  that,  as  evidenced  by  the  findings  in  Section  201<aX8), 

My  point  in  testifying  here  today,  however,  is  not  to  repeat  the  economic  debate 
which  has  characterized  these  hearings  up  to  now.  Rather  I  would  like  to  address 
the  goals  of  the  law— goals  to  which  competition  and  deregulation  are  simply  meaiw 


A.  The  marketplace  of  ideas 

It  is  in  vogue  these  days  to  refer  to  the  marketplace.  If  market  forces  can  be  freed 
to  operate,  efficiency  will  result.  If  market  forces  cannot  operate,  such  as  in  natural 
monopolies,  then  regulation  is  warranted.  Basically  1  agree  with  this.  My  problem 
with  these  bills  is  that  they  appear  to  recognize  only  the  economic  marketplace. 
They  are  not  specifically  designed  to  promote  the  equally  important  marketplace  of 
ideas  which  underlies  the  First  Amendment.  That  is  done  only  incidentally. 

In  communications  we  do  not  move  just  any  cargo  along  those  electronic  high- 
ways and  pipelines.  We  move  information,  whether  in  the  form  of  pictures,  words, 
sounds,  bits  or  electronic  pulses.  This  is  information  which  will  eventually  enable  us 
as  citizens  to  express  ourselves,  to  search  for  truth,  to  vote,  to  dissent,  and  otherwise 
to  govern  ourselves. 

The  cargo  distinguishes  communications  from  other  fields  of  law.  The  First 
Amendment  sets  the  outside  parameters  on  Congress'  power.  But  it  can  also  provide 
guidance  for  affirmative  policies.  The  FCC,  for  example,  has  premised  its  broadcast 
ownership  restrictions  on  both  antitrust  and  First  Amendment  grounds  to  foster  a 
diversity  of  information  sources. 

As  a  unanimous  Supreme  Court  held  ten  years  ago,  the  public's  right  to  diverse 
information  is  the  paramount  First  Amendment  consideration.'  As  Judge  Learned 
Hand  once  characterized  the  marketplace  of  ideas  theory,  "To  some  it  is  and  will 
always  be  folly;  but  upon  it  we  have  staked  our  all." ' 

S.  611,  in  fact,  includes  es  a  new  goal  of  the  Act.  "encouraging  diversity  of 
ownership  and  control  of  telecommunications  media."  This  appears  to  recognize  the 
First  Amendment  factor,  but  a  more  direct  approach  is  preferable.  Congress  should 
specifically  recognize  the  marketplace  of  ideas  as  a  market  worth  protecting  and 
promoting. 

According! 
oncepts,  an'    „  ,  „       „ 

o  diverse  information  in  the  technologically  uncertain  future. 

•  fled  Lion  Bmadauling  Corp.  v.  FCC.  395  U.S.  367,  389-90  (19691. 

'Auocialed  Prtn  v.  United  Slala.  52  F.  Supp.  362  (S.D.N.Y.  1943),  afTd.  326  U.S.  1  (1946). 
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ill  Encouraging  the  marketplace  of  ideas  should  be  slated  explicitly  in  the  list  of 
goals  in  sec.  101  of  the  act 

This  apecificit^  could  take  the  form  of  amending  the  diversity  of  ownership  gon) 
to  "diversity  of  information  sources  and  control  of  telecommunications."  Or,  a  new 
^oal  to  "maximize  the  public's  First  Amendment  interest  in  the  marketplace  of 
ideas."  Or.  simply,  "to  promote  First  Amendment  values," 
l2t  Reserve  spectrum  space  for  uses  by  llie  nonprofit  sector  of  the  economy 

One  fear  is  that  in  the  allocation  of  the  private  sector  of  the  spectrum,  corpora- 
tions designing  systems  for  large  corporations  will  obtain  the  best  frequencies  and 
perhaps  all  of  tnem,  I  therefore  propose  that  Congress  confer  on  the  FCC  the 
authority  and  duty  to  reserve  a  segment  of  each  spectrum  allocation  and  ami^- 
ment  for  noncommercial,  nonprofit  use.  In  this  way  we  could  continue  the  pracbce 
of  reserving  educational  channels,  as  in  broadcastmg,  or  governmental  and  educa- 
tional channels,  as  in  cable.  Perhaps  in  the  future  we  will  see  new  public  forum 
channels- — electronic  parks^where  information  is  freely  transmitted  and  accessible 
to  anyone. 

The  purpose  here  is  to  serve  First  Amendment  interests  by  allowing  greater 
public  availability  or  accessibility  to  diverse  information.  And  it  reserves  this  con- 
cept throughout  the  unforeseen  future  for  new  technologies  in  communications.  It 
would  reserve  space  even  where  demand  is  not  readily  apparent,  as  we  did  with 
noncommercial  television  and  radio. 

In  the  long  run  entities  should  evolve,  such  as  the  Telecommunications  Coopera- 
tive Network,  which  will  serve  nonprofit  organiiations,  including  even  governmen- 
tal entities.  The  hope  is  that  new  information  sources  will  enter  the  marketplace 
and  aid  us  all  in  arriving  at  our  individual  and  collective  choices.  It  would  apply 
First  Amendment  theoir  to  the  effective  media  of  communications,  the  electronic 
media.  It  would  also  aid  the  significant  nonprolit  sector  of  our  economy  in  partici- 
pating in  our  national  communications  resources. 

This  concept  mi^ht  see  private  corporations  utilizing  these  public  frequencies  to 
serve  noncommercial  nonprofit  organizations  for  a  relatively  small  management  fee. 
We  might  see  futuristic  analogies  to  the  Western  Union-Corporation  for  Public 
Broadcasting  arrangement,  although  I  would  hope  on  better  terms  to  the  education- 
al or  nonprofit  institution.  We  would  reserve  public  frequencies  for  direct  broadcast 
satellites,  data  services,  and  any  other  new  technological  uses  devised.  In  fact  the 
availability  of  these  frequencies  to  nonprofits  might  even  spur  further  innovation. 
(Jl  Allow  the  FCC  and  States  to  establish  special  classifications  which  favor  specified 
uses  of  the  electronic  media 

In  Section  396  of  the  present  Act.  Congress  authorized  the  FCC  to  allow  for  free 
or  reduced  rates  for  interconnection  of  public  broadcasting  stations  by  communica- 
tions common  carriers.  Furthermore,  as  Judge  Malcolm  Wilkey  of  the  United  States 
Court  of  Appeals  for  the  District  of  Columbia  Circuit  observed  with  respect  to 
communications  common  carriers,  prices  in  favor  of  noncommercial  public,  educa- 
tional and  governmental  users  presents  no  obstacle  to  the  conclusion  that  a  common 
carrier  activity  is  involved.  Thus  I  am  proposing  that  governments  be  given  the 
authority  to  establish  classifications  for  such  preferred  pricing. 

This  could  be  Implemented  by  a  section  in  the  Act  such  as:  Nothing  in  this  Act  is 
intended  to  prevent  Federal,  State  or  local  governments  from  establishing  reason- 
able classes  of  noncommercial  users  or  uses  for  which  certain  carriers  would  be 
obligated  to  provide  services  at  reduced  or  no  cost. 

This  could  also  resolve  any  legislative  problems  created  by  the  recent,  ill-consid- 
ered Midwest  Video  decision  in  the  Supreme  Court  last  month.' 

While  this  authority  need  not  be  utilized  by  the  Commission  or  the  States,  as  the 
case  may  be.  it  would  if  used  allow  for  nonprofits'  access  to  certain  telecommunica- 
tions services,  or  on  the  local  level,  for  local  access  channels.  This  proposal  comple- 
ments the  reservation  of  frequency  space  suggestion  by  reaching  the  same  people 
but  with  existing,  profit  maximizing  corporations.  1  would  urge  that  both  ap- 
proaches be  adopted. 
I4)  Preference  for  common  carrier  usage  of  the  spectrum 

In  the  House  bill.  HR  3333.  Congress  would  set  forth  certain  priorities  in  allocat- 
ing spectrum  space.  S.  611  establishes  a  commission  to  stuay  the  uses  of  the 
spectrum  and  to  recommend  allocation  procedures  and  policies  to  Congress  for  the 

I  would  suggest,  at  the  least,  that  a  priority  or  presumption  for  common  carrier 
(Carrier  III  usage  be  a  subject  of  the  Spectrum  Commission's  concern,  and  at  best 

•  United  Slairs  v.  MidumI  Video  Corp..  S.  Ct.  No.  77-1575  (Slip  Op.  Apr.  2.  19791. 
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that  an  immediate  statutory  requirement  be  inserted  to  that  effect.  The  FtX!  would 
then  have  to  reasonably  explain  why  and  how  the  public  interest  would  be  served 
by  allocations  for  non  common  carrier  usafe.* 

Another  alternative  here  would  be  to  drastically  reduce  spectrum  usage  fees  for 
Carrier  II  usage,  since  this  would  encourage  greater  use  of  the  spectrum  by  more 
people,  and  since  such  costs  are  directly  passed  on  to  the  public  ansnway.  Along 
these  lines.  I  would  allow  percentage  reductions  of  spectrum  fees  for  the  equivalent 
percentage  of  the  channel  used  for  common  carriage. 

For  example,  if  a  broadcaster  allowed  10  percent  common  carriage  on  Its  frequen- 
cy, the  spectrum  usage  fee  might  be  reduced  10  percent.  This  gives  the  broadcaster 
a  Onancial  incentive  to  provide  public  access.  This  is  important  because  under  the 
existing  scheme,  the  Government  most  severely  restricts  the  public  from  using 
broadcasting— the  most  effective  medium  of  speech — for  speech  purposes.  Greater 
public  access  to  those  frequencies,  along  some  kind  of  common  carriage  concept,  is 
sorely  needed  in  the  new  law. 

Accordingly,  I  would  urge  that  in  defining  telecommunications  carriers.  Congress 
specify  that  the  exclusion  of  broadcasters  from  that  cat^ory  not  be  intended  to 
defeat  governmental  regulations  which  are  designed  to  foster  public  access  over 
those  frequencies  at  least  where  such  access  is  not  contingent  on  the  content  of 
programming  otherwise  being  broadcast. 

In  sum  I  have  tried  here  to  suggest  revisions  of  S.  611  which  recognize  and  apply 
in  the  law  the  concept  of  fostering  a  marketplace  of  ideas  as  well  as  an 
marketplace  in  the  communications /information  sectors  of  our  economy. 
B.  Other  goals 

Other  genera]  goals  which  the  Subcommittee  should  consider  in  ita 
communications  Taw  are  (1)  equalitv  of  opportunity  for  all  citizens,  and  (2)  protec- 
tion of  personal  privacy.  While  we  nave  other  laws,  and  more  are  presently  under 
consideration  in  these  areas,  1  would  urge  that  these  basic  elements  of  our  legal 
system  be  restated  or  somehow  contained  in  the  present  legislation. 
It.  CROS&SUBSIDIZATION 

As  I  stated  earlier,  I  do  not  pretend  or  intend  to  offer  economic  testimony. 
However,  my  experience  in  the  broadcasting,  cable  and  common  carrier  fields  does 
suggest  to  me  a  few  additional  points  on  some  of  the  major  concepts  here  at  issue. 

Perhaps  the  largest  conse<}uence  of  the  bills  would  be  in  new  Section  229  which  in 
essence  allows  the  Commission  to  lift  the  1956  A.T.  &  T.  consent  order  which  bars 
A.T.  &  T.  entry  into  nonregulatcd  industries.  The  fear,  of  course,  is  that  the  Bell 
System  would  croes-sutisidize  from  its  monopoly  to  its  competitive  services  or  prod- 

The  solution  in  S,  611  is  to  require  separate  subsidiaries  in  virtually  every  area 
where  cross-subsidization  of  a  nonregulated  service  might  occur.  I  would  support 
this  structural  approach  as  consistent  with  prior  case  precedent  and  as  most  protec- 
tive of  the  public  interest  short  of  complete  divestiture  to  non-common  share- 
holders. 

This  approach  was  followed  in  the  first  computer  inquiry,*  about  which  I  am  sure 
you  have  heard  from  other  witnesses.  Furthermore,  the  structural  approach  has 
been  employed  in  the  broadcast  and  cable  ownership  field. 

That  is.  to  continue  the  previous  analogy  of  the  marketplace  of  ideas,  where  croas- 
subsidization  of  ideas  was  undesirable,  the  Commission  has  chosen  separate  owner- 
ship rather  than  more  behavioral  type  regulation.  Thus,  the  FCC  required  divesti- 
ture of  broadcast  networks  where  more  than  one  under  common  ownership  served  a 
given  community.'  Similarly,  one  entity  cannot  own  more  than  one  TV,  one  AM  or 
one  FM  station  in  a  given  market,  even  if  under  separated  editorial  staffs  or 
accounts.  Finally,  in  the  prospective  ban  on  newspaper  broadcast  cross-ownerships, 
affirmed  last  year  by  the  Supreme  Court,  the  FCC  bars  common  ownership  rather 
than  assure  separate  accounting  in  economic  or  journalistic  terms. 

The  bases  for  this  approach  vary.  But  one  ground  uarticularly  applicable  to  your 
consideration  of  the  separate  subsidiary  issue  would  be  to  prevent  the  potential  for 
abuse.  The  government  may  act  without  awaiting  the  feared  result.  The  potential 
for  abuse,  as  well  as  the  severity  of  the  consequence  if  abuse  occurs,  should  be 
weighed  heavily  in  selecting  vour  remedy.  Even  with  the  improved  legal  machinery 
provided,  the  government  will  have  great  difficulty  in  delecting  cross-subsidizations 

•  Here  I  would  resort  W  prior  definition  of  common  carnage  under  NARUC  v.  FCC.  533  F,  2d 
601,  608-09  (D.C.Cir,  1976), 
■  GTE  Service  Corp.  v.  FCC.  474  F.  2d  724,  731-32  t2d  Cir,  19731, 
'  ThU  still  exists  lor  television  but  has  beien  lilted  for  radio  netvorka. 
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and  remedying  them  in  time.  Therefore  1  support,  at  the  least,  the  subeidiary 

concept. 

Further,  the  Subcommittee  should  assure  that  telecommunications  carriers  sepa- 
rate mass  media  programming  functions  from  telecommunications  transmission 
services.  In  that  way,  there  is  no  built-in  incentive  for  the  carrier  to  minimize  the 
transmission  of  others'  programming  in  order  to  maximize  audiences  for  its  own 
prMramming  for  which  it  would  profit  in  one  way  or  another. 

The  Cabinet  Committee  on  Cable  Communications'  Report  to  the  President  in 
1974  hsted  this  as  its  top  policy  recommendation,  suggesting  that  it  be  implemented 
by  barring  any  common  ownership  or  control.  It  is  also  consistent  with  the  Para- 
mount Pictures  case '  which  required  divestiture  of  certain  production  and  exhibi- 
tion functions  in  the  movie  industry.  Again,  we  should  not  await  the  feared  result. 
A  structural  approach  now  will  avoid  behavioral  problems  later. 

Mr.  Chairman,  obviously  it  is  very  difficult  for  representatives  of  the  public  to 
amass  the  information  and  to  prepare  full  testimony  under  the  rapid  schedule 
contemplated  for  these  hearings.  Furthermore,  deregulation  and  innovation  in  tele- 
communications are  proceeding  apace  without  any  legislative  changes.  There  is  no 
national  emergency;  we  have  the  luxury  of  time  to  consider  these  very  important 
issues.  With  legislation  that  is  so  important  to  us  all,  I  would  urge  you  to  consider 
expanding  the  hearings  to  include  the  views  of  more  public  representatives  on  eadi 
of  the  major  provisions.  Further,  I  hope  you  will  allow  me  to  submit  a  more  detailed 
analysis  of  the  legislation  at  a  later  time. 

That  concludes  my  introductory  remarks.  Again,  thank  you  for  invitiTig  me  io 
testify. 

Senator  Hollings.  Thank  you. 

Mr.  Lark  in. 

Mr.  Larkin.  Senator  Hollings,  Senator  Goldwater,  Senator 
Cannon,  members  of  the  staff,  we  are  delighted  to  be  here  to  offer 
our  comments  to  your  honorable  committee. 

I  would  like  to  say  parenthetically.  Senator  Goldwater,  that  we 
have  a  large  pool  of  ex[>ertise  in  NARUC  that  is  at  your  disposal. 

We  don't  find  the  size  of  A.T.  &  T.  too  overwhelming  for  us.  We 
have  lived  with  it  for  many  years.  Indeed,  the  rather  fine  system 
that  exists  today  exists  mostly  because  we  have  not  been  over- 
whelmed by  A.T.  &  T.  regulators  have  met  them  at  the  barriers 
and  met  them  at  the  borders.  We  think  that  if  you  have  need  of 
assistance,  we  would  be  delighted  to  provide  our  very  large  pool  of 
expertise  to  work  with  you  and  for  you. 

We  in  NARUC  applaud  this  honorable  committee  if  for  no  other 
reason  than  for  the  tremendous  amount  of  work  it  has  done  to  try 
and  embrace  an  almost-unembraceable  subject. 

I  have  been  20  years  in  regulation  and  I  probably  couldn't  talk 
with  such  authority  if  I  fully  understood  these  bills. 

I  have  found  as  a  regulator  when  I  am  al^olutely  sure  of  my 
position,  I  am  probably  wrong. 

I  don't  mean  that  to  be  humorous  because  r^ulation  is  a  very 
difficult  field  of  endeavor. 

I  can  tell  you  that  I  learn  something  new  almost  every  moment 
of  the  day;  perish  the  day  I  don't.  The  resolution  of  this  controver- 
sy— and  that  is  what  it  is,  because  we  had  a  perfectly  good  system 
before  somebody  decided  it  had  to  be  changed.  The  changes  have 
been  taking  place  over  the  past  10  years  by  accumulation:  Some- 
body wanted  a  recipe  for  chop  suey  and  viss  told  there  wasn't  a 
recipe. 

It  accumulated.  That  is  probably  what  has  been  happening.  The 
changes  have  been  accumulating  and  we  are  delighted  that  you  are 
addressing  the  situation.  At  least  now  we  are  able  to  address  our 

■  Umted  States  v.  Paramount  Picture,.  33J  VS.  131  (1948). 
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concerns  to  you.  And  we  have  real  concerns.  We  have  a  real 
concern  that  the  proposed  legislation  makes  mtgor  alterations  to  a 
fine  old  building  that  may  only  be  in  need  of  minor  repairs. 

We  recognize  the  advent  of  the  computer  world.  We  recognize 
the  need  for  information  transmission.  We  recognize  the  existing 
system  doesn't  fully  address  these  needs. 

Gentlemen,  the  existing  system  is  capable  of  addressing  those 
needs.  It's  a  good  system.  It  works  very  hard,  and  it  has  been 
effective. 

I  can  assure  you  from  my  own  personal  experience — I  have  trav- 
eled over  the  world  at  my  own  expense  to  visit  other  systems — 
what  we  have  here  in  this  country  is  rather  remarkable. 

The  French  people  almost  called  me  a  liar  when  I  told  them  of 
the  facility  we  have  for  making  calls.  They  said  it  was  incredible. 
Well,  it  is  incredible.  They  could  not  conceive  we  could  make  a  call 
from  New  York  to  California  by  way  of  Dallas,  Tex.,  or  by  way  of  a 
point  in  Maine  or  a  dozen  other  ways  of  making  the  call. 

We  have  an  incredible  system,  gentlemen.  But  it's  a  system.  It's 
not  a  series  of  disparate  entities  that  may  be  considered  separately. 

It's  a  system,  gentlemen,  and  any  time  that  you  interpose  any 
kind  of  diversity  into  an  organization  or  into  a  system,  you  are 
inevitably  going  to  get  dislocations  and  disequilibrium. 

The  proposed  legislation  seeks  not  only  to  real^  the  industry 
structure  but  to  redefine  regulatory  jurisdictions  between  the 
states  and  the  federal  authority. 

Let  me  say  that  we  yield  to  no  one  in  our  respect  and  our  belief 
that  it  is  you  who  should  set  national  policy.  You  should  make  the 
determinations. 

But  in  carrying  out  those  determinations,  we  feel  that  if  you 
define  the  manner  in  which  those  determinations  are  to  be  imple- 
mented too  closely,  the  implementation  will  be  extremely  difficult. 

As  I  said  before,  and  while  it  may  have  been  humorous,  it  v/aa 
serious,  too,  the  system  is  extremely  complicated.  Just  let  me  sug- 
gest one  little  complication  in  one  of  the  bills.  If  it  becomes  law,  we 
will  have  a  toll  call  from  one  side  of  the  street  to  the  other.  This 
will  be  hard  to  explain  back  home. 

This  is  only  one  of  many,  many  problems.  We  have  problems 
with  the  accounting.  We  suggest  to  you  that  accounting  in  the 
regulatory  world  is  almost  90  percent  of  the  action.  Unless  you 
have  a  system  of  accounts,  unless  you  have  a  method  of  accounting, 
unless  you  have  some  way  of  making  determinations,  regulation 
comes  to  a  grinding  halt,  or  at  least  breaks  down  in  a  series  of 
diverse  opinions  without  any  consensus  with  which  to  formulate  a 
sensible  directive. 

We  have  given  to  this  honorable  committee  a  complete  analysis 
of  our  opinion  of  the  legislation  under  discussion;  I  will  spare  you  a 
recapitulation.  Having  spent  some  time  sitting  in  a  similar  posi- 
tion, I  have  a  great  deal  of  sympathy  for  you. 

Senator  Hollings.  We  will  include  your  entire  statement  in  the 
record.  Thank  you. 

Mr.  Larkin.  Let  me  just  make  one  point  and  I  will  conclude. 

NARUC  is  of  the  opinion  that,  although  the  effort  to  date  by 
congressional  committees  to  rewrite  the  Communications  Act  of 


Dig,, z.d  by  Google 


1322 

1934  has  been  heroic,  there  is  an  unfulfilled  need  for  greater  study 
of  the  situation. 
We  need  to  be  made  more  fully  aware  of  the  effect  of  what  is 

Eroposed  here,  how  it  will  change  our  present  activities,  the  cost/ 
eneflts  Euid  who  will  benefit. 

We  are  not  convinced,  gentlemen,  that  we  need  much  of  ^hat  is 
pr^x>8ed  nor  that  existing  needs  have  been  adequately  addressed. 

We  realize  that  we  may  be  presumptuous  in  the  face  of  all  that 
has  gone  before  in  proposing  what  I  am  about  to  propose.  However, 
we  fee)  that  the  public  interest  in  this  l^islation  is  of  such  impor- 
tance— I  can't  overemphasize  this — that  if  tmy  doubt  exists  as  to 
the  efficacy  of  the  proposal,  it  should  be  resolved  before  irreparable 
damage  is  done  to  a  very  vital  sector  of  the  political,  socifil  and 
economic  areas  of  our  society. 

Accordingly,  we  propose  that  a  commission — be  it  Presidential, 
congressional,  or  what  have  you — be  appointed,  composed  of  the 
chairmen  of  both  the  Senate  and  House  Communications  Subcom- 
mittees together  with  two  State  and  two  Federal  regulators  and 
someone  from  the  National  Telecommunications  Information  Ad- 
ministration. This  commission  should  conduct  hearings  and  make 
complete  studies  in  order  to  devise  a  feiisible  way  of  implementing 
the  will  of  the  Congress,  whatever  that  may  be  and  however  it  may 
be  expressed. 

In  our  opinion,  gentlemen,  this  would  be  a  salutary  step  in 
securing  for  this  country  the  benefits  of  what  we  already  have  and 
the  changes  that  may  be  needed  to  accommodate  a  changing  tech- 
nology. 

Thank  you. 

Senator  Goldwateh.  I  have  to  go  to  the  floor,  Mr.  Knecht,  but 
before  I  go,  I  want  you  to  know  that  I  have  a  great  interest  in 
putting  language  in  the  bill  to  prevent  telephone  companies  from 
releasing  telephone  toll  records  to  law  enforcement  authorities 
except  under  certain  circumstances. 

I  think  that  is  something  that  concerns  you.  It's  vital  we  do  that. 

I  would  like  you  to  comment  on  that  proposal.  I  have  to  go  the 
floor. 

Senator  Hollings.  Thank  you,  Mr.  Larkin. 

[The  statement  follows:] 

Statement  o 

Mr,  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Edward  P.  Larkin, 
and  I  am  the  Second  Vice-President  of  the  National  Association  of  Regulator^ 
Utility  Commissioners,  commonly  known  as  the  "NARUC",  as  well  as  the  Chairman 
of  the  Committee  on  Communications.  I  am  also  a  Commissioner  on  the  New  York 
Public  Service  Commission  and  have  served  in  such  ofTice  since  June  22,  1961. 
Accompanying  me  today  are  Paul  Rodgers,  NARUC  Administrative  Director  and 
General  Counsel,  Margo  James,  NARUC  Director  of  Congressional  Relations  and 
William  R.  Nuebaum.  NARUC  Assistant  General  Counsel. 

The  NARUC  is  a  quasi-governmental  nonprofit  organization  founded  in  1889. 
Within  its  membership  are  the  governmental  agencies  of  the  District  of  Columbia, 
Guam,  Puerto  Rico,  and  the  Virgin  Islands,  engaged  in  the  regulation  of  carriers 
and  utilities.  The  mission  of  the  NARUC  is  to  serve  the  consumer  interest  by 
seeking  to  improve  the  quality  and  effectiveness  of  public  regulation  in  America- 
More  specifically,  the  NARUC  contains  the  State  ofTicials  charged  with  the  duty 
of  regulating  telecommunications  common  carriers  within  their  respective  borders. 
As  such,  they  have  the  obligation  to  assure  the  establishment  of  such  telecommuni- 
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necessity,  and  the  furnishing  of  service  at  rates  tnat  are  just  and  reasonable. 

The  members  of  the  NARUC  appreciate  this  opportunity  to  make  their  views 
known  on  S.  611,  a  bill  proposing  the  "Communications  Act  Amendments  of  1979", 
and  on  S,  622.  a  bill  proposing  the  "Telecommunications  Competition  and  Deregula- 
tion Act  of  1979". 

As  you  know,  last  year  two  members  of  the  House  Subcommittee  on  Communica- 
tions, Committee  on  Interstate  and  Foreign  Commerce,  introduced  the  first  attempt 
"  the  Communications  Act  of  1934;  H.R.  13015,  a  bill  proposing  the 
itions  Act  of  1978".  The  NARUC  testified  on  H.R,  13015,  complaining 
about  the  emasculation  of  State  regulatory  authority  and  about  the  lack  of  adequate 
public  interest  standards. 

We  are  gratified  to  note  that  the  current  efforts,  in  both  Houses  of  the  Congress, 
to  amend  the  Communications  Act  of  1934  [47  U.S.C.  §§  151  et  seq.]  are  greatly 
superior  to  what  was  introduced  in  the  House  in  1978.  The  NARUC  especially 
applauds  the  legislative  efiorts  to  maintain  continuity,  in  certain  areas,  between  the 
oia  and  the  new.  Retention  of  such  social  policy  goals  as  universal  service  and 
reasonableness  of  rates  indicates  at  least  an  awareness  by  the  sponsors  of  this 
legislation  that  such  time-proven  objectives  are  in  the  public  Interest.  However,  we 
believe  that  this  awareness  alone  is  not  enough. 

The  essential  thrust  of  both  S.  611  and  S.  622  are  towards  the  implementation  of 
competition  in  the  provision  of  telecommunication  services.  The  NARUC  is  not 
opposed  to  competition.  In  fact.  In  certain  areas,  such  as  In  the  provision  of  terminal 
equipment,  we  support  the  competitive  policy.  However,  we  so  believe  that  certain 
principles,  which  have  been  proven  to  be  in  the  public  interest,  should  not  be 
arbitrarily  discarded  to  obtain  changes  merely  perceived  to  be  improvements. 

The  Congress  must  guarantee  that  the  average  American,  the  proverbial  "little 
old  lady  in  tennis  shoes",  continues  to  have  necessary  access  to  telephone  service  at 
reasonable  rates.  This  principal  has  been  the  foundation  of  our  current  telephone 
system  and  I  submit,  it  must  remain  the  foundation.  We  must  not  sacrifice  on  the 
altar  of  reform  the  interests  of  the  "little  guy." 

The  bills  seek  to  provide  for  the  transmission  of  technological  and  service  infor- 
mation. This  is  timely  and  appropriate.  However,  there  has  never  been  any  study  or 
regulatory  proceeding  to  determine  the  needs  and  desires  of  the  consumers  in  this 
market.  The  Congress  has  embarked  on  a  program  to  rebuild  a  structure  that  may 
only  be  in  need  of  minor  repairs. 

Nevertheless,  we  applaud  the  intervention  of  the  Congress  In  the  telecommunica- 
tions controversy.  The  telephone  system  has  been  subjected  to  many  changes  over 
the  past  ten  years  by  regulatory  decree  and  judicial  determination.  No  matter  how 
well  intentioned  these  changes  may  have  been,  they  did  not  represent  the  will  of 
the  people,  nor  were  they  predicated  on  adjudicated    public  necessity." 

If  there  are  unsatisfied  consumer  needs — and  there  is  evidence  to  support  such  a 
contention — they  should  be  spelled  out  in  proper  proceedings  before  duly  authorized 
and  competent  tribunals,  ana  the  findings  of  such  tribunals  enacted  into  legislative 
promulgations  of  policy  and  intent. 

We  propose  the  establishment  of  a  Presidential  Commission,  appointed  by  the 
President,  composed  of  the  Chairmen  of  both  the  Senate  and  House  Committees, 
two  State  and  two  Federal  regulatory  Commissioners,  together  with  a  member 
appointed  by  the  National  Telecommunications  Information  Administrator.  This 
CoinmiBSlon  could  conduct  hearings  on  the  need  for  new  services,  innovations  and 
changes  in  the  communications  structure  and  could  conduct  studies  and  take  testi- 
mony on  the  impact  of  proposed  changes  and  Innovations. 

We  respectfully  suggest  that  the  Congress  should  avail  itself  of  the  expertise  of 
NARUC,  to  help  to  detail  the  highly  technical  changes  that  would  be  required  in 
restructuring  a  telecommunications  system  that  took  almost  one  hundred  years  to 
build  and  cost  one  hundred  billion  dollars  or  more.  This  system  is  composed  of 
complexities  so  myriad  and  of  such  magnitude  that  only  the  uninitiated  would 
venture  to  engage  them. 

The  legislation  postulates  benefits  to  consumers  accruing  from  the  selective  der^- 
ulation  of  telephonic  services.  Nowhere  in  any  public  forum  or  regulatory  proceed- 
ing of  which  we  are  aware  have  these  benefits  been  spelled  out  or  documented.  We 
do  not  deny  that  there  may  be  a  need  for  change,  nor  would  we  oppose  well- 
considered  alterations  of  the  telephonic  system.  Our  constant  concern  is  with  the 
cost  benefit  of  these  changes  and  the  effect  on  the  "public  interest," 

We  applaud  the  desire  expressed  in  S.  611  to  obtain  "increased  benefits  and 
satisfy  future  consumer  need  and  to  exploit  technological  opportunities."  We  re- 
spectfully suggest,  however,  that  the  existing  state  of  the  art  of^  telecommunications 
has  been  developed  to  a  degree  that  permits  projection  of  future  consumer  needs. 
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Certainly,  proper  exploitation  of  any  Held  of  endeavor  requires  an  appropriate  plan 
of  action.  TheBe  elements  of  consideration  are  misaine  from  the  proposed  I^ialation. 
Such  infirmitieB  would  be  cured  by  a  CoimniBBion  such  as  we  propose. 

Again,  the  proposed  legislation  says,  "Basic  universal  low  cost  teleconimuniea- 
tions  services  must  and  can  be  maintained  in  an  environment  of  increased  competi- 
tion," However,  the  bill  then  proceeds  to  cast  doubt  on  its  own  postulate  by  requir- 
ing fmancial.  reeulatory  and  procedural  safeguards  to  protect  the  system  against 
harms  that  may  De  generated  by  the  proposed  legislation.  The  doubts  which  the  bill 
-_    ■...   j^ji   j-jjj,   gafeeuards  are  the  same  doubta  that   State   reKulaton 


experience  when  thev  contemplate  the  effect  of  the  changes  proposed  in  S.  611.  "Hie 
creation  of  safeguards  against  self-created  dangers  ta  a  system  that  18  now  working 
perfectly  is  a  matter  of  concern  and  some  bewilderment  to  State  R^ulators. 

The  constant  concern  of  NARUC  is  the  maintenance  of  the  low  cost  message 
telephone  system  that  we  now  enjoy.  Our  efforts  in  testimony,  past  and  present, 
have  been  predicated  upon  perceived  dangers  to  this  fine  system. 

The  bill  presumes  that,  There  are  no— economic  factors  which  would  preclude — 
interexchange  telecommunications  services  under  conditions  of  effective  competi- 
tion." This  presumption  is  without  factual  foundation.  However,  a  fact  of  economic 
consideration  is  that,  insofar  as  message  telephone  service  is  concerned,  there  is 
demonstrable  evidence  that  competition,  as  it  presently  exists  and  as  it  is  projected 
by  the  sponsors  of  this  bill,  is  not  competition  at  all.  Rather,  it  is  a  selective 
allocation  of  the  market  which  will  create  diseconomies  of  scale  and  result  in 
allocationally  inefficient  use  of  our  natural  resources  and  national  pool  of  capital. 

We  are  fully  aware  that  the  telephone  network  is  presently  serving  many  vital 
functions  other  than  message  transmission.  We  are  also  aware  of  the  great  and 
growing  need  for  the  transmission  of  information  and  data  and  that  such  transmis- 
sions may,  under  given  circumstances,  be  accomplished  just  as  cheaply  and  efHcient- 
ly  by  competitive  elements  as  by  monopoly  entities.  However,  data  and  information 
transmission  are  peculiar  to  the  commercial  and  industrial  spheres.  The  users  of 
these  services  are  sophisticated  and  knowledgeable  and  are  financially  equipped  to 
make  intelligent  choices.  However,  at  this  time,  average  telephone  subscnMrs  have 
none  of  these  attributes  and  are  totally  dependent  upon  this  Congress  and  Federal 
and  State  regulators  to  protect  and  promote  their  interests, 

NARUC  is  firmly  convinced  that  the  restructuring  of  the  telephone  system  can 
best  be  accomplished  if  this  nation  avails  itself  of  the  expertise  resident  in  both 
State  and  Federal  regulatory  personnel.  Working  together.  State  and  Federal  regu- 
lators could  adjust  the  telephonic  system  to  the  needs  of  the  growing  data  utd 
information  transmission  market  without  impairment  of  the  message  telephone 
system.  We  believe  this  can  be  accomplished  within  the  parameters  of  the  enunci- 
ated goals  and  objectives  of  the  Congress. 

On  the  assumption  that  this  will  be  the  NARUC's  only  chance  to  testify  on  the 
proposed  Senate  bills,  we  would  like  to  take  this  opportunity  to  make  some  recom- 
mendations as  alternatives  to  the  convening  of  a  Presidential  Commission  proposed 

The  NARUC  firmly  believes  that  the  public  interest  is  best  served  when  decisions 
impacting  upon  the  quality  of  citizens'  lives  are  made  by  officials  who  are  easily 
accessible  to  those  citizens.  It  is  these  officials,  rather  than  a  Federal  government 
located  in  Washington,  who  have  an  intimate  knowlec^e  of  local  situations  and  who 
are  in  a  preeminent  position  to  balance  any  competing  interests  that  may  be 
involved  in  such  decisions. 

Given  this  perspective,  we  believe  that  the  regulation  of  all  intrastate  services 
and  facilities  is  a  subject  that  is  clearly  best  left  to  State  authorities.  We  note  with 
appreciation  that  the  bills'  sponsors  share  our  belief  in  the  efficacy  of  local  regula- 
tion—at least  at  some  level.  Thus,  the  regulation  of  local  exchange  service  has  oeen 
left  to  the  State  commissions,  where  it  nelongs.  in  both  bills  under  consideration. 

The  NARUC  fully  supports  the  S.  622  concept  that  the  States  will  determine 
when  competition  should  be  permitted  in  the  provision  of  local  exchange  service. 
The  HoUings  bill  grants  this  authority  to  the  Federal  Communications  Commission 
(PCCl.  It  is  our  position  that  to  effectively  regulate  local  exchange  carriers,  and  to 
effectively  provide  universal  exchange  service  at  reasonable  rates,  the  States  must 
be  granted  the  full  panoply  of  regulatory  tools,  including  the  authority  to  decide 
when  competition  is  feasible.  To  strip  the  States  of  this  power,  and  to  grant  it  to  the 
FCC,  makes  a  mockery  of  the  distinction  between  State  and  Feder^  jurisdiction. 
Thus.  Che  NARUC  recommends  that  S.  611  be  amended  so  as  to  provide  this 
necessary  regulatory  tool  for  the  State  commissions. 

Another  major  problem  with  the  HoUings  bill  relating  to  State  jurisdiction  over 
local  exchange  service,  concerns  the  authority  of  the  States  to  define  the  parameters 
of  the  local  exchange  area.  S.  611  allows  the  States  to  continue  current  practices  of 
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determining  local  exchange  areas  but  limits  such  authority  through  the  use  ol' 
Standard  Metropolitan  Statistical  Areas  iSMSAs). 

As  currently  drafted,  Sec.  226(a)  of  S.  611  provides  that  in  defining  a  local 
exchange  area,  a  State  may  not  extend  the  boundaries  of  any  such  area  beyond  the 
boundaries  of  any  SMSA,  The  NARUC  believes  that  this  limitation  severely  ham- 
pers the  States  in  performing  their  regulatory  functions.  For  example,  in  New  York 
City,  two  SMSAs  have  been  created.  One,  the  New  York-New  Jersey  SMSA  includes 
parts  of  Bronx  County.  Kings  County.  New  York  County,  Putnam  County.  Queens 
County,  Richmond  County,  Rockland  County,  and  Westchester  County  as  the  New 
York  components.  This  SMSA  leaves  out  Nassau  and  Suffolk  Counties  which  com- 
prise another  SMSA.  Under  current  regulatory  practices  a  call  from  Manhattan  (in 
SMSA  one)  to  certain  parts  of  Nassau  County  is  an  exchange  call,  A  call  from 
Manhattan  to  farther  points  in  Nassau  County  or  to  Suffolk  County  is  also  an 
exchange  call,  but  with  added  message  units  to  represent  increased  distance.  Under 
the  new  scheme,  as  drafted,  the  call  from  Manhattan  to  any  part  of  Nassau  or 
Suffolk  Counties  would  be  a  toll  call  regulated  by  the  FCC.  The  logic  of  this 
distinction  is  unfathomable.  Conceivably  you  could  have  a  toll  call  from  one  side  of 
the  street  to  the  other.  Thus,  if  the  Congress,  in  its  wisdom,  transfers  jurisdiction 
over  intrastate  toll  to  the  Federal  regulators,  the  NARUC  proposes  that  Sec.  226(al 
of  S.  611  be  amended  by  providing  that  a  local  exchange  area  may  be  comprised  of 
contiguous  SAlSAs.  In  the  New  York  City  example,  the  New  York  Public  Service 
Commission  would  then  be  able  to  create  one  local  exchange  combining  all  the 
m^jor  counties  of  the  New  York  metropolitan  area.  This  amendment  would  provide 
the  necessary  degree  of  flexibility  for  effective  State  r^ulation  and  yet  allay  any 
fears  that  a  State  will  attempt  to  create  unreasonably  large  exchange  areas. 

To  achieve  this  end,  the  NARUC  proposes  the  following  amendment  to  the  Boil- 
ings bill: 

Sbc.  226.  It  shall  be  the  responsibility  of  each  State  (or  any  agency  or  instrumen- 
tality thereoO  to  defme  the  geographic  conflguration  of  exchange  telecommunica' 
tions  areas  within  the  borders  of  each  such  State  where  anv  exchange  telecommuni- 
cations area  transcends  the  borders  of  any  State:  Prooidea,  That  the  boundaries  of 
any  such  area  shall  not  extend  beyond  the  boundaries  of  any  contiguous  standard 
metropolitan  statistical  areas  (as  defmed  by  the  Secretary  of  Commerce);  And 
provided  further,  That  every  point  within  a  State  shall  be  included  within  an 
exchange  telecommunications  area. 

This  amendment  adds  the  "contiguous  SMSAs"  concept  as  well  as  deleting  the 
provisions  for  C>>mmission  oversight.  The  NARUC  believes  that  if  the  SUtes  are  to 
tie  (lermitted  to  retain  their  regulatory  jurisdiction  over  local  exchange  areas  then 
the  FCC  should  not  be  granted  any  authority  over  such  areas,  including  the  power 
to  alter  exchange  boundaries  lawfully  established  by  a  State  commission. 

While  we  have  noted  with  pleasure  that  the  need  for  State  jurisdiction  over  local 
exchange  service  appears  to  be  recognized  in  these  bills,  we  react  with  counterba- 
lancing concern  to  the  elimination  of  State  authority  over  intrastate  toll  services. 
Under  the  division  of  regulatory  responsibility  embodied  in  the  Communications 
Art  of  1934,  the  FCC  regulates  approximately  4.8  billion  interstate  long  distance  toll 
calls  a  year  while  the  State  commissions  regulate  approximately  8  billion  intrastate 
toll  calls  and  154.3  billion  exchange  calls  a  year.  In  terms  of  plant  investment,  the 
PCC  exercises  jurisdiction  over  approximately  30  percent  of  Bell  System  plant  while 
the  State  commissions  exercise  jurisdiction  over  the  remaining  70  percent  and  over 
virtually  all  of  the  plant  of  the  independent  telephone  companies. 

It  is  evident  from  these  figures  that  the  States  have  had  more  responsibility  in 
the  regulation  of  telephone  common  carriers  than  the  Federal  government.  Further- 
more, it  can  be  demonstrated  that  State  regulation  has  in  fact  been  effective  and 
has  fostered  the  development  of  a  Nationwide  telecommunications  system  beyond 
compare. 

Yet,  in  spite  of  consistently  successful  State  efforts  at  fostering  rapid,  efficient, 
universal  service  at  reasonable  rates,  some  believe  that  State  regulation  of  intra- 
state toll  service  should  be  preempted  by  the  Federal  government. 

One  of  the  major  arguments  presented  in  favor  of  Federal  jurisdiction  over  all 
intercity  telephone  services  is  based  upon  a  very  tenuous  position:  that  it  is  no 
longer  possible  to  distinguish  between  interstate  toll  and  intrastate  toll  telecommu- 
nications on  the  basis  of  State  boundaries  without  creating  "artificial  and  irrational 
barriers"  which  are  allegedly  a  burden  on  interstate  commerce.  However,  to  com- 
bine  interstate  and  intrastate  toll  under  one  regulatory  realm  creates  its  own 
"artiflcial  and  irrational  barriers".  It  is  diflicutt  for  the  NARUC  to  accept  a  scheme 
which  ignores  the  fundamental  nature  of  our  pluralistic  constitutional  system — 
local  affairs  are  to  be  governed  by  State  and  local  governments.  Furthermore,  it  is 
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difTicult  to  imagine  a  Federal  bureaucracy  located  in  Washinaton  being  able  to 
respond  adequately  to  the  diverse   needs  of  the  citizens   in   tne  various   States. 

It  is  well  established  that  the  local  network  is  indispensable  to  obtaining  access  to 
the  intrastate  and  interstate  toll  network.  This  intimate  relationship  between  the 
networks  is  one  of  the  primary  benefits  of  our  tflecommuni  cations  system. 

On  the  State  level,  regulators  have  used  this  relationship  to  the  subscriber's 
advantage.  For  example,  by  allocating  an  increased  share  onoint  intrastate  revenue 
requirements  to  optional  intrastate  long  distance  calls,  the  State  regulators  have,  in 
effect,  used  the  rate  disparity  that  exists  between  intrastate  toll  and  local  exchange 
service  as  a  tool  to  keep  basic,  necessary,  local  exchange  service  within  the  reach  of 
every  consumer.  This  philosophy  Is  endangered  by  the  present  proposals. 

Furthermore,  State  institution  of  rate  and  cost  averaging  policies,  whereby  rales 
charged  for  service  between  any  two  equidistant  points  are  essentially  the  same 
regardless  of  the  specific  costs  of  providing  such  service,  have  been  instrumental  in 
ensuring  that  all  citizens,  urban  and  rural,  have  telephone  service. 

To  place  intrastate  toll  service  into  the  hands  of  Federal  regulators  would  do  a 
disservice  to  the  average  subscriber.  By  depriving  the  States  of  their  rightful  juris- 
diction over  local  prerogatives,  and  by  denying  them  the  use  of  necessary  regulatory 
tools,  while  increasing  the  Federal  presence,  is  certain  to  result  in  a  more  expen- 
give,  more  inefficient  telecommunications  system. 

Another  argument  all^edly  supporting  Federal  jurisdiction  over  intrastate  toll 
services  is  based  upon  the  fact  that  a  subscriber's  rate  to  call  across  the  country 
costs  less,  in  many  instances,  than  a  toll  call  within  a  particular  State.  Supporters 
of  Federal  jurisdiction  argue  that  the  FCC  would  cut  rates  for  the  intrastate  calls. 
However,  such  rate  reductions  would  increase  the  rate  burden  imposed  on  local 
telephone  exchange  users. 

Over  the  past  40  years,  cost-saving  technological  improvements  in  interstate 
services  have  been  instituted.  Such  improvements,  such  as  coaxial  cable,  microwave, 
and  satellite  technology,  have  offset  increases  to  such  an  extent  that  interstate  rates 
have  declined  overall  by  25  percent  between  1940  and  1974.'  This  cost  reduction 
trend  will  be  greatly  strengthened  in  the  future  by  use  of  laser  beams  to  transmit 
long  distance  calls.  However,  few,  if  any,  such  technological  cost-savings  can  be 
applied  to  local  operations.  "Thus,  it  is  clear  that  cheaper  rates  in  the  interstate 
sector  are  not  due  to  the  efUciency  of  Federal  regulation.  Likewise,  more  expensive 
rates  in  the  intrastate  sector  are  not  due  to  inefficient  State  regulation. 

In  fact,  it  can  be  shown  that  higher  rates  for  intrastate  toll  services  are  directly 
attributable  to  the  failure  to  reflect  the  cost  of  the  local  network  in  the  rate  for 
interstate  calling  so  that  benefits  of  technological  advances  could  be  shared  though- 
out  the  system. 

The  NARUC  submits  that  the  destruction  of  State  regulatory  authority  over 
intrastate  toll  services  in  favor  of  Federal  primacy  is  a  policy  that  wilt  invariably 
lead  to  a  less  effective  national  communications  network.  Therefore,  we  believe  that 
certain  amendments  should  be  made  to  S.  611  and  S.  622  to  specifically  affirm  the 
States'  exclusive  jurisdiction  over  all  intrastate  communications,  including  intra- 
state private  line  services,  and  to  protect  the  States'  ratemaking  powers. 

To  accomplish  these  ends,  and,  in  addition,  to  implement  some  of  the  policies 
previously  discussed  in  our  testimony,  we  believe  that  the  following  amendment 
should  be  added  to  both  the  HoUings  and  Goldwater  bills: 

APPLICATION  OF  ACT 


(11  charges,  classifications,  practices,  services,  facilities,  or  regulations  for  or 
1  connection  with— 

(i)  intrastate  toll  telecommunications  service  of  any  carrier;  or 
<iil  local  exchange  telecommunications  service,  even  though  a  portion  of 
such  service  constitutes  interexchange  or  international  telecommunications. 
In  any  case  where  such  matters  are  subject  to  regulation  by  a  State  com- 

mpetition  within  a 


'  Report  of  the  NARUC  Gjmmitt«e  on  Communications  on  "An  Investigation  Into  the  Eco- 
nomic and  Quality  of  Service  Impact  on  Telephone  Service  Subscribers  Resulting  Fnm  the 
Interconnection  of  Subscriber- Provided  Equipment  to  the  Public  Switched  Telephone  Network 
and  From  Compelltion  by  the  Speciallied  Common  Carriers  in  the  Provision  ofTelecommunica- 
tion  Services."  dated  May  15.  ID74.  p.  61. 
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<3J  snv  carrier  engaged  in  interexchange  or  international  telecommunications 
solely  through  physical  connection  with  the  facilities  of  another  carrier  not 
directly  or  indirectly  controlling  or  controlled  by,  or  under  direct  or  indirect 
common  control  with  such  carrier;  or 

<4)  any  carrier  engaged  in  interexchange  or  international  telecommunications 
solely  through  connection  by  radio,  or  bv  wire  and  radio,  with  facilities,  located 
in  an  adjoining  State  or  in  Canada  or  Mexico  (where  they  adjoin  the  State  in 
which  the  carrier  is  doing  business),  of  another  carrier  not  directly  or  indirectlv 
controlling  or  controlled  by,  or  under  direct  or  indirect  common  control  with 

f  carrier  to  which  clause  (3)  or  clause  (4)  of  this  subsection  is  not 
e  because  such  carrier  also  furnishes  interstate  mobile  radio  communl- 
lio  communication  service  to  mobile  stations  on  land  vehi- 
cles in  Canada  or  Mexico. 
In  conjunction  with  this  amendment,  it  is  important  that  various  definitions  also 
be  amended  so  as  to  exclude  the  inclusion  of  intrastate  toll  service  within  the  ambit 
of  "interexchange  telecommunications".  Therefore,  in  furtherance  of  this  goal  the 
NARUC  proposes  the  following  amendments: 
&  61! 

(II  "Sec.  103(16)  'Interexchange  telecommunications'  means  telecommunica- 
tions between  an  information  source  located  in  one  State,  Territory,  or  posses- 
sion of  the  United  States,  or  the  District  of  Columbia, 

(2)  Add  a  new  subsection  to  "Sec.  103"  as  follows:  "Intrastate  toll  telecommu- 
nications" means  telecommunications  between  an  information  source  located  in 
one  exchange  telecommunications  area  within  a  State,  Territory,  or  possession 
of  the  United  States,  or  the  District  of  Columbia,  and  an  information  recipient 
located  in  a  separate  exchange  telecommunications  area  or  areas  with  the  same 
State,  Territon',  or  possession  of  the  United  States,  or  the  District  of  Columbia. 
Interexchange  telecommunications  retain  their  intrastate  nature  when  such 
telecommunications  transcend  an  exchange  area  beyond  State  boundaries  if 
such  exchange  is  regulated  by  a  State  commission. 
S.  6S2 

(II  Amend  Sec.  201  {Sec.  225(cX4)  of  the  Communications  Act  of  1934)  to 
include,  as  in  S.  611,  separate  definitions  for  interexchange  telecommunications 
services)  Le.,  interstate  and  international)  and  intrastate  toll  telecommunica- 

Perhaps  one  of  the  moet  difficult,  yet  most  important,  areas  for  consideration  in 
analyzing  and  adopting  policy  on  the  future  of  telecommunications  relates  to  the 
appropriate  methodology  for  ensuring  the  existence  of  a  viable  local  exchange 
network. 

The  member  State  commissions  of  the  NARUC  have  always  supported  the  princi- 
ple that  the  public  interest  Is  best  served  when  all  subscribers  have  access  to 
reasonably  priced  telephone  services,  especially  basic  telephone  service. 

Historically,  the  support  for  local  exchange  telephone  service  has  come  from  the 
practice  of  setting  toll  rates  above  cost  and  distributing  the  excess  through  the 
separations  and  settlements  process.  The  entire  procedure  has  worked  admirably 
well  and  has  resulted  in  a  telecommunications  system  whereby  all  facets  of  the 
population,  rich  and  poor,  urban  and  rural,  high-density  and  low-density,  business 
end  residential,  receive  excellent  service  at  affordable  rates.  The  key  to  this  system 
has  been,  and  must  continue  to  be,  sufllcient  fmancial  support  by  the  interstate 
network  for  the  use  of  the  local  exchange  network. 

It  appears  from  the  bills  in  Question  that  their  sponsors  support  the  concept  of  a 
financial  contribution  to  the  local  exchange.  Members  of  the  House  Commerce 
Subcommittee  on  Communications  responsible  for  H.R.  3333,  a  bill  proposing  the 
"Communications  Act  of  1979",  also  apparently  support  this  basic  premise.  Howev- 
er, controversy  exists  as  to  the  choice  of  the  appropriate  methodology  to  reach  the 
desired  result. 

All  three  of  these  communications  bills,  S.  611,  S.  622,  and  H.R,  3333,  prvvide  for 
an  access  charge  to  be  levied  against  those  interstate  and  intrastate  services  access- 
ing the  local  exchange  network.  However,  each  bill  has  a  different  system  to 
compute  the  access  charge. 

At  this  time,  the  NARUC  is  unable  to  support  any  of  these  proposals  in  the 
absence  of  a  fuller  understanding  of  their  impact,  however,  the  approach  found  in 
Sec.  324  of  the  current  version  of  H.R.  3333  appears  preferable,  but  with  amend- 
ments. From  our  perspective,  an  obvious  benefit  of  the  House  bill's  approach  is  that 
it  grants  to  the  States  the  authority  to  determine  both  the  level  of  the  contribution 
and  the  structure  of  the  charges,  within  the  framework  of  a  "transitional  contribu- 
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tion  ceiling."  This  difTers  from  S.  611,  which  provides  for  such  decisions  to  be  made 
by  a  permanent  Federal-State  Joint  Board  with  apparent  FCC  oversight,  and  S.  622. 
which  provides  even  less  authority  to  the  State  commissions. 

The  NARUC  also  prefers  the  methodology  proposed  in  H.R.  3333  over  the  two 
Senate  bills  because  we  are  hopeful  the  formula  established  in  the  House  version 
will  produce  greater  revenues  to  finance  local  exchange  service. 

As  we  have  noted,  our  preference  for  the  House  concept  is  predicated  upon 
certain  amendments  being  made.  In  our  opinion  the  ten  year  termination  of  the 
"transitional  contribution  ceiling"  is  not  in  the  public  interest.  To  provide  for  a 
specific  level  of  support  which  would  end  abruptly  after  ten  years  tends  to  disadvan- 
tage those  very  individuals  for  whom  a  con triDU tion  is  necessary  in  the  Tirst  place. 
Thus  we  would  move  to  strike  the  ten  year  termination  period.  If  Congress,  ten 
years  hence,  believes  that  contribution  to  support  local  exchange  service  is  no 
longer  necessary  the  time  to  act  is  then,  not  now.  We  would  also  amend  Sec.  324  of 
H.R.  3333  in  order  to  retain  State  jurisdiction  over  both  intrastate  toll  and  local 
exchange  service. 

As  an  alternative  position,  the  NARUC  would  support  the  establishment  and 
administration  of  an  access  charge  by  a  Federal-State  Joint  Board.  This  Joint  Board 
would  be  of  a  different  configuration  than  presently  provided  in  the  Federal-State 
Joint  Board  procedure  of  Sec.  410(c)  of  the  Communications  Act  of  1934  (47  U.S.C. 
§410(cl]. 

The  current  Section  410(cl  Joint  Board  is  composed  of  three  FCC  commiBsionerB 
and  four  State  commissioner  nominated  by  the  NARUC.  The  Board  is  required  to 
prepare  a  recommended  decision  for  review  and  action  by  the  full  CommiBsion. 
State  members  of  the  Joint  Board  sit  with  the  FCC  at  any  oral  ailment  and 
participate  in  all  deliberations,  but  have  no  voting  rights  when  considering  final 

The  access  charge  Joint  Board  we  propose  should  also  be  composed  of  three 
members  of  the  FCC  and  four  State  commissioners  appointed  by  the  NARUC. 
However,  all  members  of  the  Joint  Board  would  vote,  issuing  a  final  decision 
reviewable  only  by  the  courts.'  Further,  all  aspects  of  the  access  charge  would  fall 
under  the  jurisdiction  of  the  Joint  Board,  thus  providing  for  constant  and  full 
participation  by  both  State  and  Federal  regulators. 

Therefore,  the  NARUC  recommends,  as  an  alternative  to  the  approach  in  H.R 
3333,  that  any  access  charge  provision  In  legislation  amending  the  Communications 
Act  of  1934  include  language  similar  to  the  following: 

Sec. .  la)  Any  person  who  provides  an  interexchange  or  intrastate  toll 

telecommunications  service  or  facility  which  is  physically  connected,  directly  or 
indirectly,  with  local  exchange  switching  facilities  and  plant  shall  pay  an  access 
charge  to  the  Access  Charge  Fund  established  under  suWction  (b). 

lb)  A  Federal-State  Joint  Board  composed  of  three  members  of  the  Commis- 
sion and  four  State  commissioners  chosen  by  the  national  organization  of  the 
State  commissions,  as  referred  to  in  sections  11506  and  10344  of  Title  49,  shall 
establish  and  administer  an  Access  Charge  Fund  in  order  to  maintain  local 
exchange  telephone  service  at  affordable  levels  and  to  ensure  the  nationwide 
availability  of  basic  telephone  service.  Ail  members  of  the  Joint  Board  shall  be 
permitted  to   vote  on  all   issues  pertaining  to  the  Access  Charge  Fund.   All 
decisions  of  the  Joint  Board  shall  be  final  and  reviewable  only  by  a  court  of 
competent  jurisdiction.  Joint  Board  membeiB,  and  supporting  staff  members, 
shall  receive  such  allowances  for  expenses  as  the  Commission  shall  provide. 
Another  major  concern  of  the  NARUC  relating  to  S  611  and  S,  622  pertains  to 
the  inclusion  of  a  410<c)-type  Joint  Board  in  the  legislation.  Neither  the  Hollings  nor 
the  Goldwater  bills  amend  Sec.  410(c)  of  the  Communications  Act  and  thus,  the 
Federal-State  Joint  Board  procedures  remain  intact.  The  NARUC  submits  that  Sec. 
410lc'  should  be  amended  to  establish  an  even  more  meaningful  vehicle  than  cur- 
rently exists  for  strengthening  FCC-State  cooperation   in  solving  regulatory  prob- 
lems of  joint  concern.   Thus,   the  NARUC  recommends   that  Sec.   410  should  be 
amended  as  follows: 

Sec.  410.  (c)  The  Commission  shall  refer  any  proceeding  relating  to  o 


of  joint  Federal-State  concern,  when  requested  ij 
affecl    ■  "  ^    .     - 


ing  by  two-thirds  of  the  affected  Slate  commissions  within  forty-five  davs  after 
the  institution  of  such  matter,  and  may  refer  any  other  matter  as  the  Commis- 
sion deems  necessary,  to  a  Federal-State  Joint  Board.  For  purposes  of  acting 
upon  such  matter  such  Joint  Board  shall  have  all  the  jurisdiction  and  powera 
conferred  upon  a  hearing  examiner  provided  for  in  section  3105  of  Title  5, 
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designated  by  the  Commission,  and  shall  be  subject  to  the  same  duties  and 
obligations.  The  proceedings  of  the  Joint  Board  shall  be  conducted  in  such 
manner  as  the  Commission  ahall  by  regulations  prescribe.  The  Joint  Board  shall 
prepare  a  recommended  decision  for  prompt  review  and  action  by  the  Commis- 
sion. In  addition,  the  State  members  of  the  Joint  Board  shall  sit  with  the 
Commission  en  banc  at  any  oral  argument  that  may  be  scheduled  in  the 
proceeding.  The  Commission  shall  also  afford  the  State  members  of  the  Joint 
Board  an  opportunity  to  participate  in  its  deliberationB.  but  not  vote,  when  it 
has  under  consideration  the  recommended  decision  of  the  Joint  Board  or  any 
further  decisional  action  that  may  be  required  in  the  proceeding.  The  Joint 
Board  shall  be  composed  of  three  Commissioners  of  the  Commission  and  of  four 
State  commisaianers  nominated  by  the  national  organization  of  the  State  cam- 
missions,  as  referred  to  in  sections  11506  and  10344  of  Title  49,  and  approved  by 
the  Commission.  The  Chairman  of  the  Commission,  or  another  Commissioner 
designated  by  the  Commission,  shall  serve  as  Chairman  of  the  Joint  Board. 

(d)  The  Federal -State  Joint  Board  procedures  of  subsection  <c)  are  not  applica- 
ble to  the  Federal-State  Joint  Board  procedure  for  establishment  and  adminis- 
tration of  the  Access  Charge  Fund  of  Sec. . 

(e)  The  Commission  shall,  through  the  use  of  the  Federal-State  Joint  Board 
established  under  subsection  (c)  of  this  section: 

(1)  Include  in  every  proposal,  policy  statement,  report  or  order,  which 
may  have  a  si^iRcant  impact  on  increasing  the  rates  for  local  exchange 
telephone  service  in  the  future,  a  detailed  statement  of  such  anticipated 

Nothing  in  this  subsection  shall  impair  or  diminish  the  powers  of  any  State 
commission.  Joint  Board  memberB,  and  supporting  staff  members,  shall  receive 
such  allowances  for  expenses  as  the  Commission  shall  provide. 

It  is  important  to  note  that  this  Federal-State  Joint  Board  procedure  does  not 
include  jurisdictional  separations.  The  assumption  herein  in  that  separations  and 
settlements  will  be  replaced  by  the  access  charge.  However,  if  the  access  charge  is 
deemed  insufficient,  and  the  separations  and  settlements  process  is  retained,  then 
the  provisions  in  the  Joint  Board  procedure  pertaining  to  separations  should  ailso  be 
retained. 

The  Joint  Board  amendment  as  proposed  combines  existing  Joint  Board  proce- 
dures and  parts  of  the  NARUC's  proposed  "Home  Telephone  Act".*  It  provides  for 
the  mandatory  convocation  of  a  Joint  Board  in  all  instances  concerning  common 
carrier  communications  of  joint  Federal-State  concern  when  requested  by  two-thirds 
of  the  affected  State  commiaaiona.  Further,  the  delineated  procedure  provides  for 
the  voluntary  convocation  of  a  Joint  Board,  at  FCC's  discretion,  on  all  other  mat' 
ters. 

Subsection  (dl  of  our  proposed  amendment  merely  states  that  the  Sec.  410(c)  type 
Joint  Board  is  not  applicable  to  the  access  charge  Joint  Board  procedure. 

Subsection  (e)  of  the  NARUC's  Joint  Board  plan  would  require  the  FCC,  throiigh 
the  use  of  the  Joint  Board,  to  examine,  and  prepare  a  report  on  every  Commission 
proposal,  policy  statement,  report  or  order  which  may  have  a  significant  impact  on 
mcraaaing  future  local  exchange  telephone  service  rates.  The  Joint  Board  would 
also  be  re<iuired  to  reevaluate  existing  policy  statements,  reports  and  orders  whose 
continuation  could  also  have  such  an  impact. 

A  final  area  of  significant  concern  to  the  NARUC  relates  to  the  regulation  of 
cable  television  (CATVI  services.  The  NARUC  believes  that  CATV,  as  well  as  other 
telecommunications  services,  has  both  interstate  and  intrastate  facets.  We  believe 
State  regulatory  authority  over  all  intrastate  aspects  of  CATV  and  associated  broad- 
band services  should  be  retained.  Thus,  the  full  gamut  of  present  areas  of  State 
control,  including  the  regulation  of  rates  and  entry,  would  be  reserved  to  the  States, 
The  States,  not  the  FCC,  must  be  able  to  determine  whether  a  local  telephone 
company  should  be  allowed  to  compete  in  this  area- 
It  is  obvious  that  the  changes  we  have  proposed  necessitate  amending  other 
sections  of  the  bills  under  review.  The  NARUC  would  be  most  willing  to  provide  the 
necessary  modifying  language  upon  request. 

In  conclusion,  the  NARUC  would  like  to  strike  a  final  note  of  caution  to  this 
honorable  body.  With  increased  emphasis  upon  the  telecommunications  of  tomorrow 
and  the  "age  of  information",  we  must  all  keep  in  mind  the  needs  of  the  average 

■The  Home  Telephone  Act  was  initially  drafted  by  the  NARUC  it 
introduced  in  the  93d  C  '     "      '      ""  " 


I  by  the  II  member?  of  the  North  Carolina  delegation  (on  Jun 

h  NARUC  •  '  "         -        "         -    ..   -   n!tn .... 

,   .cetdiTia,  p.  __. 

NARUC  Annual  Convention  Proceedings,  p.  947  (1976)). 


SSlh  NARUC  Annual  Convtation  Proctedings.  p.  960  (1974);  Snh  NARUC  Annual  Convention 
Pnxtitdingt,  p.  960  (I97J1;  S?lh  NARUC  Annual  Convention  Proceeding,  p.  845  (1975);  and  88th 
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communications  Bubscriber.  Basic  neceesitiea  such  as  the  capability  of  promptly 
summoning  medical  assistance  and  fire  and  police  protection  must  be  provided 
rather  than  lost  in  the  technological  shufde.  The  public  interest  must  be  protected. 
Let  the  goodwill  and  hardwork  that  all  of  us  have  expended  on  this  legislation  be 
channeled  into  a  force  for  the  good  of  all  the  people  rather  than  thoee  with  special 
interests. 
Thank  you  for  your  attention. 

NARUC  Proposed  Amendments  to  S.  611,  a  Bill  Pboposing  thb  Communications 
Act  Amendments  op  1979,  and  S.  622,  a  Bill  Proposing  the  Tblbcoiuiunica- 
noNS  Competition  and  Deregulation  Act  op  1979 

1.  Amend  S.  611,  Sec.  103,  by  inserting  the  following  after  "Application  of  Act": 

"Sec.  102.  The  provisions  of  this  Act  shall  not  apply  to,  and  the  Federal 
Communications  Qimmission  shall  not  exercise  any  authority  under  this  Act 
with  respect  to — 

"(1)  charges.  clasBiflcations,  practices,  services,  facilities,  or  regulations 
for  or  in  connection  with — 

"(i)  intrastate  toll  telecommunications  service  of  any  carrier;  or 
"{ii)  local  exchange  telecommunications  service  even  though  a  por- 
tion of  such  service  constitutes  interexchange  or  intemationaT  tele<»in- 
munications,  in  any  case  where  such  matters  are  subject  to  regulation 
by  a  State  commissioni  or 
"(21  the  degree  of  local  exchange  telecommunications  competition  within 
a  State;  or 

"(3)  any  carrier  engaged  in  interexchsnge  or  international  telecommuni- 
cations solely  through  physical  connection  with  the  facilitiea  of  another 
carrier  not  directly  or  indirectly  controlling  or  controlled  by,  or  under 
direct  or  indirect  common  control  with  such  carrier;  or 

"(41  any  carrier  engaged  in  interexchange  or  international  telecommuni- 
cations solely  through  connection  by  radia.  or  by  wire  and  radio,  with 
facilities,  located  in  an  adjoining  State  or  in  Canada  or  Mexico  (where  they 
adjoin  the  State  in  which  the  carrier  is  doing  business),  of  another  carrier 
not  directly  or  indirectly  controlling  or  controlled  by.  or  under  direct  or 
indirect  common  control  with  such  carrier;  or 

"(5)  any  carrier  to  which  clause  (3)  or  clause  (4)  of  this  subsection  is  not 
applicable  because  such  carrier  also  furnishes  interstate  mobile  radio  com- 
munication service  or  radio  communication  service  to  mobile  stations  cm 
land  vehicles  in  Canada  or  Mexico." 

2.  Amend  S.  622.  Title  11,  by  adding  a  new  section  with  the  same  language  as  in 
NARUC  proposed  amendment  1  to  S.  611. 

3.  Amend  S.  611,  Sec.  104  (Sec.  103  of  the  Communications  Act  of  1934),  by 
changing  (16),  Interexchange  Telecommunications,  to  read  as  follows: 

(lb)  "Interexchange  telecommunications"  means  telecommunications  between 
an  information  source  located  in  one  State.  Territory,  or  posaeesion  of  the 
United  States,  or  the  District  of  Columbia,  and  an  information  recipient  located 
in  another  Stale.  Territory,  or  possession  Of  the  United  States,  or  the  District  of 
Columbia. 

4.  Amend  S,  611,  Sec.  104.  by  adding  a  new  subsection  to  read  as  follows: 

(  )  "Intrastate  toll  telecommunications"  means  telecommunications  between 
an  information  source  located  in  one  exchange  area  within  a  State,  Territory,  or 
possession  of  the  United  States,  or  the  District  of  Columbia,  and  an  information 
recipient  located  in  a  separate  exchange  telecommunications  area  or  areas 
within  the  same  State,  Territory,  or  possession  of  the  United  States,  or  the 
District  of  Columbia.  Interexchange  teiecommunicationa  retain  their  intrastate 
nature  when  such  telecommunications  transcend  an  exchange  area  beyond 
State  boundaries  if  such  exchange  ia  regulated  by  a  State  commission. 

5.  Amend  S.  62,  Sec.  201  (Sec.  255(cK4)  of  the  Communications  Act  of  1934)  to 
include  similar  definitiona  aa  proposed  in  NARUC  amendments  3  and  4  to  S,  611. 

6.  Amend  S,  611,  Sec,  223(c).  "Basic  Exchange  Maintenance  Pro-am"  (Sec.  222  of 
the  Communication  a  Act  of  19341  by  deleting  it  in  its  entirety  and  inserting  Sec,  324, 
"Interexchange  Access  Charges",  (as  amended  by  the  NARUC)  from  H,R.  3333,  a  bill 
proposing  the  Communications  Act  of  1979. 

Sec,  324  of  H,R,  3333  should  be  amended  (II  to  reflect  the  fact  that  the  States 
retain  jurisdiction  over  intrastate  toll  aa  well  as  local  exchange  services,  and  (2)  to 
delete  the  provision  in  Sec,  324(c)(2)  relating  to  a  ten-vear  termination  point, 

7.  An  alternative  amendment  to  NARUC  proposed  amendment  6  provides  for  an 
access  charge  Federal-State  Joint  Board  as  follows: 
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■-  (Bl  Any  person  who  provides  an  tnterexchange  o 
telecommunications  service  or  facility  which  is  physically  connected,  directly  o 
indirectly,  with  local  exchange  switching  facilities  and  plant  shall  pay  an  access 
charge  to  the  Access  Charge  Fund  established  under  subsection  (bl. 

(b)  A  Federal-State  Joint  Board  composed  of  three  members  of  the  Commis- 
sion and  four  State  commissioners  chosen  by  the  national  organization  of  the 
State  commissions,  as  referred  to  in  sections  1 1506  and  1034'!  of  Title  ■!».  shall 
establish  and  administer  an  Access  Charge  Fund  in  order  Co  maintain  local 
exchange  telephone  service  at  affordable  levels  and  to  ensure  the  nationwide 
availability  of  basic  telephone  service.  All  members  of  the  Joint  Board  shall  be 
permitted  to  vote  on  all  issues  pertaining  to  the  Access  Charge  Fund.  All 
decisions  of  the  Joint  Board  shall  be  final  and  reviewable  only  by  a  court  of 
competent  jurisdiction.  Joint  Board  members,  and  supporting  stafT  members. 
shall  receive  such  allowances  for  expenses  as  the  Commission  shall  provide. 

8.  Amend  S.  622,  Sec.  225(d)(2XDI  (access  charge]  so  as  to  reflect  the  amendments 
iproposed  to  S.  611  In  NARUC  proposed  amendments  6  and  7. 

9.  Amend  S.  611,  Sec.  226,  "Definitions  of  Exchange  Area",  as  follows; 

lal  Delete  "la)"  on  p.  57,  line  5; 

ibl  Delete  Subsection  lb)  in  its  entirety,  p.  57,  lines  17-22; 

Ic)  Change  line  12,  p.  57,  to  read  "the  boundaries  of  any  contiguous  standard 
metropolitan  statistical  areas"  [amendments  underlined];  and 

Idl  Change  lines  13-14,  p.  57  by  deleting  "unless  the  Commission  shall  other- 
wise allow; '  and  inserting  ";"  immediately  after  "Commerce)" 

10.  Amend  S.  <i22.  Sec.  201  (Sec.  225|c)(3)  of  the  Communications  Act  of  1934),  by 
'deleting  in  its  entirety  and  inserting  the  following: 

Sec,  .  It  shall  be  the  responsibility  of  each  State  (or  any  agency  or 

instrumentality  thereoD  to  define  the  geographic  configuration  of  exchange 
telecommunications  areas  within  the  borders  of  each  such  State,  or  in  conjunc- 
tion with  any  State  where  any  exchange  telecommunications  area  transcends 
the  borders  of  any  State;  Provided.  That  the  boundaries  of  any  such  area  shall 
not  extend  beyond  the  boundaries  of  any  contiguous  standard  metropolitan 
statistical  areas  (as  defined  by  the  Secretary  of  Commerce):  And  provided  fur- 
ther. That  every  point  within  a  State  shall  be  included  within  an  exchange 
telecommunications  area- 

11.  Amend  Title  II  of  both  S.  611  and  S.  622  by  inserting  a  new  section  to  read  as 
itollows: 

Sec. Section   410  of  the  Communications  Act  of  1934  is  amended  by 

deleting  subsection  (c)  and  inserting  the  following: 

"Sec,  410.  (c)  The  Commission  shall  refer  any  proceeding  relating  to  common 
carrier  communications  of  joint  Federal-State  concern,  when  requested  in  writ- 
ing by  two-thirds  of  the  affected  State  commissions  within  forty-five  days  after 
the  institution  of  such  matter,  and  may  refer  any  other  matter  as  the  Commis- 
aion  deems  necessary,  to  a  Federal-State  Joint  Board,  For  purposes  of  acting 
upon  such  matter  such  Joint  Board  shall  have  all  the  jurisdiction  and  powers 
conferred  upon  a  hearing  examiner  provided  for  in  section  3105  of  Title  5, 
designated  by  the  Commission,  and  shall  be  subjected  to  the  same  duties  and 
obligations.  The  proceedings  of  the  Joint  Board  shall  be  conducted  in  such 
manner  as  the  Commission  shall  by  regulations  prescribe.  The  Joint  Board  shall 
prepare  a  recommended  decision  for  prompt  review  and  action  by  the  Commis- 
sion. In  addition,  the  State  members  of  the  Joint  Board  shall  sit  with  the 
Commission   en   banc   at   any   oral   argument   that   may   be   scheduled   in   the 

Broceeding.  The  Commission  shall  also  afford  the  State  members  of  the  Joint 
oard  an  opportunity  to  participate  in  its  deliberations,  but  not  vote,  when  it 
has  under  consideration  the  recommended  decision  of  the  Joint  Board  or  any 
further  decisional  action  that  may  be  required  in  the  proceeding.  The  Joint 
Board  shall  be  composed  of  three  commissioners  of  the  Commission  and  of  four 
State  commissioners  nominated  by  the  national  organization  of  the  State  com- 
missions, as  referred  to  in  sections  11506  and  10344  of  Title  49,  and  approved  by 
the  Commission.  The  Chairman  of  the  Commission,  or  another  Commissioner 
designated  by  the  Commission,  shall  serve  as  Chairman  of  the  Joint  Board, 
"(d)  The  Federal-State  Joint  Board  procedure  of  subsection  (c)  is  not  applica- 
ble to  the  Federal-State  Joint  Board  procedure  for  establishment  and  adminis- 
tration of  the  Access  Charge  Fund  of  Sec 

"(el  The  Commission  shall,  through  the  use  of  the  Federal-State  Joint  Board 
established  under  subsection  (c)  of  this  section: 

"(1)  Include  in  every  proposal,  policy  statement,  report  or  order,  which 
may  have  a  significant  impact  on  increasing  the  rates  for  local  exchange 


telephone  service  in  the  future,  a  detailed  statement  of  Buch  anticipated 

"Notning  in  this  subaection  shall  impair  or  diminish  the  powers  of  any  State 
commission.  Joint  Board  members,  and  supporting  staff  members,  shall  receive 
such  allowBncefl  for  expenses  as  the  Commission  shall  provide." 
12.  Amend  both  S.  611  and  S.  622  to  provide  for  full  State  authority  over  all 
intrastate  aspects  of  cable  television  and  oUier  broadband  st 


The  National  Association  of  Regulatoiy  Utility  Commissioners  (NARUO  in  the 
above  testimony  has  advocated  the  establishment  of  a  Federal-Stat«  Joint  Board 
whereby  all  members  would  be  permitted  to  vote  in  formulating  an  administratively 
final  decision,  subject  only  to  judicial  review.  The  purpoee  of  this  memorandum  is  to 
reflect  the  constitutionality  of  according  the  State  member  the  right  to  vote  under 
such  circumstances.' 


The  principle  that  the  United  States  Congress  can  lawfuly  delegate  "Federal" 
authority  to  administer  and  implement  its  mandates  to  non-Federal  entities  has 
long  been  established.  As  early  as  1883,  in  United  States  v.  Jones,  109  U.S.  513.  27  L 
Ed.  1015,  3  S.  Ct.  346  (1883).  the  Supreme  Court,  in  interpreting  an  act  of  Ctmgresi 
~  ransferring  to  a  State  board  ana  court  authoritv  to  ascertain  the  amount  of 


compensation  of  United  States  must  pay  for  the  taking  of  State  lands  by 
domain,  stated: 

"That  Government  can  create  all  the  officers  and  tribunals  required  for  the 
execution  of  its  powers.  Upon  this  there  can  be  no  question.  Kohl  v.  U.S.,  91  U.S. 
367  [XXIII.,  449].  Yet  from  the  time  of  its  establishment  that  Government  has  been 
in  the  habit  of  using,  with  the  consent  of  the  States,  their  ofRcero,  tribunals  and 
institutions  as  its  agents.  Their  use  has  not  been  deemed  violative  of  any  principle 
or  as  in  any  manner  derogating  from  the  sovereign  authority  of  the  Federal  Govern- 
ment; but  as  a  matter  of  convenience  and  as  tending  to  a  great  saving  of  expense." 
109  U.S.  at  513,  27  L.  Ed.  at  1015. 

The  variety  of  situations  wherein  the  above  principle  has  been  affirmed  is  quite 
extensive.  In  fact,  the  Federal  courts  have,  with  an  almost  tedious  repetition,  upheld 
most  delegations  as  being  within  the  lawful  power  of  Congress,*  Predominantly, 
these  delegations  of  authority  to  implement  and  administer  Federal  statutes  rail 
within  two  major  areas:  (a)  delegations  to  private  entities;  and  (b)  del^ations  to 
State  ofiicials. 
A.  Delegalion  to  private  entities 

As  early  as  1866  Congress  demonstrated  its  intent  that  certain  statut«s  were  best 
implemented  by  private  individuals  and  oi^anizations.  In  the  Mineral  Lands  Acts, 
14  Stat.  251  11866)  and  17  Stat.  92,  c.  152.  §5{R.S.  S  2324)  (1872).  Congress  specifical- 
ly granted  to  the  miners  of  each  mining  district  on  public  lands  the  power  to  make 
regulations  governing  the  location,  manner  of  recording,  and  the  amount  of  work 
necessary  to  hold  possession  of  a  mining  claim.  These  delegations  were  consistently 
upheld  by  the  Supreme  Court.' 

It  was  not  until  1907.  however,  that  the  Supreme  Court  took  the  next  logical  step 
and  affirmed  the  actual  creation  of  Federal  regulations  by  a  private  entity.  In  the 
landmark  case  of  St.  Louis  Iron  Mountain  &  Southern  Railway  Co.  v.  Taylor,  210 
U.S.  281.  52  L.  Ed.  1061,  28  S.  Ct.  616  (19071.  the  Court  held  that  legislative  power 
was  not  unconstitutionally  delegated  to  the  American  Railway  Association  by  Sec- 


'  It  would  appear  that  the  Joint  Board  concept  itself  ib  beyond  controverey  considering  that 
the  only  substantive  ditTerence  between  existing  Joint  Board  procedures  (as  reflectied  in  47 
U.S.C.  J41IXcland  in  the  Interatate  Commerce  Act,  49  U.S.C.  EJ  10341,  10342,  10343.  and  10344} 
and  those  proposed,  lies  in  the  authority  of  the  Joint  Board  to  issue  a  final  decision  voted  upon 
by  all  members  subject  only  to  judicial  review. 

'  Two  major  striking  exceptions  are:  ALA.  Schechter  Poultry  Corp.  v.  U.S..  295  U.S.  495,  79  L. 
Ed.  1570.  5SS.  Ct  83T{1935MconBtitutionBlity  of  the  National  Recovery  Act  of  1933J  and  Carttr 
V,  Carter  Coal  Co..  298  U.S.  238.  80  L.  Ed.  IIGO,  56  S.  Q.  855  (1936)  Iconstitutionality  of  the 
Bituminous  Coal  Conservation  Act  of  19351.  Explanation  for  these  seemingly  aberrant  decisions 
lies  in  the  historical  period  of  the  Acts  themselves  as  well  as  in  the  fact  that  the  delegation 
issue  was  not  the  only  basis  for  the  Court's  holdings.  Since  these  cases,  the  Supreme  CouK  hais 
rarely  found  any  kind  of  delegation  unconstitutional. 

•Jackson  V.  Roby.  109  U.S.  440,  27  L,  Ed  990,  3  S,  Ct.  301  (188S):  ErhardI  v.  Boom.  113  US. 
527,  28  L  Ed  1113,  5  S.  Ct.  560  11885);  5u((e  Cifv  Water  Co.  v.  Baker.  196  U.S.  119.  49  L.  Ed.  409. 
25  S.  a.  211(1905). 
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tion  5  of  the  Safety  Appliance  Act  of  1S93,  27  Stat.  531,  c.l96.  which  provided  that. 
after  a  date  named,  only  cars  with  drawbars  of  uniform  height  would  be  permitted 
to  be  used  in  interstate  commerce,  and  that  the  standard  was  Xo  be  fixed  by  the 
American  Railway  Association  and  declared  by  the  Interstate  Commerce  Commis- 
sion (ICC).  The  ICC's  power  by  statute,  was  limited  to  "givfing]  notice  of  the 
standard  fixed  upon  to  all  common  carriers,  owners,  or  lessees  engaged  in  interstate 
commerce  In  the  United  States  by  such  means  as  the  Commission  may  deem 
proper"  (Sec.  5),  Thus,  the  ICC  had  no  power  to  review  the  American  Railway 
Association's  regulations,  but  only  the  authority  to  implement  them— a  clear  case  of 
del^ation  to  a  private  entity. 

The  delegation  by  Congress,  to  private  groups,  of  the  power  to  approve  regulations 
prior  to  their  promulgation  by  a  Federal  agency  has  also  been  repeatedly  affirmed 
by  the  Supreme  Court.  In  C^rrin  v.  Wallace.  306  U.S.  1.  83  L.  Ed.  411,  59  S.  Ct.  379 
(I939t,  the  Court  (upheld  a  provision  of  the  Tobacco  Inspection  Act  of  1935  (7  U.S.C. 
39  511  e'  seq.)  providing  for  prior  approval  by  two-thirds  of  the  tobacco  growers  of 
any  orders  of  the  Secretary  of  Agriculture  designating  cerwin  markets  for  inspec- 
tion before  sale. 

Similar  provisions  of  the  Agricultural  Acljustment  Act  of  1937  [7  U.S.C.  §fi08  c 
(aHB)],  providing  that  orders  fixing  minimum  prices  for  milk  issued  by  the  Secretary 
of  Agriculture  were  only  effective  upon  approval  by  two-thirds  of  interested  produc- 
ers, were  found  valid  in  U.S-  v.  Rock  Royal  Co-opemtiiv.  307  U.S.  533.  83  L.  Ed. 
1446.  59  S.  Ct.  993  119391.  There,  the  Court  stated  that,  "inasmuch  as  Congress  could 
place  the  Order  in  effect  without  any  vote,  it  is  permiasible  for  it  to  provide  for 
approval  or  disapproval  in  such  way  or  manner  as  it  may  choose."  307  U.S.  at  578. 
83  L,  Ed.  at  1472.' 

An  even  more  elaborate  system  of  delegated  authority  was  created  by  Congress  in 
the  Soil  Conservation  and  Domestic  Allotment  Act  (IG  U.S.C.  §§  590a  el  seg.l  Sec, 
590h  of  that  Act,  and  the  regulations  promulgated  thereunder  (7  C.F.R,,  Part  7) 
provides  that  local  and  county  committeees.  comprised  of  area  farmers  elected  by 
those  with  farming  interests,  shall  administer  certain  sections  of  the  Soil  and 
Conservation  and  Domestic  Allotment  Act.  as  well  as  certain  provisions  of  other 
agriculturally  related  Congressional  enactments.' 

A  further  example  of  Congressional  delegation  to  a  private  entity  is  found  in  the 
Klamath  Termination  Act  of  1954  (25  U.S.C.  §§564-564x1.  a  statute  enacted  to 
terminate  Federal  supervision  over  the  Klamath  Indian  Tribe.  In  Grain  v.  First 
National  Bank  of  Oregon.  Portland.  324  F.  2d  532  (9th  Cir.  1963),  the  Court,  in 
luiswering  a  challenge  to  the  constitutionality  of  the  Klamath  Termination  Act, 
found  that  the  delegation  of  authority  to  the  Secretary  of  Interior  to  choose  a 
private  trustee  to  manage  the  property  of  Indians  found  unable  to  handle  their  own 
affaire,  was  valid.  Putting  the  principle  quite  succinctly,  the  Court  stated,  at  537. 
"While  Congress  cannot  delegate  to  private  corporations  or  anyone  else  the  power  to 
enact  laws,  it  may  employ  them  In  an  administrative  capacity  to  carry  them  into 

Quoting  from  an  annotation  in  79  L.  Ed.  474  entitled  "Delegation  of  Legislative 
Power",  at  485.  the  Court  continued: 

"The  true  distinction  is  between  the  delegation  of  the  power  to  make  the  law, 
which  necessarily  involves  a  discretion  as  to  what  it  shall  be,  and  conferring  an 
authority  or  discretion  as  to  its  execution,  to  be  exercised  under  and  in  pursuance  of 
the  law.  The  first  cannot  be  done;  to  the  latter  no  valid  objection  can  be  made," 

Further  illustrations  of  the  validity  and  use  of  the  delegation  principle  as  to 
private  bodies  are  too  numerous  to  mention  herein.  However,  one  more  example 
perhaps  proves  the  point.  In  the  Railway  Labor  Act  (45  U,S,C,  §§151  el  seq.l. 
Congress  established  a  variety  of  private  entities  for  the  purpose  of  disposing  of 
railway  labor  disputes.  Sec,  153  provides  for  a  National  Railroad  Adjustment  Board 
consisting  of  thirty-four  members,  seventeen  selected  by  the  carriers  and  seventeen 
■elected  by  labor  organizations,  such  Board  to  dispose  of  as  many  railway  labor 
issues  as  possible.  Furthermore,  Sec.  157  establishes  an  arbitration  board  for  similar 
purposes.  As  with  most  other  delegations,  the  constitutionality  has  continually  been 
affirmed,* 


,     •  See  also,  H.  P.  Hood  A  Sons  v,  [J.S..  307  US.  5BS,  S3 
ALR2d  188.  196-199. 

>  For  judicial  interpretation  see  U.S.  v.  Ko/^  3T9  F.  2d 
.  '  BrtHherhood  of  LocomoUit  Firemen  and  Enginemen 
.11  (D.C.D.C.  1964),  affirmed  331  F  2d  1020  (D.C.  Cir.).  cei 
84  S.  Ct.  1181, 


L.  Ed.  147S,  59  S.  Ct.  10:9  (19391.  and  3 

8  (8lh  Cir.  19671. 
I.  Chicago.  B.  &q 
I.  dtnifd.  317  U,S,  9 
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B.  Delegation  to  StaU  officials 

The  constitutionality  of  the  del^ation  of  authority  to  State  agencies  or  officials 
for  the  administration  of  Federal  statutes  finds  significant  Bunwrt  in  the  area 
relating  to  the  use  of  the  State  judiciary.'  Thus,  the  delegation  by  Congress  to  St^ 
courts  of  the  power  to  enforce  the  provisions  of  the  Federal  bankruptcy  statutes* 
and  to  naturalize  aliens  have  repeatedly  been  confirmed.* 

Furthermore,  examples  abound  of  instances  wherein  Federal  and  State  authori- 
ties cooperate,  pursuant  to  Congressional  mandates,  in  the  handling  of  particular 
matters.  This  is  especially  true  in  the  area  of  criminal  law.'*  In  addition,  there  are 
many  instances  wherein  Congress  has  ordered  the  adoption  of  State  laws  by  FedersJ 
officials." 

Underlying  almost  all  del^ations  to  State  ofHcials  is  the  implicit,  and  ofleo 
explicit,  rationale  that  the  matters  at  issue  are  predominantly  of  a  local  nature,  or 
at  the  minimum,  involve  both  Federal  and  State  interests.  In  Gauley  Mountain  Coal 
Co.  V,  Director  of  the  U.S.  Bureau  of  Mines.  224  F.  2d  887  (4th  Or.  1955),  for 
example,  the  Court  upheld  provisions  of  the  Federal  Coal  Mine  Safety  Act  of  1952 
[30  U.S.C.  §§  478.  479  lb).  (dK9)}  which  required  the  State  classification  of  local  mines 
as  a  condition  precedent  to  Federal  regulation.  Citing  numerous  instances  wherein 
similar  acts  have  been  affirmed,  the  Court  ruled  that.  "There  is  no  del^ation  by 
Congress  of  its  own  power  to  a  state  agency,  but  merely  the  acceptance  by  Congren 
of  State  action  as  the  condition  upon  which  its  exercise  of  power  is  to  becoow 
effective."  (/d.,  at  890),'" 

A  primary  example  of  the  validity  of  the  delegation  principle  is  also  demonstrated 
by  P,L.  89-170.  a  1966  amendment  to  the  Interstate  Commerce  Act  [49  US.C. 
S  11506,  formerly  49  U.S.C.  §302(bK2)].  That  amendment  authorized  the  "national 
organization  of  the  State  commissions"  [Le.,  the  National  Association  of  Regulatory 
Utility  Commissioners  <NARUC)|  to  design  standards  for  the  registration  of  ICC 
certificates  of  public  convenience  and  necessity  by  motor  carriers. 

The  language  of  Sec.  11506  is  very  specific  in  providing  that  the  NARUC  should 
design  and  certify  the  standards  to  the  ICC  which,  in  turn,  shall  promulgate  the 
standards  "as  so  certified".  Thus,  Sec.  11506  is  quite  similar  to  Sec.  5  of  the  Safety 
Applicance  Act  of  1893,  supra,  which  was  found  to  be  constitutional  in  Si.  Louis 
Iron  Mountain  &  Southern  Railway  Co.  v.  Taylor.  210  U.S.  281,  52  L.  Ed.  1061,  28  S. 
Ct.  616  (1907),  supra. 

Pursuant  to  the  Congressional  directive  in  P.L,  89-170.  the  NARUC  has  deter- 
mined such  motor  carrier  standards,  and  the  ICC  has  promulgated  them  into  law." 
On  several  occasions,  the  standards  have  been  amended,  again  at  the  NARUCs 
behest,>< 

Further  illustrations  of  the  delegation  to  State  officials  or  agencies  of  the  power 
to  administer  and  implement  Federal  acts  are  highly  diverse.  Numerous  statutes 
have  delegated  authority   to  various   State   officers   to   make  decisions   regarding 


'  "The  iiiBtances  in  which  CongresB  has,  through  ila  enactments,  made  use  of  the  courts  of  the 
several  states  for  the  elTectuation  of  federal  functions  are  too  numerous  to  need  mention."  25th 
NARUC  Annual  Convention  Proceedings  (19131.  at  79. 

■  ClafJin  V.  Houseman.  93  U.S.  130,  23  L.  Ed.  833  118761. 

'Levin  v.  U.S..  128  Fed.  Rep.  826  (8th  Or.  1904);  see  also.  State  of  Indiana  v.  Killigrew.  117  F. 
2d  863  iTth  Clr.  1941)  where  the  Court  amrmed  the  power  of  Congreea  U  impose  a  duty  upon  the 
clerk  of  a  State  court  exercleing  jurisdiction  to  naturalize  aliens  to  collect  and  account  for 

'■  Duncan  v.  Ma'digan.  278  F,  2d  695  (9th  Cir.  1960);  Gerenu  v.  Henderson.  526  F.  2d  889  15th 
Cir.  19761. 

"  U.8.  V,  Gerlach  Live  Stock  Co..  339  U.S.  725.  94  L.  Ed.  1231,  70  S.  Q.  956  (1949);  US.  » 
Sharpnack.  355  U.S.  286,  2  L.  Ed.  282,  78  S  Q.  291  (1958):  Wallach  v.  Lieberman.  366  F.  2d  254 
l2nd  Cir.  1966). 

"  in  accord:  U.S  v.  Malhenon.  367  F.  Supp.  779  ID.C.S.D.N.Y.  19731;  Clark  DiatiUing  Co.  v. 
Western  Maryland  R  Co..  242  U.S,  311,  61  L.  Ed,  326,  37  S.  Ct.  180  11917). 

'■The  NARUC  firel  determined  motor  carrier  standards  at  the  78th  Annual  Convention  ia 
1966  (Convention  Proceedines.  at  3711.  The  ICC  promulgation  appeared  in  31  Fed.  Raz.  1SS6T- 
16575  (Dec.  28,  1966);  49  CFR,  Part  1023 

"80th  NABUC  Annua]  Convention  Proceedinra,  at  263  (196)fl  (33  Fed.  Reg,  19250  (Dec,  25, 
196811  Slat  NARUC  Annual  Convention  Proceedings,  at  375  (1969)  [35  Fed.  Reg.  2524  IFeb.  i. 
19T0II;  82nd  NARUC  Annual  Convention  Proceedings,  at  3S6  (19T0)  [36  Fed.  IU«.  3417  (Feb.  24, 
19711};  85th  NARUC  Annual  Convention  Proceedings,  at  197  (1973)  [38  Fed,  Reg.  32580  (Nov,  27, 
19731;  38  Fed.  Reg  33772  (Dec,  7.  1973)1;  87th  NARUC  Annual  Convention  Proceedings,  at  243 
141  Fed.  Reg,  5395  (Feb.  6,  1976));  88th  NARUC  Annual  Convention  Proceedings,  at  274  (1976)142 
Fed.  Reg.  6370  (Feb.  2,  1977)]. 
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Federal  funding  ",  and  many  other  statutes  have  authorized  the  Federal  adoption  of 
State  standards  relating  to  safety  and  environmental  quality." 

More  recent  examples  of  the  delegation  principle  have  occurred  with  the  enact- 
ment of  the  National  Energy  Conservation  Act,  PL.  95-619,  92  Stat.  320()  (Nov. 
1978),  and  the  Powerplant  and  Industrial  Fuel  Use  Act,  P.L.  95-620,  92  Stat.  3289 
(Nov.  19781,  Under  the  Conservation  Act.  the  governors  of  the  various  States  are 
given  authority  to  formulate  and  implement  energy  plans  as  well  as  the  authority 
to  waive  suppliers  from  certain  requirements. 

The  Powerplant  and  Industrial  Fuel  Use  Act  grants  even  more  authority  to  the 
States.  Under  the  Act.  the  Economic  Regulatory  Administration  (ERA)  nas  the 
prerogative  of  fully  del^ating  responsibiltty  and  authority  for  inplementation  of 
Sec,  402.  pertaining  to  the  prohibition  on  the  use  of  natural  gas  for  decorative 
outdoor  lighting,  to  the  State  regulatory  commissionH.  In  fact,  rules  have  been 
proposed  by  ERA  delegating  full  authority  to  the  States  including  the  power  to 
make  all  rules  and  regulations  necessary  to  enforce  the  Congressional  prohibition  in 
Sec.  402." 

Ill   CONCLOSEON 

It  is  clear  from  the  vast  number  of  precedents  cited  above,  that  (Congress  has  the 
power  to  validly  delegate  to  non-Federal  entities  the  authority  to  administer  and 
implement  Federal  statutes.  With  the  exception  of  the  Sckechter  Poultry  and  Carter 
Coal  cases,  supra,  such  delegations  have  invariablv  been  afiirmed  by  the  courts. 
Thus,  it  would  appear  that  any  constitutional  challenge  to  an  access  charge  Joint 
Board  as  envisioned  herein  would  be  a  futile  gesture. 

Paul  Rodgehs, 

General  Counsel. 
William  R,  Ni;bbai;m, 
Assistant  General  Counsel. 

May  3,  1979. 

Senator  Holungs,  Mr.  Oettinger, 

Mr,  Oettinger.  Thank  you,  Mr.  Chairman. 

My  name  is  Anthony  G.  Oettinger.  I  am  a  professor  at  Harvard 
University,  where  I  chair  the  program  on  information  resources 
policy.  I  am  also  the  holdover  chairman  of  the  Massachusetts  Cable 
Television  Commission,  a  body  I've  served  on  since  1972.  I  speak 
here  only  for  myself,  not  for  any  institution  with  which  I  am 
affiliated,  nor  for  any  of  the  70  or  so  diverse  public  or  private 
organizations  that  support  the  Harvard  program's  work,  [List  at- 
tached,] 

It  is  a  pleasure  to  testify  before  you  once  again.  Now  that  you've 
jumped  in  to  drain  the  swamp,  I  want  to  point  out  a  few  alligators. 

We  have  been  busy  analyzing  a  lot  of  the  data  folks  here  have 
alluded  to.  There  is  too  much  to  present  here,  but  we  tried  to  make 
explicit  and  intelligible  something  of  the  mind-boggling  complexity 
that  folks  have  alluded  to.  We  had  some  success  in  quantifying 


I  (D.C.  Colo.  1971)1  revereed  and  n 


r,  327  F.  Sup 
as  to  dclegalion  issuf.  458  F.  2d  1115  (19721]:  the  Social  Se 
conditions  the  releBse  of  AFDC— UP  assistancB  funds  upon  tl , 

Srmits  the  Stales  to  determine  who  shall  receive  auch  funds  |Sec  Oirrolt  v.  Finch,  326  F.  Supp. 
1  ID.C.  AlBska  197lJ|:  the  Public  Works  and  Economic  DcMlopment  Act  Amendmenla  af  ISfS. 
4i  U.S.C  tec.  3121  tiaeq.,  provides  for  Federal  disaster  assistance  upon  detennination  of  need  by 
the  governor  of  any  Stale;  the  Public  Utility  Regulatory  Policies  Act  of  1978.  P.L.  95-617.  92 
Stat,  am,  provides,  in  Sec,  603.  for  the  payment  of  Federal  grants  lo  an  inslilute  "eetabliBhed 
by  the  NARUC". 

"SeeCheNaturalGasPipelmeSafety  ActDf  1%8,  49U.S.C.  §§1671  el  acq.,  eep.  SS  167£,  1673; 
■Dd  the  Environmental  Quality  Improvement  Act  of  1970.  JZ  U.S.C.  JS  *371  el  atq..  which 
■pecifieally  states  that  the  "primary  reaponsibility  for  implementing  this  policy  rest*  with  State 
and  local  governments".  42  U.S.C.  §  437llbX2).  See  also  U.S.  v.  Cincinnati  Traasil.  Inc..  337  R. 
1D6E  ID.C.S.D.  Ohio  1972)  discussing  provisions  of  the  Economic  Stabilization  Act  of  1970. 
nendments  thereto,  84  Slat.  799.  providing  for  local  regulatory  agency  review  and  certifi- 

of  all  public  utility  rate  ' 

«  44  Fed.  Reg.  9570  (Feb 
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what  Paul  Henson  described  in  the  preceding  panel  as  the  unquan- 
tifiable. 

It's  too  much  to  present  orally.  My  full  testimony,  with  your 
permission,  I  would  like  to  enter  in  the  record  along  with  addition- 
al comments  by  my  colleagues,  Kurt  Borchardt  and  John  LeGates. 
Mr,  Borchardt's  remarks  are  addressed  to  the  matters  of  network 
management  and  system  control  in  the  absence  of  the  old  ways. 
Mr.  L«Gates'  remarks  address  themselves  primarily  to  some  of  ttie 
questions  of  divestiture  and  their  consequences. 

With  your  permission,  I  would  like  also  included  in  the  record — 
by  reference — some  of  our  testimony  yesterday  before  the  House 
where  we  touched  on  still  other  matters.  We  would  be  delighted  to 
integrate  some  of  these  things  for  you  and  the  staff  and  present 
them  as  a  coherent  picture,  but  my  comments  today  focus  on  how 
telecommunication  costs  and  benefits  are  to  be  apportioned  be- 
tween consumers  of  local  exchange  telecommunications  services 
and  consumers  of  interexchange — toll — services.  I  believe  that  con- 
tinuing controversies  on  this  score  are  unavoidable.  The  issue  is 
how  best  to  channel  them.  The  cost  picture  is  where  all  the  action 
is  and  continuing  controversies  on  this  score  are  unavoidable.  The 
issue  is  how  best  to  channel  them.  They  will  not  disappear.  They 
can't  be  legislated  away. 

The  Hollings  eind  Goldwater  bills  put  the  presently  federally 
r^ulated  interstate  toll  services  and  the  presently  State-regulated 
State  toll  services  under  federally  supennsed  interexchange  serv- 
ices. Local  exchange  matters  are  left  to  the  States,  except  for  cost 
allocations,  where  a  Federal  presence  is  mandated. 

By  displacing  a  buffering  role  hitherto  played  by  the  State  gov* 
emments,  this  may  lead  to  unmanageable  confrontations  between 
the  Federal  Government  and  local  political  powers.  At  the  same 
time,  the  set  of  players  is  getting  larger,  less  clubby,  more  visible, 
more  contentious. 

I  shall  only  sketch  my  at^ment  orally,  trusting  I  have  your 
permission,  Mr.  Chairman,  to  enter  the  supporting  written  details 
into  the  record. 

Right  now,  cost  allocations  are  mediated  principally  by  the  so- 
called  jurisdictional  cost  separations  process  and  the  related  reve- 
nue settlements  process.  As  I  see  them,  the  principal  functions  of 
these  present  processes  are  as  follows: 

One,  to  allocate  economic  costs  between  the  Federal  and  State 
jurisdictions,  hence  to  define  the  total  revenues  permitted  to  be 
drawn  from  consumers  in  each  jurisdiction. 

Two,  to  modulate  economic  cost  fillocation  with  equity  consider- 
ations while  staying  within  the  bounds  of  applicable  legislative  and 
judicial  mandates.  That  means  sloshing  costs  and  revenues  one 
way  or  another  in  a  matter  detailed  with  numbers  and  estimates  in 
the  exhibits  that  support  my  full  testimony. 

Three,  to  mediate  idiosyncratic  political  balances  between  toll 
and  exchange  prices  in  each  of  the  States. 

Four,  to  keep  relative  peace  in  dividing  revenues  among  the 
1,500  or  so  current  suppliers  of  traditional  telecommunicati(HU 
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Five,  to  lend  economic  clout  to  the  essential  process  of  keeping 
the  multiple  suppliers  of  traditional  telecommunications  services  in 
technical  and  operational  harmony. 

A  continuing  need  for  such  administrative  functions  is  recog- 
nized by  various  provisions  of  S.  611  and  S.  622.  If  anything,  the 
burdens  of  carrying  them  out  will  grow  heavier  as  the  number  and 
variety  of  competing  suppliers  and  anxious  consumers  grows  and  if 
the  proposed  exchange/ interexchange  boundary  replaces  the  State/ 
interstate  border.  That  is  my  first  major  point.  In  light  of  the 
findings  of  the  bills  before  us,  it  needs  no  elaboration.  At  issue  is 
who  shall  bear  these  burdens,  how  effectively,  and  with  what  kind 
of  [>olicing. 

The  fact  that  A.T.  &  T.  alleged  in  the  past  that  they  were  the 
only  ones  competent  to  carry  out  these  functions  and  that  there  is 
a  tendency  among  some  of  the  A.T.  &  T.  competitors  to  reject  that 
allegation  should  not  blind  us  to  the  notion  that  the  functions  may 
well  be  essential  and  need  to  be  carried  out  somehow.  I  think  it  s 
important  to  make  that  distinction  so  we  don't  throw  out — I  won't 
say  the  baby — the  gorilla  with  the  bath  water. 

I  shall  limit  my  comments  here  to  the  third  of  the  functions  I 
have  mentioned;  namely,  that  of  balancing  toll  and  exchange  prices 
in  each  of  the  states.  The  balance  now  struck  differs  from  State  to 
State. 

We  can  see  something  of  what  this  balancing  entails  by  looking 
at  how  widely  both  toll  emd  exchange  rates  vary  State  by  State. 

This  is  1976  data.  The  first  exhibit— exhibit  23  of  my  written 
testimony  for  the  record — shows  that  in  Montana  you  pay  a  30-cent 
toll  to  talk  for  3  minutes  during  the  day  to  someone  25  miles  away. 
In  Mississippi  you  pay  92  cents.  The  second  exhibit — exhibit  24 — 
shows  that  in  the  evening  Ohio  is  now  on  top  with  62  cents  and 
Michigan  at  the  bottom  with  25  cents.  At  night,  the  third  exhibit — 
exhibit  25 — shows  that  Ohio  still  has  the  most  expensive  call  at  59 
cents,  but  Kansas  now  has  the  cheapest,  at  16  cents.  I  should  add 
that  there  is  equally  pronounced  State-by-State  variability  in  the 
book  costs  of  interexchange  plant.  Hence  State-by-Stat«  variability 
would  occur  under  competitive  true  cost-based  pricing,  though  not 
at  all  necessarily  with  the  same  pattern. 

The  fourth  exhibit — exhibit  26 — shows  how  basic  rock  bottom 
exchange  rates  vary  around  some  major  patterns.  On  top,  with 
crosses,  are  basic  business  rates.  On  the  bottom,  with  dots,  are 
basic  residential  rates.  By  decades-old  custom,  basic  business  rates 
are  roughly  twice  the  basic  residential  rates.  Both  types  of  basic 
rates  generally  go  up  according  to  the  number  of  other  telephones 
that  may  be  reached  within  a  local  calling  area.  But,  around  these 
broad  trends,  there  is  again  pronounced  variability. 

I  want  to  call  your  attention  to  that  variability  State  by  State. 

My  second  major  point,  Mr.  Chairman,  is  that  each  of  the  States, 
to  make  up  its  State  cost  pool,  as  now  defined  by  jurisdictional 
separations,  now  adjusts  relative  State  toll  and  local  exchange 
prices  by  its  own  lights,  reflecting  its  own  economic  and  demo- 
graphic patterns  of  both  household  and  business  consumers,  its 
own  urban/rural  balances,  and  its  own  regard  or  disregard  of  the 
merits  or  demerits,  powers  or  weaknesses  of  the  comunications 
suppliers  within  its  borders.  , ' 
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Hence  it  will  not  be  an  easy  administrative  task  either  to  harmo- 
nize or  to  dissociate  State  toll  and  interstate  toll  rates  under  the 
new  common  interexchange— Federal — umbrella  envisaged  by 
S.  611  and  S.  622.  Nor  can  this  task  be  guaranteed  to  be  devoid  of 
political  consequences,  since  making  any  change  in  State  toll 
prices,  up  or  down,  will  gore  someone  a  ox  or  at  least  prick  the  skin 
of  someone's  calf. 

Failure  to  change  also  implies  certain  risks.  Wide  variability  in 
State  toll  prices  may  have  remained  unnoticed  by  many,  or  at  least 
accepted  by  those  doing  business  within  many  Stat^  as  one  of 
these  peculiar  consequences  of  State  sovereiraty  within  our  feder- 
ation. Such  variability  may  be  harder  for  Federal  authorities  to 
explain  and  sustain  if  what  are  now  State  toll  prices  fall  under 
FcKlerEd  interexchange  authority.  And  it  may  be  hard  to  do  awav 
with  the  variability  without  a  myriad  of  FederEd/local  fights.  Such 
fights  are  bound  to  arise  over  what  proportions  of  exchange  costs 
are  to  be  reflected  in  local  service  prices  and  what  proportions  are 
to  be  charged  to  interexchange  services,  hence  reflected  in  interex- 
change prices.  The  terms  actual  cost  and  relative  use  in  S.  611 
have  a  deceptive  clarity.  They  hide  the  problem  or,  at  best,  they 
pose  it.  They  surely  do  not  solve  it.  They  have,  in  fact,  been  the 
very  battlefield  of  the  last  30  years'  war. 

Let  me  summarize  my  two  major  points,  Mr.  ChairmEin.  and 
make  their  import  explicit.  First,  I  have  pointed  out  that  present 
fmd  prospective  competition  increases  the  number  of  interested 
parties  within  the  telecommunications,  data  processing  and  other 
supplier  industries;  notably  the  U.S.  Postal  Service.  It  has  already 
increased  and  promises  to  continue  to  increase  the  awareness  and 
participation  of  consumers,  both  household  and  business;  in  short, 
what  weis  a  relatively  small  private  club  is  going  public  in  a  big 
way.  Second,  shifting  jurisdictional  boundaries  as  envisaged  by 
S.  611  and  S.  622  will,  1  think,  eliminate  much  of  the  buffering  that 
joint  boards  and  State  responsibility  for  State  toll  provided  in 
insulating  Federal  authorities  from  State-by-State,  locality-by-local- 
ity  accommodations  between  toll  and  exchange  prices. 

The  effect  is  to  set  up  potentially  unmanageable  Federal/local 
confrontations. 

The  House  bill  leaves  a  buffering  role  to  the  States.  That  may  be 
an  important  point  requiring  accommodation  between  the  two 
Chambers,  after  considering  the  relative  impact  on  the  administer- 
ability  of  the  l^islation  as  between  these  two  approaches. 

I  also  ui^e  yoU  to  consider  leaving  greater  administrative  discre- 
tion to  the  FCC.  Give  them  better  guidelines,  but  I  think  if  you 
inject  the  Congress  into  setting  up  and  administering  the  detailed 
apparatus  for  your  "giant  handicapping"  scheme  you  will  end  up 
grooming  the  horses,  taking  the  bets,  paying  off  every  winner, 
soothing  every  loser,  and  shoveling  away  all  the  manure.  That's 
what  administrative  agencies  were  created  for  in  the  first  place. 

I  thank  you  for  your  attention. 

[The  statement  and  attachments  follow:] 
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the  holdover  chairman  of  the  Massachusetts  Cable  Television  CommiBaion,  a  body 
I've  served  on  ainix  1972.  I  speak  here  only  for  myself,  not  for  any  institution  with 
which  1  am  affiliated,  nor  for  any  of  the  70  or  so  diverse  public  or  private  organiza- 
tions that  support  the  Harvard  Program's  work  (list  attached). 

1(  is  a  pleasure  to  testify  before  you  once  again.  Now  that  you've  jumped  in  to 
drain  the  swamp,  1  want  to  point  out  a  few  alligators. 

Mr.  Chairman,  what  is  an  economically  efficient  and  also  an  equitable  allocation 
of  costs  ie  the  question  moat  fought  over  throughout  the  history  of  telecommunica- 
tions. It  is.  I  think,  the  question  underlying  all  the  other  questions  about  the  bills 
before  us.  Everyone's  slakes  depend  on  the  answers.  For  household  and  husinesa 
rs,  the  answers  influence  who  pays  how  much  for  what.  The  answers 
s  the  ability  of  competing  suppliers  to  recover  coats,  including  return  on 
;nl,  without  either  predatory  pricing  or  unfair  burdens.  They  determine  the 
political,  economic  and  technological  viability  of  this  "giant  handicapping  scheme", 
if  1  may,  Mr  Chairman,  borrow  your  description  of  S.  611. 

My  comments  focus  on  how  telecommunications  costs  and  benefits  are  to  be 
appropriated  between  consumers  of  local  exchange  telecommunications  services  and 
consumers  of  interexchange  Itolll  services,  1  believe  that  continuing  controversies  on 
this  score  are  unavoidable.  The  issue  is  how  best  to  channel  them. 

The  Hotlings  and  Goldwater  bills  put  the  presently  federally  regulated  interstate 
toll  services  and  the  presently  state  regulated  state  loll  services  both  under  federal- 
ly supervised  interexchange  services.  Local  exchange  matters  are  left  to  the  states. 
except  for  cost  allocations,  where  a  federal  presence  is  recognized. 


Bv       . 
lead   to  unmanageable 
political  powers.  At  the  same  time,  the  s 


Right  now.  cost  allocations  are  mediated  principally  by  the  so-called  jurisdictional 
cost  separations  process  and  the  related  revenue  settlements  process.  Mention  of 
thei9e  current  processes  widely  draws  snickers  or  dirty  laughs.  On  their  face,  these 

,  processea  do  place  among  the  more  bizarre  and  occult  forms  of  gerrymandering  ever 
devised.  However,  without  passing  on  the  merits  of  the  outcomes  of  these  processes 

I    themselves,  as  polished  jewels  of  effective  administrative  practice.  As  I  see  them. 

'   the  functions  of  theae  present  processes  are  ae  follows: 

1.  To  allocate  economic  costs  between  the  federal  and  state  jurisdictions,  hence  to 
define  the  total  revenues  permitted  to  be  drawn  from  consumers  in  each  jurisdic- 

2.  To  modulate  economic  cost  allocation  with  equity  considerations  white  staying 
within  the  bounds  of  applicable  legislative  and  judicial  mandates. 

■i.  To  mediate  idiosyncratic  political  balances  between  toll  and  exchange  prices  in 
each  of  the  states. 

4.  To  keep  relative  peace  in  dividing  revenues  among  the  1500  or  so  current 
suppliers  of  traditional  telecommunications  services, 

5.  To  lend  economic  clout  to  the  essential  process  of  keeping  the  multiple  suppli- 
ers of  traditional   telecommunications  services  in   technical   and  operational   har- 

A  continuing  need  for  such  administrative  functions  is  recognized  by  various 
provisions  of  S,  611  and  S.  622.  If  anything,  the  burdens  of  carrying  them  out  will 
grow  heavier  as  the  number  and  variety  of  competing  suppliers  and  anxious  con- 
sumers grows  and  if  the  proposed  exchange/ interexchange  boundary  replaces  the 
state/ interstate  border.  That  ia  my  first  major  point.  In  light  of  the  nndings  in  the 
bills  before  us.  it  needs  no  elaboration.  At  issue  is  who  shall  bear  these  burdens, 
how  effectively  and  with  what  kind  of  policing. 

I  shall  limit  my  comments  here  to  the  third  of  the  functions  I  have  mentioned. 
namely  that  of  balancing  toll  and  exchange  prices  in  each  of  the  states.  The  balance 
now  struck  differs  from  state  to  stat*. 

T^e  cost  allocation  question  has  persisted.  1  believe  It  cannot  be  legislated  away. 
Why?  Because  I  believe  that  what  economists  call  "economies  of  scope  are  inherent 
in  past,  present  and  foreseeable  compunications  technologies,  even  though  their 
extent  in  particular  cases  and  at  particular  times  are  debatable  and  will  forever  be 
debated.  "There  are  economies  of  scope  if  a  bundle  of  goods  costa  less  to  produce 
when  capital  and  labor  are  shared  in  producing  them  rather  than  devoted  by  one  or 
many  suppliers  to  producing  each  in  isolation  from  the  others.  Many  of  the  contro- 
versies of  the  last  decade  would  have  gone  away  without  legislation  if  this  were  not 
so  for  much  of  the  compunications  technologies. 

Please  note  that  economies  of  scope  are  distinct  from  economies  of  scale,  which 
refer  to  lower  costs  per  unit  of  production  as  the  scale  of  production  grows.  The 
concepts  are  not  unrelated,  however.  Conceivably,  if  each  good  in  a  bundle  could  be 
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produced  independently  of  the  others  with  significant  economies  of  scale,  these 
could  outweigh  the  economies  of  scope  realized  from  producing  them  together.  In 
that  case,  we  could  be  economically  efficient  without  being  cau^t  in  the  thicket  of 
joint  and  common  costs  wrestling  with  the  thorny  problem  of  cost  allocation.  But  we 
are  deep  in  that  thicke'  now.  I  see  no  real  prospect  of  leaving  it,  however  man^  tf 
its  thorn  bushes  we  might  hack  away,  or  however  many  satellite  orbita  we  might 
leap  into  so  as  to  bypass  parts  of  it. 

I  therefore  focus  my  comments  on  S.  611  and  S.  622  on  how  they  put  the  question 
of  cost  allocation  as  distinct  from  how  that  question  has  been  put  in  the  past  This 
leads  into  examining  the  processes  proposed  in  S.  611  and  S.  622  for  addreanng  the 
cost  allocation  and  consequent  questions. 

The  issue  is  joined  in  S.  611's  proposed  fmdine  that  "basic,  univeraal.  low-coet 
public  telecommunications  services  must  and  can  be  maintained  in  an  environment 
of  increased  competition,  through  appropriate  fmancial,  regulatory  and  procedural 
saf^uards  incorporated  in  both  statutory  policies  and  induati?  relationships"  (Sec. 
201(a)(8),  p,  19),  and  in  the  statement  that  it  ''be  the  policy  of  the  United  States  that 
such  services  and  equipment  be  provided  under  conditions  of  full  and  fair  competi- 
tion, to  the  maximum  extent  feasible  and  consistent  with  the  purpoeee  of  this  Act" 
(Sec.   203,   p.  20).  Similar  objectives  are  explicit  in  Section  201   of  S.  622  (p.  4). 

S.  611  and  S.  622  thus  do  not  and,  I  believe,  cannot  eliminate  the  long.«tai>ding 
tension  between,  on  the  one  hand,  the  traditional  cost'Sveraging  practices  evolved 
by  the  telecommunications  industry  and  its  regulators  at  all  levels  of  government 
and,  on  the  other  hand,  the  pressures  toward  cost-related  pricing  induced  by  compe- 
tition. How  these  tensions  are  to  be  handled  therefore  remains  of  central  impor- 

In  this  context,  the  bills  propose  replacing  the  interetate/state  jurisdictional 
boundary  with  a  boundary  between  federally  regulated  interexchange  (toll)  aervicea 
and  state  r<^lated  exchange  (local)  services  (S.  611,  Section  223(c),  p.  53;  a  622. 
Section  201,  p.  5).  S.  611  requires  interexchange  carriers  "to  reimbuiae  local  ex- 
change carriers  directly  for  the  actual  costs  [emphasis  added]  of  originating,  termi- 
nating, or  transferring  interexchange  telecommunications  services"  (p.  53,  Giiea  12- 
14).  It  rect^izes  the  unavoidable  commingling  of  jurisdictional  interests  by  giving 
the  F.C.C.  authority  to  review,  in  the  aggregate,  exchange  costs  and  revenuea  te 
ensure  that  there  is  no  unlawful  discrimination  in  the  use  and  pricing  of  exchange 
facilities  as  between  exchange  and  interexchange  services"  (p,  54,  lines  4-8).  It 
would  then  further  authorize  the  collection  of  certain  fees  from  all  intereschange 
carriers.  These  fees  would  be  disbursed  under  supervision  of  a  federal/state  joint 
board  to  local  exchange  operators  in  a  wgv  defined  "solely  on  the  basis  of  rtuitiue 
use  [emphasiB  added]  of  exchange  facilities  by  exchange  and  interexchange  services" 
(p.  55,  lines  8-10).  All  this  is  meant  to  replace  the  processes  hitherto  "commtHily 
referred  to  as  jurisdictional  separations"  (p.  53,  lines  g-9).  Similar  mechanisms  for 
cost  allocation  are  envisaged  by  S.  622,  wliich  also  distinguishes  voice  grade  from 
other  services  (p.  5).  thereby  further  complicating  the  question  of  what  costs  how 

The  principal  purpose  of  my  testimony,  Mr,  Chairman,  is  to  alert  you  to  likely 
consequences  of  the  proposed  Section  223(c).  for  all  affected  constituencies  and  for 
the  effective  administration  of  the  law.  My  colleagues  Kurt  Boroliardt  and  John  C. 
LeGates  focus  their  testimonies  on  specific  implications  for  the  processes  envisaged 
by  other  sections  of  the  bill.  Toward  these  ends,  I  wish  to  note  for  the  record  a 
working  paper,  "National  Stakes  in  the  Compunications  Revolution:  Jurisdictional 
Cost  Separations,"  recently  issued  for  comment  by  the  Harvard  Program  on  Infor- 
mation Resouroes  Policy.  That  paper  contains  much  of  the  data  and  analysis  that 
support  our  further  testimony.  It  is  not  yet  a  finished  product,  but  has  already 
undergone  enough  of  our  Program's  external  reviewing  process  to  assure  me  that  it 
is  correct  in  the  main,  although  incomplete  and  not  necessarily  correct  in  certain 
details  that  could  be  important  in  an  adjudicatory  context,  but  are  too  fine  grained 
to  matter  in  a  broadly  brushed  picture. 

With  exceptions  1  will  note  as  they  arise,  all  data  I  will  present  to  you  are  for  the 
year  1976.  This  is  the  most  recent  year  for  which  I  found  it  possible  to  map  the 
comprehensive  yet  detailed  national  picture  1  believe  you  require  for  national 
legislative  purposes. 

Exhibit  1  shows,  by  jurisdiction,  the  dollar  stakes  of  the  traditional  telecommuni- 
cations industry  (Bell  System  and  Independents)  and  their  consumers.  It  also  shows 
the  shares  of  state  revenues  derived  from  state  toll  and  local  exchange  services.  It 
seems  safe  to  assert  that  segregate  stakes  of  competitors  and  their  customers  are  of 
comparable  magnitude,  although  we  have  not  yet  had  the  time  or  resources  to  make 
a  more  precise  determination.  The  proportions  of  Jurisdictional  cost  in  EzhiUt  1 
(and  therefore  the  proportions  of  the  revenues  from  consumers  in  these  juriadk- 
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tionHl  are  far  from  God-given,  technologically  immutable,  economically  determinate. 
timeless  truths.  They  stem  from  cost  allocations  and  related  arrangements  deter- 
mined by  the  minds  and  pens  of  your  predecessors  in  the  Congress,  as  interpreted 
by  generations  of  industry  managers  and  of  federal  and  state  r^ulators.  They  are 
political  allocations  at  the  federal,  state  and  local  levels. 

Over  the  years,  the  relative  proportions  of  joint  and  common  costs  recovered  from 
interstate  toll,  state  toil  and  local  exchange  charges  have  changed  in  response  to 
changes  In  technology,  markets,  judicial  decisions  and  political  balances."  Terms 
such  as  actual  cost  and  relative  use  are  putty,  not  bedrock.  Historically,  the  remark- 
ably and  ingeniously  malleable  interpretations  of  the  terms  actual  cost  and  relative 
use  that  appear  in  Section  233<cl  of  S.  61 1  have  provided  the  means  for  accommodat- 
ing to  these  vast  changes.  That  is  partly  why  the  jurisdictional  separation  process 
has  been  significant.  That  Is  why  the  determination  of  actual  cost  will  remain 
significant  under  any  legislative  mandate.  The  malleability  of  actual  cost  leaves 
plenty  of  room  for  the  inevitable  future  arguments  over  the  fairness  of  burdens 
alloceted  to  the  proposed  interexchange  Ifederall  and  exchange  Istate)  jurisdictions. 

Neither  is  relative  use  a  sole  or  sacred  cost  criterion.  Without  stretching  any  of 
the  arguments  that  regulators  and  judges  have  accepted  in  the  past  from  those  who 
argued  there  was  too  much  or  too  little  loading  on  this  or  that  to  support  claims  of 
predatoi^  pricing,  undue  burdens  or  other  inequities  or  ineFiiciencies.  I  suggest  (in 
Exhibit  2)  that  a  widespread  of  changes  in  cost  allocations  might  be  supported,  in 
either  direction,  by  such  arguments.  Note  that  a  dollar  cost  allocation  change  is 
more  highly  leveraged  in  the  interstate  realm  than  in  the  state  realm,  given  the 
30:70  ratio  of  interstate  to  state  cost  allocations  that  obtained  in  1976.  Present  law 
leaves  to  state  regulators  the  task  of  wrestling  over  how  much  of  a  cost  change 
between  a  21  percent  increase  and  an  11  percent  decrease  lExhibit  2)  might  devolve 
on  state  toll  consumers  and  how  much  on  local  exchange  consumers. 

Hence,  Mr,  Chairman,  the  terms  actual  cost  and  relative  use  in  S.  611  have  a 
deceptive  claritv.  They  hide  a  problem  or,  at  beat,  they  pose  it.  They  surely  do  not 
solve  it.  They  nave,  in  fact,  been  the  very  battlefield  of  the  last  30  years'  war. 
Consider,  in  that  light,  the  aggregate  consequences  of  shifting  the  jurisdictional 
boundaries  as  envisaged  in  Section  223(c)  and  reflected  in  Exhibit  2a.  Exhibit  3 
shows  how  l!n6  costs  would  be  allocated  to  the  proposed  interexchange  ifederal)  and 
exchange  (statel  "juristiictionB"  under  current  ground  rules.  The  poets  are  of  nearly 

Exhibit  4  shows  how  much  variation  between  interexchange  and  exchange  costs  1 
think  can  be  rationalized  for  the  courts  and  the  public  with  argutnents  no  more 
bizarre  than  any  used  to  date.  Under  the  Act  of  1934,  however,  the  problem  of 
balance  between  state  toll  and  exchange  revenues  Is  for  each  state  to  wrestle  with 
as  it  sees  fit.  Under  S.  611.  state  toll  would  come  under  the  interexchange  Ifederal) 
rubric.  However,  by  giving  the  FCC.  explicit  authority  to  review  the  aggregate 
balance  of  interexchange  with  exchange  costs  and  revenues.  Sec.  223(c)  (p.  54.  lines 
4-B\  would  appear  also  to  inject  a  federal  presence  at  the  borders  of  local  political 
powers  who  hitherto  dealt  only  with  their  State  House  and  their  phone  companies. 

In  preparing  Exhibit  i  I  have  therefore  explicitly  allowed  for  variation  in  the 
state  loll/local  exchange  proportions.  Given  the  50:50  interexchange /exchange  cost 
ratio  as  of  1976.  a  dollar  can  be  sloshed  one  way  or  the  other  with  equal  leverage- 
However,  the  size  of  the  exchange  pot  could  be  made  to  vary  between  a  41  percent 
increase  and  a  26  percent  decrease  under  explicit  federal  scrutiny.  Before,  each 
state  had  the  option  of  loading  an  average  21%  increase  in  state  allocation  entirely 
into  a  30%  increase  in  local  costs  or  entirely  into  a  70%  increase  in  state  toll  costs, 
or  somewhere  in  between.  Likewise  for  an  average  11%  decrease. 

For  better  or  worse,  passage  of  S.  611  or  S.  622  therefore  would  raise  to  the 
federal  level  unavoidable  local  arguments  hitherto  spread  around  all  the  states  and 
handled  within  the  framework  of  state  politics.  Some  additional  data  will  give  you 
further  insight  into  the  stakes  in  these  arguments,  and  into  the  administrative  and 
political  consequences  of  raising  these  arguments  to  the  federal  level. 

The  perceptions  of  parties  to  these  arguments  can  vary  widely.  The  data  in 
Exhibits  1-4,  and  the  jurisdictional  separations  practices  underlying  them  (described 
in  detail  in  my  previously  cited  "National  Slakes  in  the  Compunications  Revolution: 
Jurisdictional  Qist  Separations")  can  be  viewed  as  evidence  for  a  present  overload- 
ing of  costs  onlt>  the  consumers  of  federally  regulated  interstate  toll  services.  On  the 
other  hand,  the  data  1  am  about  to  exhibit  can  be  viewed  as  evidence  for  overload- 
ing of  costs  onto  the  consumers  of  state  regulated  state  toll  services.  To  reconcile 
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these  perceptions,  it  is  necessaiy  to  draw  on  details  of  consumer  demand  for  various 
services  which  my  colleague  John  McLaughhn  is  beginning  to  develop  in  connection 
with  hia  studies  of  tradeofTs  between  postal  and  telecommunications  services,  but 
which  are  not  yet  in  hand. 

Exhibit  5  is  a  map  of  the  United  States,  with  distances  from  JeRerson  City,  a 
place  about  at  the  center  of  Missouri.  It's  a  familiar  picture,  which  I'll  call  the 
geographic  map  of  the  United  States.  I  call  the  four  other  exhibits  I'm  about  to 
show  you  telephonic  maps.  Whereas  the  geographic  map  shows  actual  shapes  with 
the  circles  showing  miles,  the  telephonic  maps  will  show  costs,  not  distances,  from 
Jefferson  City. 

Exhibit  6  is  the  Rrst  telephonic  map.  The  map  shows  how  much  it  costs  to  call 
from  Jefferson  City,  Missouri,  to  any  place  in  the  United  States  bevond  the  Missouri 
border  during  the  day  and  talk  for  3  minutes.  This  means  that  all  places  that  coat 
the  same  to  call  from  Jefferson  City  lie  on  a  circle  around  Jefferson  City.  A 
telephonic  map  therefore  looks  distorted,  since  inches  on  the  picture  are  proportion- 
al to  the  price  of  telephone  calls,  not  to  geographic  distance.  Exhibit  6  shoivs  the 
telephonic  United  States  as  of  1957.  It  cost  $1.70  to  call  a  thousand  miles  statiim-to- 
station  through  an  operator.  There  was  as  yet  no  option  to  dial  it  yourself. 

The  shaded  picture  of  Missouri  describee  what  ailcionados  call  toll  rate  disparity. 
We  can  see  it  better  in  Exhibit  6a.  To  call  a  place  on  the  Missouri  border  from 
Jefferson  City,  you  pay  Missouri  state  toll  rat^.  In  1957,  these  were  hiffber  than 
interstate  rat^.  This  is  shown  by  the  border  of  the  shaded  Missouri.  With  interstate 
rates,  you  could  reach  a  point  just  outside  the  black  (interstate)  border  of  Miaaouri 
at  less  than  what  it  cost  to  reach  a  point  just  inside  the  shaded  border  at  state  ttdl 
rates.  This  example  thus  illustrates  positive  toll  rate  disparity.  That's  especially 
noticeable  to  folks  along  the  border,  since  it  means  they  pay  more  to  call,  say,  25 
miles  into  Missouri  than  25  miles  into  the  United  States. 

By  1971,  you  could  dial  it  yourself  interstate,  but  not  within  Missouri.  In  19T1,  the 
telephonic  United  States  and  the  toll  rate  disparity  looked  like  Exhibit  7.  It  cost 
J1.15  to  call  a  thousand  miles  and  a  good  deal  more  to  call  New  York  than  to  call 
Cleveland.  Exhibit  8  gives  the  picture  as  of  1977  when  from  Missouri  vou  could  dial 
vourself  to  anywhere.  It's  clear  that  seen  from  inside  Missouri,  Uie  telephonic 
Missouri  has  grown  substantiallv  relative  to  the  telephonic  United  States.  Also  it 
makes  little  difference  now  whetner  you're  calling  Cleveland  or  New  York. 

How  come?  Exhibit  9  tells  part  of  the  same  story  in  different  pictures.  Between 


significant  is  the  changed  shape.  By  comparison  with  !97l.  1977  shows  a  steeper  rise 
at  shorter  distances  and  a  flattening  at  longer  distances.  The  steep  rise  is  what  has 
magnified  the  telephonic  picture  of  Missouri.  The  flattening  is  what  has  relatively 
shrunk  the  rest  of  the  telephonic  United  States.  That  flattening  is  even  more 
pronounced  in  Exhibit  10,  which  shows  the  same  interstate  rates  in  constant  (19CT) 
dollars. 

Exhibit  11  shows  how  Missouri's  State  rates  also  rose  and  changed  shape  between 
1971  and  1977,  Keeping  in  mind  the  geographic  shape  of  Missouri  shown  in  Exhibit 
12,  the  effect  of  the  rate  chanse  on  telephonic  Missouri,  as  see  from  St.  Louis,  ii 
shown  in  Exhibits  13  and  14.  Note  expecially,  how  St.  Louis'  nearest  neighbors  got 
pushed  further  and  further  away  relative  to  its  farthest.  This  has  created  a  new 
disparity,  about  which  more  in  a  moment.  The  details  of  Missouri's  toll  rate  dispar- 
ity are  evident  in  Exhibits  15  and  16.  From  a  positive  rate  disparity  in  1971  (at  all 
but  distances  below  15  miles  or  so)  Missouri  went,  by  1977,  to  a  much  more 
pronounced  mix  of  negative  rate  disparity  at  distances  below  about  100  miles  with 
positive  disparity  above  100  miles.  Paying  more  to  call  short  distances  inward  from 
the  Missouri  border  than  outward  to  the  United  States  had  become  a  thing  of  the 
past,  while  both  state  toll  and  interstate  toll  prices  rose  and  changed  shape. 

The  steep  rise  of  shorter  distance  prices  may.  however,  create  what  might  be 
called  an  exchange /interexchange  priced  disparity.  In  Exhibit  17,  note  the  rise  in 
prices  for  calling  10  and  25  miles  interstate.  Where  that  are  local  calling  areas 
straddling  state  borders,  this  would  be  noticeable  in  a  steep  jump  in  the  price  of 
calling  a  place  just  outside  the  local  exchange  are  over  the  price  of  calling  a  [dace 
just  within  the  local  exchange  area.  Exhibit  18  shows  that  Missouri  chose  to  hold 
the  10-mile  price  steady,  though  clearly  conforming  to  the  interstate  pattern  at  25 
miles.  This  could  avoid  a  steep  jump  in  the  price  of  calling  (within  the  state)  a  place 
Just  outside  the  local  exchange  area  over  the  price  of  calling  a  place  just  within  the 
local  exchange  area. 

Exchangennterexchange  rate  disparities  would  thus  increase  pressures  for  ex- 
tending flat-rate  local  celling  areas,  precisely  when  competitive  pressures  and  domi' 
nant  economic  wisdom  are  pressing  for  usage-sensitive  and  Eone  priced  local  calls. 
Though  the  long  wars  over  toll  disparity  may  have  wound  down,  at  least  for 
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Missouri,  similar  battles  appear  likely  to  spring  up  at  the  exchange /interexchange 
boundBry  just  in  time  for  the  feds  to  take  charge  of  that  border,  as  envisaged  by  S. 
611  and  S.  622. 

What  administrative  and  political  burdens  this  may  entail  becomes  explicit  when 
looking— behind  the  data  averaged  over  all  states  and  beyond  the  details  of  a  single 
state — at  summary  composites  of  all  continental  states. 

What  the  preceding  exhibits  showed  in  detail  for  Missouri  is  summarized  for  all 
states  in  Exhibits  19-22.  For  1971,  EKhibit  19  shows  that  10  states  had  state  toll 
rates  mostly  above  interstate  toll  rates  and  6  had  state  toll  rates  mostly  below 
interstate  toll  rates  for  calls  to  any  distance.  Two  states  had  pegged  their  toll  rates 
to  the  interstate  rates.  The  others,  like  Missouri,  showed  complicated  criss-crossing 
patterns  with  state  rates  above,  at,  or  below  interstate  rates  depending  on  the 
distance  called.  By  1977  lExhibit  20).  only  three  states  had  toll  rates  uniformly 
abiove  interstate  rates  and  1 1  had  gone  uniformly  below. 

All  this  reflects  a  complicated  amalgam  of  techno-econo-political  change.  In  1971 
only  17  states  had  direct  dialing.  By  1977  essentially  all  did.  And  the  changing 
shape  of  the  rate  curves,  with  their  steep  rise  at  shorter  distances  and  their 
flattening  at  longer  distances,  could  be  ascribed  to  response  to  competition,  to 
recognition  of  true  costs,  to  both,  or  to  neither  according  to  the  stakes  of  the  arguer. 
Whatever  "true"  engineering  costs  might  be,  the  costs  at  issue  in  this  legislation  are 
those  hitherto  determined  by  jurisdictional  separations  and  envisaged  by  S.  Hll  and 
S.  622  lo  be  determined  at  the  interexchange /exchange  border,  in  accordance  with 
Section  2Z3(cl. 

I  wish  to  draw  your  attention,  Mr.  Chairman,  not  to  the  details  of  disputes  over 
"true  costs"  and  what's  predatory  pricing  or  an  unfair  burden,  but  to  a  great  state- 
by-state  rate  variability  and  to  the  as  yet  unexamined,  so  far  as  I  can  tell,  political 
and  administrative  consequences  of  this  variability  for  the  processes  envisaged  by  S. 
611  and  S,  622.  Exhibits  21  and  22  show  that  while  intrastate  toll  rates  have 
generally  migrated  downward  relative  to  interstate  rates,  their  variability  remains 
great.  I  will  show  this  explicitly  in  the  next  three  exhibits. 

Exhibit  23  shows  that  in  Montana  you  pay  a  30t  toll  to  talk  for  3  minutes  during 
the  day  to  someone  25  miles  away.  In  Mississippi  you  pay  92t.  Exhibit  24  shows  that 
in  the  evening  Ohio  is  now  on  top  with  62c  and  ^fichigan  at  the  bottom  with  25c.  At 
night.  EKhibit  25  shows  that  Ohio  still  has  the  moat  expensive  call  at  59«,  but 
Kansas  now  has  the  cheapest,  at  16t.  I  should  add  that  there  is  equally  pronounced 
state-by-state  variability  in  the  book  costs  of  interexchange  plant.  Hence  state-by- 
etate  variability  would  occur  under  competitive  "true"  cost-baaed  pricing,  though 
not  at  all  necessarily  with  the  same  pattern, 

I  finally  turn  to  exchange  rates.  Exhibit  2fi  shows  how  basic  exchange  rates  vary 
around  some  major  patterns.  On  top.  with  crosses,  are  basic  business  rates.  On  the 
bottom,  with  dots,  are  basic  residential  rates.  By  deeadea-old  custom,  basic  business 
rates  are  roughly  twice  the  basic  residential  rates.  Both  types  of  basic  rat«s  general- 
ly go  up  according  to  the  number  of  other  telephones  that  may  be  reached  within  a 
local  calling  area.  But.  around  these  broad  trends,  there  is  again  pronounced  vari- 
ability. 

I  can  now  make  my  second  major  point,  Mr.  Chairman,  It  is  that  each  of  the 
states,  to  make  up  its  state  cost  pool  as  it  is  now  defmed  by  jurisdictional  separa- 
tions, now  adjusts  relative  state  toll  and  local  exchange  prices  by  its  own  lights, 
reflecting  its  own  economic  and  demographic  patterns  of  both  household  and  busi- 
ness consumers,  its  own  urban/rural  balances,  and  its  own  regard  or  disregard  of 
the  merits  or  demerits,  powers  or  weaknesses  of  the  communications  suppliers 
within  its  borders. 

Hence  it  will  not  be  an  easy  administrative  task  either  to  harmonize  or  to 
I  disassociate  state  toll  and  interstate  toll  rates  under  the  new  common  interexchange 
I  (federal)  umbrella  envisaged  by  S.  Gil  and  S.  622.  Nor  can  this  task  be  guaranteed 
to  be  devoid  of  political  consequences,  since  making  any  change  in  state  toll  prices, 
up  or  down,  will  gore  someone  s  ox  or  at  least  prick  the  skin  of  someone's  calf.  And 
any  change  will  affect  perceptions  of  the  interexchange /exchange  rate  disparity  I 
have  described  earlier,  hence  rock  the  exchange  boat. 

Failure  to  change  also  implies  certain  risks.  Wide  variability  in  state  toll  prices 
may  have  remained  unnoticed  by  many,  or  at  least  accepted  by  those  doing  business 
~  ithin  many  states  as  one  of  those  peculiar  consequences  of  state  sovereignty  within 

ir  federation.  Such  variability  may  be  harder  for  federal  authorities  to  explain  and 
I  sustain  if  what  are  now  state  toll  prices  fall  under  federal  interexchange  authority. 
And  it  may  be  hard  to  do  away  with  the  variability  without  a  myriad  federal/local 
fights.  Such  fighla  are  bound  to  arise  over  what  proportions  of  exchange  cost* 


be   reflected   in   local   service  prices  and   what   proportions  are  to  be  charged  to 
interexchange  services  hence  reflected  in  interexchange  prices.  As  I  have  already 
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noted  <p.  Si.  the  terms  actual  cost  and  relative  use  in  S.  611  have  a  deceptive  clarity. 
They  hide  the  problem  or,  at  best,  they  poee  it.  They  surely  do  not  solve  it.  "ttxy 
have,  to  reiterate,  been  the  very  battlefield  of  the  laat  30  years'  war. 

I  close  by  summarizing  my  two  mfyor  points,  Mr.  Chairman,  and  making  their 
import  explicit.  First,  I  have  pointed  out  that  present  and  prospective  competition 
increases  the  number  of  interested  parties  within  the  telecommunications,  data 
processing  and  other  supplier  industries;  it  has  already  increased  and  promises  to 
continue  to  increase  the  awareness  and  participation  of  consumers,  both  houaebokl 
and  business;  in  short,  what  was  a  relatively  small  private  club  ia  going  public  in  a 
big  way.  Second,  shifting  jurisdictional  boundaries  as  envisaged  by  S.  611  and  S,  622 
will.  I  think,  eliminate  much  of  the  buffering  that  Joint  Boards  and  state  reaponai- 
bility  for  state  toll  provided  in  insulating  federal  authorities  from  stately-state, 
locality-by-locality  accommodations  between  toll  and  exchange  prices. 

The  effect  is  to  set  up  potentially  unmanageable  federal/local  confrontations  in 
arguments  grown  more  complicated  and  among  many  more  parties  than  in  the  past. 
The  extensive  procedural  detail  incorporated  in  S.  611  and  S.  622  may  aggravate 
rather  than  alleviate  this  problem.  The  parties  may  come  to  feel  luqjeleesly  con- 
fined, hence  clog  the  courts  and  return  to  Congress  time  after  time  for  petty 
legislative  adjudications. 

I  therefore  highlight  for  your  consideration  the  fact  that  the  Van  Deerlin  bill  in 
the  Rouse  contemplales  leaving  a  greater  buffering  role  to  the  states  (H.R.  3333; 
Sec.  324).  1  also  suggest  you  consider  leaving  greater  administrative  discretion  to  the 
Federal  Communications  Commission,  within  S.  611  or  S.  622's  explicit  guidelines 
for  placing  increased  weight  but  not  exclusive  weight  on  the  marketplace. 

The  grand  design  of  your  "giant  handicapping  scheme".  Mr.  Chairman,  is  appeal- 
ing. 1  just  wonder  whether  you  also  wish  to  inject  the  Congress  into  setting  up  and 
administering  the  detailed  apparatus  for  grooming  the  horses,  taking  the  bets, 
paying  off  every  winner,  soothing  every  loser,  and  hoveling  away  all  the  manure. 
That's  what  administrative  agencies  were  invented  for  In  the  first  place. 

My  colleagues  Kurt  Borchardt  and  John  C.  LeGates  explore  this  problem  further 
in  their  testimonies.  We  are  at  your  disposal,  and  your  sbifTs,  for  any  further  light 
of  detail  you  may  wish  to  have  us  help  shed  on  it.  1  thank  you. 

Harvard  University— Program  on  Inpormahon  Rebourcbs  Poucy 
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Statement  of  Kurt  Borchardt,  Rbsbarch  Pkllow,  Program  on  iNPORHAtiON 
Resources  Poucv,  Harvard  Univbrsitv 

My  name  is  Kurt  Borchardt.  For  nearly  three  decades  I  served  as  legal  counsel  to 
the  House  Interstate  and  Foreign  Commerce  Committee.  My  responsibilities  includ- 
ed but  were  not  limited  to  communications  legislation  and  legislative  oversight  kX 
the  FCC'b  regulatory  activities. 

At  present  I  am  a  Research  Fellow  of  the  Harvard  Program  on  Information 
Resources  Policy.  However,  the  views  presented  here  are  my  own.  I  reside  in  South 
Carolina,  and  it  gratifying  to  be  that  Chairman  Hollinge  and  his  able  stafT  are 
playing  a  leading  and  very  constructive  role  in  the  communication  and  informatioD 


My  testimony  will  focus  on  the  Commission-assisted  public  negotiatio: 


of  Sections  207  and  210  of  S.  611  and  the  carrier  agreement  and  association  provi- 
sions of  Section  225  (dX2XDXiiil  and  (dX2XH)  of  S.  622.  I  want  to  commend  Senators 
Hollings  and  Goldwater  and  their  cosponsors  for  paying  attention  to  processes  as 
will  as  substantive  goals.  Just  as  the  medium  is  the  message,  the  interactive 
processes  between  the  players  who  provide  communications  and  information  aerv- 
ices  and  the  Federal  Government  are  parts  of  the  substance  of  our  informaticni 
handling  infrastructure. 

Let  me  put  these  interactive  processes  into  a  broad  perspective: 
The  emergence  of  the  information  handling  complex — a  whole  made  up  of  comidi- 
cated  or  interrelated  parts— has  resulted  from  the  marriage  of  telecommunication 
and  data  processing  technologies  on  the  one  hand  and  a  Blending  of  monopolistic 
and  free  market  philosophies  on  the  other  hand. 

Before  the  marriage  of  the  two  technolc^ea  and  before  the  increased  reliance  on 
marketplace  forces,  the  Bell  System  designed,  built  and  operated  the  domestic 
telephone  system  exercising  centralized  managerial  control.  The  Bell  System  per- 
ceived information  handling  as  an  extension  of  telephony  and  sought  legislation  to 
i  it  authority  to  exercise  centralized  managerial  control  over  an  informatkn 


from   a   "complex"   is   a   regularly   i __    ^ „ ^    .. 

forming  a  unified  whole"  (Webster's  Seventh  New  Coll^ate  Dictionary,  196%). 

The  data  processing  segement  of  the  information  handling  complex  evolved  aa  the 
result  of  marketplace  forces  which  responded  to  the  leadership  role  played  by  IBM. 

The  Federal  Government,  in  an  effort  to  protect  the  public  interest  as  it  perceived 
that  interest,  has  employed  two  tools  vis-a-vis  the  telephone  system:  <t)  common 
carrier-type  regulation  and  (2)  antitrust  enforcement;  it  has  used  mainly  the  tool  rf 
antitrust  enforcement  vis-a-vis  the  data  processing  segment. 

With  the  emergence  of  the  information  handling  complex,  centralized  managerial 
control  will  not  be  available  to  assure  the  satisfactory  functioning  of  that  comply. 
Will  the  marketplace  forces  be  suflicient  to  assure  such  functioning?  Or  will  a 
measure  of  coordination  have  to  be  achieved  within  that  complex  to  assure  its 
satisfactory  functioning,  and  if  so.  how  will  it  be  achieved,  and  what  will  be  the 
roles  of  the  suppliers  of  information  handling  facilities  and  services,  of  the  various 
categories  of  users  of  such  facilities  and  services,  and  last  but  not  least,  of  the 
Federal  Government? 

The  information  handling  complex  constitutes  one  of  several  infrastructures  on 
which  our  social,  political,  and  economic  systems  are  built.  In  order  to  gain  a 
perspective,  we  might  look  at  the  energy  and  transportation  infrastructures.  We 
might  also  contemplate  in  what  respects  we  differentiate  between  the  domestic  and 
the  international  aspects  of  the  information  handling  complex;  and  finally,  we 
might  consider  how  we  deal  with  weapons  and  space  systems  as  distinguished  from 
infrastructures. 

To  begin  with  weapons  and  space  systems,  here  the  Federal  Government  plays  the 
role  of  manager  viewing  the  systems  primarily  as  technological  phenomena  which, 
unlike  the  infrastructures,  do  not  directly  offer  services  to  the  public.  The  energy 
and  transportation  infrastructures  offer  vital  services  to  the  public  (or  more  accu- 
rately, to  various  publics!  and,  therefore,  the  Federal  Government  has  demonHtralcd 
keen  interest  in  the  satisfactory  performance  of  these  infrastructures  by  establish- 
ing Departments  of  Energy  and  Transportation.  Other  developed  nations  have  seen 
fit  to  have  their  central  governments  assume  managerial  roles  with  regard  to  all 
three  infrastructures:  energy,  transportation,  and  information  handling. 

With  regard  to  our  emerging  information  handling  infrastructure,  the  Federal 
Government  finds  itself  in  an  ambiguous  role;  it  functions  as  manager  insofar  as  the 
national  security  and  the  government's  own  information  handling  facilities  and 
services  are  concerned;  it  has  functioned  as  regulator  insofar  as  the  communicationi 
segment  is  concerned;  and  it  functions  as  monitor  insofar  as  the  information  han- 
dling complex  is  concerned. 
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Belatedly,  there  is  recognition  in  the  U.S.  that  we  shall  have  to  create  special 
'  '  'o  deal  effectively  with  the  international  aspet^ts  of  the  information  handling 
iK.  and  S.  till  and  S.  622  contain  provisions  tending  in  that  direction, 
1  regard  to  the  domeatic  aspects  of  the  information  handling  complex,  in- 
creased reliance  on  marketplace  forces  instead  of  centralized  management  raises 
the  question  how  to  achieve  coordination  sufficient  to  assure  the  satisfactory  per- 
formance of  the  complex  as  a  whole. 

In  giving  Congressional  approval  and  encouragement  in  S.  611  and  S.  622  to  the 
use  by  the  suppliers  of  telecommunication  services  and  the  Commission  of  negotiat- 
ing and  associating  processes  as  coordinating  tools,  the  sponsors  of  these  Bills 
recognize  the  urgent  need  for  facihtating  coordination  within  the  information  han- 
dling complex. 

While  this  recognition  should  be  applauded,  the  sponsors  might  be  well-advised  to 
aek  themselves  the  question:  Why  limit  the  use  of  both  of  these  coordinating  tools  to 
specific  situations  such  be  interconnections,  tariffs,  and  access  charges  instead  of 
leaving  the  Commission  free,  as  It  is  now  without  legislation,  to  use  these  tools 
whenever  it  considers  such  use  in  the  public  interest? 

Furthermore,  a  word  of  caution  seems  appropriate.  Let  us  not  arouse  excessive 
expectations  r^arding  the  general  effectiveness  of  these  tools.  Take,  for  example, 
the  ENFIA  negotiations,  which  happened  to  result —fortunately— in  agreed  interim 
access  charges.  The  circumstances  surrounding  the  negotiations  were  exceptional 
rather  than  ordinary. 

I  have  attended  some  of  the  negotiations,  and  I  have  interviewed  most  of  the 
important  participants.  My  observation  is  that  the  success  of  the  negotiations  was 
due  largely  to  a  number  of  factors  which  may  not  be  present  to  the  same  degree  in 
other  situations.  The  factors — not  necessarily  in  the  order  of  their  importance — are: 
(1)  Negotiations  concerned  the  stakes  of  different  service  providers  and  did  not 
involve  the  stakes  of  user  groups  to  an  extent  sufficient  to  warrant  their  participa- 
tion in  the  negotiations,  (21  The  stakes  of  the  service  providers  were  perceived  in 
terms  of  more  or  fewer  dollars  and  not  in  terms  of  the  justice  or  injustice  of  paying 
access  charges,  (3)  The  stakes  of  the  service  providers  were  further  limited  by  being 
short  term  T'lnterim"!  and  not  constituting  a  precedent  for  the  long  run  ("rough 
justice"!.  141  The  players  had  good  and  sufficient  reasons — though  different  ones — 
for  wanting  to  reach  an  agreement.  (5)  The  personalities  of  the  players'  representa- 
tives, the  Commission  moderator,  and  other  participants  were  well-suit«d  in  terms 
of  credibility,  patience,  sense  of  humor,  and  sense  of  proportion  to  the  task  of 
negotiating  and  bargaining  in  an  attempt  to  reach  a  reasonable  compromise. 

What  might  we  conclude  from  these  observations?  1  suggest  we  might  conclude 
that  successful  public  neeotiations  with  Commission  assistance  will  be  the  exception 
rather  than  the  rule  and  that  we  should  be  cautious  not  to  raise  excessive  expecta- 
tions that  this  tool  will  go  a  long  way  in  replacing  adversary  processes  when  it 
comes  to  achieving  coordination  between  contending  players  within  the  information 
handling  complex. 

As  we  move  from  a  Bell  designed,  built,  and  operated  telephone  system  to  an 
information  handling  complex,  we  may  have  to  pay  the  price  of  achieving  coordina- 
tion within  that  complex  through  an  increasing  number  of  adversary  proceedings  in 
lieu  of  private  and  mtra-  and  inter-company  negotiations  and  agreements  which 
constituted  an  important  management  tool  within  the  Bell-managed  telephone 
system. 

Negotiations  and  associations  for  purposes  of  coordination  will  be  valuable  tools 
wherever  these  tools  may  be  used  to  advantage,  though  the  occasions  for  their  use 
may  be  infrequent.  The  Commission  should  be  given  ample  leeway  as  it  has  been  in 
the  past  to  use  these  tools  whenever  it  deems  this  appropriate  in  the  public  interest. 


Mr.  Chairman,  my  name  is  John  LeGales.  I  am  Director  of  the  Program  on 
Information  Resources  Policy  at  Harvard  University  and  President  of  the  Center  for 
Information  Policy  Research,  a  companion  non-profit  organization. 

Our  purpose  is  to  examine  the  changes  taking  place  in  the  information  industries 
with  the  aim  of  usefulness  to  government,  industry  and  the  public.  We  are  support- 
ed by  approximately  seventy  organizations,  many  of  whom  compete  and  conflict. 
Two  documents  describing  our  work  are  appended.  The  opinions  expressed  here, 
however,  are  my  own. 

1  read  both  S-  Ell  and  S.  622  as  aiming  to  identify  and  classify  distinct  facilities 
and  servioea,  to  isolate  them  into  separate  accounts  and.  in  some  cases,  to  divest 
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them  into  organizational  entities  without  common  rmancial  structure,  facilities  or 
personnel. 

However  great  mav  be  the  virtue  of  simplicity  in  what  S.  611  terms  "full  separS' 
tion",  one  thing  is  clear.  That  is  not  where  we  are  today.  Joint  and  common  ctwU 
abound  in  the  telephone  companies,  and  in  the  competing  industries  as  well.  Virtu* 
ally  every  kind  of  competitor  with  the  telephone  system  also  has  them.  This  is  true 
of  the  computer  industry,  the  data  processing  industry,  the  companies  making 
terminals,  modems  and  interface  devices,  and  the  small  and  large  competitors  in  the 
interexchange  transmission  business. 

The  bills  provide  for  a  transition.  This  will  involve  a  process,  apparently  applica- 
ble to  Categary  II  carriers  but  not  to  competing  industries  with  joint  and  common 
coats,  of  classifying  facilities  and  services,  separating  accounts,  and  maybe  separat- 
ing organizations. 

1  submit  that  pushing  this  task  too  far  too  fast  is  both  impractical  and  undesira- 
ble. It  could  involve  administrative  nightmares,  direct  damage  to  affected  industries, 
and  the  prospect  of  permanent  inefliciencv. 

Let  me  begin  with  administrative  nightmares,  I  see  these  as  arising  from  two 
activities:  the  classification  of  services,  and  the  allocation  of  joint  and  common  costs. 

These  activities  have  something  in  common — a  lack  of  definitional  clarity. 

An  example  of  lack  of  clarity  in  classification  is  afforded  by  the  FCCs  two 
"Computer  Inquiries".  These  have  addressed  the  problem  of  finding  a  distinction 
between  "computing"  and  "communications".  Failure  of  the  first  inquiry  to  produce 
a  satisfactory  working  definition  led  to  the  second  inquiry.  This  is  still  in  progress 
after  almost  three  years.  1  think  that  the  problem  is  neither  intricacy  nor  inepti- 
tude. The  problem  is  that  there  is  no  inherent  difference  between  the  two.  Distinc- 
tions, if  they  must  be  made  at  all.  will  be  arbitrary,  or  will  be  based  on  current 
offerings.  Arbitrary  distinctions  tend  to  break  down  upon  application;  those  based 
an  current  practice  refuse  to  hold  still. 

Some,  possibly  most,  of  the  services,  fiinctions,  and  capabilities  up  for  classifica- 
tion present  the  same  problem — there  is  no  inherent  distinction.  If  distinctions  are 
made,  then  services  will  crop  up  which  fail  to  lit.  If  the  classifications  are  enforced, 
the  y  could  freeze  an  industry  whose  dynamism  is  a  strong  virtue. 

Any  classification  of  services,  functions,  and  capabilities  or  any  allocation  of  costs 
will  benefit  some  pariies  and  harm  others.  Those  who  are  harmed  wilt  defend 
themselves.  They  will  have  a  strong  weapon;  the  lack  of  definitional  clarity.  There 
will  be  appeals  to  the  FCC  and,  as  has  been  the  growing  trend,  to  the  courts.  The 
possibilities  for  tying  up  progress  on  claims  and  counterclaims  are  almost  endless. 

Lack  of  clarity  in  allocating  joint  and  common  costs  arises  from  the  fact  that 
these  are  arbitrary  and  indeterminate  on  purely  economic  grounds,  especially  in  the 
absence  of  perfect  competition.  Additional  assumptions  must  be  made.  In  this  indus- 
try these  assumptions  have  been  and  are  now  determined  by  political  accommoda- 
tions within  the  framework  of  statutory  and  case  law,  Tony  Oettinger  explores  this 

The  only  way  to  avoid  arbitrariness  in  allocating  joint  and  common  costs  is  by 
complete  separation  of  capital  and  labor  for  every  facility,  service,  or  function. 
Carried  to  the  extreme,  this  would  create  a  fragmented  industry  made  up  of  small 
companies.  Many  would  be  operating  close  to  the  margin  to  keep  ahead  of  the 
competition.  Such  an  industry  would  be  unlikely  to  ofi'er  coordinated  services,  or  to 
accumulate  the  cash  necessary  for  major  technological  breakthroughs. 

The  possibility  for  direct  damage  to  the  industry  lies  in  breaking  up  entities.  The 
Hollinga  bill  (Sec.  205(d),  p.  31fT]  requires  separation  within  180  days  of  enactment 
for  certain  classes  of  service  and  facility.  It  appears  to  require  divestiture  of  Long 
Lines  from  AT&T.  It  also  appears  to  require  divestiture  of  intrastate,  interexchange 
services  from  Bell  operating  companies.  Likewise  with  MTS  and  WATS,  It  would 
appear  to  require  breaking  up  Southern  Pacific  Communications  Corporation  by 
virtue  of  ite  SPRINT  service,  and  MCI  by  virtue  of  its  EXECUNET  service.  It  may 
make  ATT's  Advanced  Communications  Service,  or  anything  like  it,  illegal  for  any 
offerer. 

Some  of  these  divestitures  are  probably  contrary  to  the  intent  of  the  bill,  as  they 
would  damage  entities  who  are  already  underdogs  in  the  competition.  Others  may 
retard  the  development  of  desirable  services.  Still  others,  because  of  the  timine  if 
nothing  else,  will  weaken  existing  services  before  the  competitive  environment  has 
produced  a  replacement. 

The  prospect  of  permanent  inefficient  stems  from  a  problem  built  into  "full 
separation".  Full  separation  is  incompatible  with  economies  of  scope,  Elconomies  of 
scope,  different  from  economies  of  scale,  are  achieved  by  doing  more  than  one  job 
with  one  resources.  Using  the  same  handset  to  make  both  local  and  long  distant 
calls  exemplifies  economies  of  scope. 
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It  can  be  argued  that  the  economies  built  into  a  competitive  e 

K eater  than  economies  of  scope.  The  answer  to  that  question  is  not  known.  What  is 
lown.  however,  is  that  some  separations  can  only  be  made  at  the  expense  of 
economies  of  scope,  and  that  the  possibility  of  permanent  inefficiency  is  present 
whenever  this  happens. 

We  can  now  construct  a  restatement  of  the  whole  issue  of  separating  entities.  The 
issue  is  "how  far  can  we  separate  entities  to  encourage  competition  without  becom- 
ing bogged  down  in  administrative  swamps,  doing  direct  harm  to  the  existing 
system,  or  losing  more  through  loss  of  economies  of  scope  than  we  gain  by  competi- 

Tbe  bills  each  deal  with  separation  of  entities  at  three  levels:  classification. 
accounting  separation  and  organizational  separation. 

The  Hollings  bill  classifies  all  carriers  as  Category  I  or  Category  II  depending  on 
the  d^ree  of  effective  competition  (Sec.  204|al,  p.  26m.  To  determine  the  degree  of 
effective  competition,  the  FCC  "shall  define  and  establish  by  rule  generic  classes 
and  subclasses  of  telecommunications  services  based  on  relevant  distinctions  as  to 
the  primary  functional  telecommunications  capability  provided  to  the  user  and  the 
d^ree  of  substitutability  between  and  among  comparable  services."  The  Goldwater 
bilT  (Sec.  225(dN2NA))  eliminates  this  step,  and  classifies  only  by  degree  of  competi- 
tion. Both  bills  call  for  ongoing  review  of  the  classincation. 

The  Hollings  bill  stresses  classification  by  service,  but  also  adds  two  other  criteria: 
functions,  and  capabilities,  the  latter  being  open  to  interpretation  as  "facilities". 
The  classification  by  services  could  be  an  administrative  swamp,  as  suggested  above. 
Adding  functions  and  capabilities  makes  it  worse.  The  bill  avoids  the  FCC  Computer 
Inquiry's  unsolveable  problem  by  avoiding  service,  function  and  technology  criteria 
altogether,  and  classifying  only  by  d^ree  of  competition.  A  logical  and  consistent 
follow-through  would  be  to  avoid  these  criteria  elsewhere  as  well,  and  adopt  the 
Goldwater  bill's  approach  of  going  directly  to  degree  of  competition 

Accounting  separation  is  specified  in  both  bills,  with  heavy  reliance  on  allocation 
of  costs  among  different  services.  The  Hollings  bill  specifies  iSec.  220(al.  p.  49)  "such 
guidelines  shall  be  designed  to  accomplish  a  complete  accounting  divestiture  of 
competitive  services  of  such  carrier,"  The  Goldwater  bill  requires  the  Commission 
(Sec.  201(dX2XB).  p,  9l  "to  allocate  costs  of  service  provided  in  order  to  ensure  that  in 
any  case  where  telecommunications  products  or  services  are  provided  by  a  carrier 
which  also  provides  the  monopoly  service,  revenues  and  costs  attributable  to  the 
provision  of  monopoly  service  and  all  other  services  may  be  properly  identified," 

Like  classification,  cost  allocation  poaes  administrative  difficulties  because  of  the 
lack  of  underlying  logical  distinctions.  Distinction  can  only  be  achieved  by  separa- 
tion of  entities.  Although  entity  separation  has  a  logical  advantage  over  accounting 
separation,  it  also  has  an  enormous  practical  disadvantage— it  precludes  economies 
of  scope.  Both  bills  may  be  setting  in  motion  a  process  which  will  harm  economies  of 
scope  to  achieve  cost  allocation.  A  specific  prohibition  against  using  entity  separa- 
tion as  a  tool  to  achieve  accounting  separation  would  be  beneficial. 

Both  bills  deal  with  entity  separation.  The  Goldwater  bill  allows  it  as  a  tool  "to 
accomplish  policies"  (Sec.  201(dN2xCl,  p.  10).  The  Hollings  bill  goes  farther,  and 
requires  entity  separation  through  a  series  of  specific  prohibitions  iSec.  203,  p.  22, 
and  Sec.  205(d),  p.  31).  These  prohibitions  rely  on  the  definition  of  "fully  separated 
entity"  (Sec.  103,  11,  p.  6)  which  requires  not  having  "common  directors,  officers, 
•mployees.  or  financial  structure  or  commonly  owned  facilities,  ,  .  ," 

These  provisions  of  the  Hollings  bill  are  powerful.  They  deal  specifically  with 
services  which  make  up  a  lar^e  part  of  the  existing  industry,  and  they  specify  a 
degree  of  separation  which  requires  separation  of  plant.  The  language  does  not 
contain  adequate  safeguards  lo  prevent  damage  to  economies  of  scope.  There  would 
be  less  potential  for  harm  if  these  separations  were  required  only  after  accounting 
separation  had  failed  to  do  the  job.  and  when  the  harm  to  economies  of  scope  could 
be  balanced  by  a  compensating  good,  such  as  the  economies  of  effective  competition. 

In  summary,  I  am  recommending  that  the  classification  of  entities  by  service. 
function,  or  capability  be  avoided  where  possible,  that  accounting  separation  be  used 
instead  of  entity  separation  to  avoid  harming  economies  of  scope,  and  that  entities 
not  be  separated  until  there  are  alternative  competing  entities. 

I  thank  the  committee  for  the  opportunity  to  express  my  views. 

Senator  Hollings.  Mr,  Knecht. 
Mr.  Knecht.  Thank  you,  Mr.  Chairman. 

I  am  Louis  B.  Knecht,  secretary  treasurer  of  the  Communica- 
tions Workers  of  America. 
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Our  president,  Glenn  Watts,  Bends  his  regrets  about  not  being 
able  to  testify  because  of  a  longstanding  commitment. 

We  have  filed  our  detailed  statement  with  the  subcommittee. 
Therefore,  to  save  your  time,  I  will  summarize  our  views  on  S.  611 
and  S.  622. 

In  view  of  the  competition  that  has  entered  the  domestic  tele- 
communications industry,  we  share  the  view  that  the  1934  Commu- 
nications Act  needs  updating. 

We  are  concerned  about  the  competition  which,  up  to  the  pres- 
ent, does  not  serve  the  ordinary  telephone  users  but  benefits  busi- 
ness customers,  generally  the  larger  ones. 

So  far,  the  only  tentative  benefit  for  the  ordinary  user  is  the 
ability  to  buy  one's  own  equipment.  We  want  the  consumer  to  be 
exercising  a  fully  informed  choice,  which  includes  knowing  they 
are  eissuming  responsibility  from  the  telephone  company. 

We  still  believe  end-to-end  service  responsibility  with  rate-level- 
ing  is  in  the  best  interest  of  the  ordinary  consumer.  We  are  pleased 
that  S.  611  includes  authority  for  the  FCC  to  require  country  of 
origin  labeling  on  imported  equipment. 

Last  year,  we  were  unsuccessful  in  getting  the  Commission  to 
adopt  such  rules  in  the  part  68  terminal  equipment  registration 
program.  Recently  the  Commission  adopted  similar  rules  for  equip- 
ment covered  under  other  parts  of  the  FCC  rules. 

We  will  file  our  petition  again  for  part  68  modification.  As  the 
subcommittee  is  aware,  we  were  the  moving  force  behind  the  base- 
line study  on  terminal  equipment,  undertaken  by  the  U.S.  Interna- 
tional Trade  Commission. 

The  final  ITC  reports  show  about  17  percent  of  the  interconnect 
market  is  of  foreign  origin.  We  are  concerned  because  our  union 
represents  about  150,000  American  men  and  women  whose  jobs  are 
directly  connected  in  one  way  or  another  to  terminal  equipment. 

We  have  seen  too  many  jobs  exported  in  radio  and  TV  manufac- 
turing. We  don't  want  the  same  to  occur  in  telecommunications 
equipment. 

From  the  viewpoint  of  our  members'  interests,  we  ask  that  your 
legislation  not  require  establishment  of  separate  subsidiaries 
within  the  A.T.  &  T.  and  other  telephone  companies. 

The  provisions  on  separate  subsidiaries  and  maximum  separation 
are  silent  as  to  employee  protection.  When  employees  whom  we 
represent  will  be  transferred  into  a  newly  formed  unit,  we  can  see 
many  complex  pension  entitlement,  wage,  and  benefits  questions 
unresolved,  after  such  major  structural  changes. 

We  will  be  making  specific  proposals  on  employee  protection  for 
your  consideration.  We  prefer  accounting  and  other  stnictuiBl  safe- 
guards to  allow  telephone  carriers  to  compete  on  equal  terms  and 
prevent  cross  subsidies. 

In  eisking  for  employee  protection  provisions,  we  want  to  stress 
that  we  are  also  concerned  about  those  men  and  women  employed 
by  interconnect  companies  and  specialized  carriers,  most  of  whom 
we  don't  represent. 

As  we  understand  both  S.  611  and  S.  622,  the  FCC  would  be  able 
to  retain  jurisdiction  if  the  contemplated  benefits  of  der^ulation 
don't  develop.  We  hope  the  legislation  your  subcommittee  reports 
will  allow  the  FCC  to  retain  and  reassert  jurisdiction  if  necewary. 
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Since  some  of  the  actual  and  potential  competitors  of  A.T.  &  T. 
will  be  very  large  corporations  such  as  IBM,  ITT,  Xerox,  and  prob- 
ably Exxon,  we  are  concerned  about  legislating  a  shelter  or  handi- 
cap system. 

These  large  companies  don't  require  such  discriminatory  protec- 
tion. For  a  long  time,  we  heard  the  term  "cross  subsidy,'  applied 
solely  to  A.T.  &  T.,  either  as  an  allegation  or  potential  threat. 

We  hope  the  subcommittee  will  look  at  these  other  large  corpora- 
tions because  we  can  see  they  also  might  be  able  to  cross  subsidize. 

S.  622  contains  some  privacy  protection  provisions,  applicable  to 
CATV  systems. 

We  urge  the  subcommittee  to  look  at  the  privacy  protection 
problems  of  today  as  set  out  in  the  April  3  Presidential  message. 

We  would  want  tighter  privacy  provisions  to  cover  all  telecom- 
munications. Mr.  Chairman,  I  think  that  is  the  proper  reference  to 
the  quration  raised  by  Senator  Goldwater  as  he  left  regarding  his 
wanting  to  hear  our  further  views  on  the  privacy  matter. 

That  reference  to  the  April  3  Presidential  message  is  such  that 
we  would  want  you  to  know  we  are  in  complete  agreement  with 
what  the  President  suggested  in  that  message. 

In  addition,  in  the  last — no,  not  in  the  last  Congress — in  the  94th 
Congress,  a  bill  was  introduced  on  privacy  which  didn't  pass  and  it 
contains  our  thoughts  relating  to  the  privacy  matters  touched  upon 
by  Senator  Goldwater,  and  a  copy  of  that  bill  has  been  furnished  to 
Mr.  White  of  Mr.  Goldwater's  staff. 

Both  Senate  bills  call  for  network  access  charges  to  help  support 
local  exchange  services  at  what  we  hope  will  be  affordable  rates. 

The  recent  ENFIA  agreement  represents  an  equitable  meems  of 
settling  the  long-simmering  disputes  among  carriers.  We  can  sup- 
port the  inevitable  deregulation  of  terminal  equipment,  provided 
there  are  no  hobbles  placed  on  the  comnetitore. 

Since  carrier  interconnection  would  be  mandated  by  both  S.  611 
find  S.  622,  we  support  an  open  process  for  planning  and  manage- 
ment, with  the  hope  that  the  responsibility  to  the  user  will  not  be 
diffused. 

On  international  matters,  we  prefer  to  leave  Comsat  as  originally 
designed  to  be  a  carrier's  carrier. 

An  executive  branch  agency,  such  as  the  National  Telecommuni- 
cations and  Information  Administration,  should  be  the  entity  to 
coordinate  the  U.S.  interest  in  dealing  with  foreign  correspondent 
carriers,  most  of  which  are  parts  of  their  governments. 

Thank  you. 

[The  statement  follows:] 

Statbment  0 

Mr.  Chainnan,  the  introduction  of  S.  611  and  S.  622,  together  with  H.R.  3333, 
strongly  indicate  to  us  that  the  Congress  is  earning  very  cloee  to  enunciating  a  new 
national  telecommunications  policy.  We  share  the  view  that  an  updating  of  the 
statutory  framework  is  appropriate,  in  view  of  the  extensive  and  unforeseen  ad- 
vances in  technology  since  the  1934  Communications  Act  was  adapted  and  in  view 
of  the  decade-old  competitive  impetus  in  what  had  been  a  monopolistic  industry. 

To  the  extent  that  competition  actually  can  serve  the  interests  af  the  user,  we  are 
encouraged.  In  both  pending  Senate  bills,  we  have  some  areas  of  concern  and 
opposition.  Up  to  the  present,  we  have  seen  that  the  competition  in  terminal 
equipment  and  intercity  service  offerings  has  benefited  only  the  business  customer. 
and  generally  the  larger  businesses.  The  ordinary  telephone  user's  single  possible— 
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and  tentative — benefit  is  the  ability  to  buy  one's  own  equipment.  As  we  have 
teatified  a  number  of  times,  we  want  the  consumer  exercising  this  choice  to  do  so  on 
a  fully  informed  basis;  we  want  this  consumer  to  know  that  buying  one's  own 
telephone  instrument  means  assuming  from  the  telephone  company  the  responsilnii' 
ty  for  that  terminal  equipment. 

For  quite  some  time  we  have  believed  that  end-to«nd  service  responsibility  with 
rate-leveling  was  in  the  best  interest  of  the  ordinary  consumer.  We  see  many  of  the 
competitive  forces  working  counter  to  that  idea. 

We  are  pleased  that  you  have  included  a  new  Subsection  203(d)(2),  under  which 
the  Federal  (Dommunications  Commission  may  require  nation  of  origin  labeUng 
information  equipment  registered  under  Part  68  of  the  FCC'a  rules.  L«st  year,  we 
petitioned  the  FCC  to  require  this  kind  of  information;  our  petition  was  denied.  We 
are  aware  of  the  statutory  requirements  on  this  line,  as  well  as  the  Commission'B 
recent  Report  and  Order  in  Docket  20790  on  equipment  covered  in  Parts  2,  15.  18 
and  83  of  FCC  rules.  These  new  rules  specify  that  country  of  origin  markings  must 
be  irremovable.  We  have  found  that  some  of  the  imported  telephonerajjipment  on 
the  market  bears  easily  removed  labeling — stickers  or  ink.  Since  the  FCX^  has  moved 
in  Docket  20790,  we  intend  to  file  again  for  Part  G8  rules  modification.  We  believe 
the  consumer  is  best  served  by  knowing  where  the  equipment  on  the  retail  store 
market  originates. 

As  the  Subcommittee  is  aware.  CV/A  was  the  moving  force  behind  the  "baseline 
study"  undertaken  by  the  U.S.  International  Trade  Commission  about  a  year  ago  on 
the  extent  of  imparted  telecommunications  equipment  in  the  American  market.  A 
representative  of  CWA  testified  at  the  September  2G  hearing  of  the  Trade  Commis- 
sion. The  final  report  of  the  ITC  established  that  about  17  percent  of  the  telecommu- 
nications equipment  in  the  interconnect  market  is  of  foreign  ori^n.  Annex  "A"  to 
this  statement  is  a  reproduction  of  page  6  of  the  March  1979  issue  of  the  trade 
journal  "Inter-connection,"  which  apparently  contradicts  some  of  the  representa- 
tions of  the  North  American  Telephone  Association  at  the  ITC  hearing.  'Hie  trade 
journal  article  notes  that  "NATA  hopes  to  head  off  Congressional  enactment  of 
some  kind  of  protectionist  measures,  most  likely  tariffs,  which  would  substantially 
increase  the  cost  of  imports.  This  would,  of  course,  damage  the  competitive  position 
of  interconnect  companies  that  rely  heavily  on  imported  equipment.' 

We  fully  intend  to  maintain  our  pressure  on  tne  appropriate  Committees  of  the 
Congress  during  the  pending  examination  of  the  Multilateral  Trade  Ne^tiations 
package.  We  make  no  secret  that  we  fully  intend  that  Imported  telecommunications 
equipment  be  given  whatever  tariff  and  quota  treatment  is  necessary  to  prevent  the 
further  export  of  American  jobs.  Our  Union  represents  approximately  150,000 
American  men  and  women  whose  jobs  are  directly  connected  in  one  way  or  another 
to  terminal  equipment.  We  have  already  seen  that  radio  and  television  receiver 
manufacturing  has  gone  overseas;  we  are  confident  no  one  on  this  Subcommittee  or 
in  the  COngress  wants  to  see  the  same  events  overtake  the  telecommunications 
equipment  industry. 

The  Subcommittee  is  now  aware  that  the  Japanese  MTN  negotiators  have  flatly 
refused  to  open  the  government-sponsored  Nippon  Telephone  &  Telegraph  Public 
Corp.  For  full,  open  outside  bidding;  thus.  Ambassador  Robert  Strauss  has  let  the 
Japanese  know  tnat  the  United  States  will  hold  to  the  same  stance,  in  our  govern- 
ment procurement. 

We  must  ask  that  your  legislation  not  require  establishment  of  separate  subsidiar- 
ies within  the  AT&T  and  other  telephone  companies,  from  our  own  members' 
interest  viewpoint.  We  are  concerned  about  separate  subsidiaries  because  the  pro- 
posed bills  contain  no  hint  of  employee  protection.  When  employees  whom  we 
represent  would  be  transferred  from  a  unit  with  which  we  bargain  to  a  newly 
formed  unit,  we  can  see  many  complex  pension  entitlement,  wage  and  benefits 
questions  unresolved.  Accordingly,  we  will  be  offering  proposals  on  the  subject  as  a 
new  section  in  title  II.  We  have  used  as  models  4  Acts  of  Coneress:  Section  222  of 
the  present  Communications  Act,  added  in  1943;  the  Railroad  Revitalization  and 
R^ulatory  Reform  Act  of  1976;  the  Rail  Transportation  Act  of  1976;  and  the  Airline 
Deregulation  Act  of  1978.  We  would  intend  that  these  employee  protection  provi- 
sions include  the  men  and  women  now  employed  in  the  interconnect  industry  and 
the  specialized  common  carriers,  most  of  whom  we  do  not  represent.  We  believe  that 
a  more  equitable  and  less  cumbersome  treatment  of  telephone  carriers  calls  for  a 
greatly  improved  accounting  and  allocations  system  and  necessary  structural  safe- 
guards. And  specificalljr  in  view  of  the  "maximum  separation"  impetus  of  S.  611,  in 
domestic  and  international  carrier  operations,  we  would  find  a  statement  of  Con- 
gressional concern  on  employee  protection  most  apt. 

Recently,  Chairman  Hollings  was  quoted  in  the  trade  press  about  the  benefits  and 
problems  associated  with  the  recent  deregulation  of  the  airlines.  Quite  properly  he 
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noted  that  the  telecom municationa  system  cannot  be  allowed  to  develop  similar 
service  disruption  problems.  We  are  not  yet  hailing  the  success  of  airlines  deregula- 
tion, because  we  do  not  think  there  is  enough  experience.  Already,  airlines  have 
given  strong  indications  they  will  squeeze  down  on  numbers  of  flights  and  communi- 
ties served;  the  cheap  "out"  for  some  is  to  suggest  that  "feeder"  airlines  will  rush  in 
to  provide  the  service.  Perhaps.  But,  we  are  beginning  to  see  indications  that  many 
of  those  "bargain"  air  fares  are  beginning  to  disappear,  now  that  the  first  exciting 
phase  of  airlines  deregulation  is  ending. 

We  are  perceiving  some  blurred  signals.  We  hear  many  expressions  of  concern 
over  "bigness"  as  bad  per  se,  when  applied  specifically  to  AT&T,  Thus  it  is  somehow 
good  for  the  competition  to  be  fostered,  by  public  policy.  While  AT&T  is  not  in  the 
"Fortume  500"  industrial  list,  it  leads  Fortune's  "Top  50"  utilities.  But  from  the 
"Fortune  500"  list  we  certainty  can  find  many  of  AT&T's  competitiors,  actual  and 
potential.  For  example,  we  can  find  Exxon  as  No.  3 — and  with  oil  deregulation,  we 
can  expect  it  to  be  No,  1  reasonably  soon.  We  find  IBM  as  No,  7.  ITT  as  No,  U, 
Xerox  as  No.  39,  RCA  is  No.  30,  CBS  is  No,  91  and  ABC  is  No,  152;  while  these  last 
three  are  the  dominant  forces  in  broadcasting,  they  are  still  listed  in  the  500 
industrials.  Southern  Pacific  is  No,  7  in  the  ""Top  50"  transportation  companies. 
Thus,  we  are  not  seeing  a  few  small-time  operations  trying  to  stave  off  baniiruptcy 
in  contention  with  AT&'I  and  other  telephone  carriers.  It  is  our  position  that  the 
telecommunications  industry  of  this  nation  is  far  too  vital  to  be  left  to  the  untram- 
meled  desires  of  megacorporations.  Someone — that  means  the  national  govern- 
ment— must  continue  to  hold  the  powers  to  ensure  that  the  user  is  served  by  the 
entire  industry.  Diminished  r^ulation.  with  retained  powers  at  the  FCC.  would  be  a 
more  cautious  and  sensible  middle  ground  between  today's  tight  regulation  and  no 
regulation  at  all.  We  would  urge  that  the  legislation  reported  out  of  this  Subcom- 
mittee allow  the  FCC  to  retain  and  reassert  r^ulatory  jurisdiction  as  found  neces- 
sary. As  we  understand  both  S,  611  and  S.  622,  the  Commission  would  be  able  to 
retain  jurisdiction,  if  the  contemplated  benefits  of  deregulation  do  not  come  about. 
We  ask  that  this  consideration  be  clearly  addressed  by  the  Subcommittee,  Further, 
we  are  very  concerned  about  legislating  a  "shelter"  or  "handicap"  system,  whose 
effect  in  our  view  would  be  to  protect  the  Exxons  and  IBM's  and  I'TT's  of  this  world. 
We  view  such  proposals  as  discriminatory. 

We  have  heard  for  a  very  long  time  the  term  "cross-subsidy,"  applied  solely  to 
AT&T  as  either  an  allegation  or  a  potential  threat.  We  would  welcome  this  Subcom- 
mittee's investigations  of  the  "cross-subsidy"  possibility  in  the  competitive  communi- 
cations operations  of  IBM,  Xerox,  ITT,  Southern  Pacific,  Exxon  and  others;  in  our 
view,  it  is  the  extreme  of  naivete  to  believe  these  other  megacorporations  are 
unable,  unwilling  and  devoid  of  incentive  to  cross-subsidize.  We  do  not  find  clear 
authority  for  the  FCC  to  investigate  and  control  cross-subsidies  set  by  other  than 
the  "Category  II  carriers,"  which  mean  AT&T  and  other  telephone  carriers.  We 
cannot  see  equity  toward  the  user  or  telephone  carriers,  unless  the  matter  is 
sufficiently  broadened  or  clarified, 

S.  622  includes  provisions  on  privacy  protection  as  a  new  Subsection  335(kl, 
applicable  only  to  CATV  system.  We  ut^  the  Subcommittee  to  look  cloeely  at  the 
privacy  protection  problem  of  today,  which  was  recognized  in  the  April  3  Presiden- 
tial message  to  the  Congress  on  "The  Right  to  Privacy,"  Since  the  Congress  last 
year  adopted  the  Foreign  Intelligence  Surveillance  Act.  we  see  an  opportunity  for 
the  Congress  now  to  move  to  cut  back  severely  on  other  practices  of  eavesdropping 
and  invasions  of  priva^  through  telecommunications  systems.  We  do  not  view  the 
putative  safeguards  in  'Title  III  of  the  1968  Omnibus  Safe  Streets  and  Crime  Control 
Act  as  effective;  unfortunately,  there  have  been  many  indefensible  abuses  of  Title 
111  powers  to  conduct  surveillance  of  legitimate,  nonviolent  groups  which  merely 
wish  to  exercise  rights  conferred  by  our  Constitution,  We  urge  legislation  to  include 
a  complete  ban  on  "service  monitoring"  by  telephone  companies  and  other  business- 
es, in  the  absence  of  prior  notice  and  consent  of  the  parties.  This  position,  admitteid- 
ly  hardline,  was  adopted  by  our  1976  Convention,  If  telephone  monitoring  is  to  be 
done,  it  should  not  be  unknown  and  unobserved  by  the  employees  and  customers 
involved.  Ten  years  ago.  the  California  Public  Utilities  Commission  adopted  such  a 
position.  When  this  Subcommittee  reports  legislation,  we  ask  more  comprehensive 
privacy  protection  provisions, 

S,  611  and  S,  622  each  call  for  network  access  charges  to  be  levied  to  continue  the 
support  of  local  exchange  services,  at  what  we  hope  will  continue  to  be  rates 
affordable  to  the  majority  of  citizens.  The  recent  ENFIA  agreement  represents  to  us 
an  equitable  means  of  settling  the  long-simmering  dispute  among  communications 
carriers:  we  hope  the  access  charge  provisions  you  will  be  reporting  will  continue 
this  forward  cooperative  movement  among  competing  intercity 
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We  can  support  the  inevitable  deregulation  of  terminal  equipment,  common  to 
the  three  pending  communicatione  bills,  provided  there  are  no  hobbles  placed  on  the 
competitora.  We  are  encouraged  that  Western  Electric  and  other  equipment  makers 
would  be  allowed  to  expand  their  markets  without  undue  fear  to  litigation.  Prom 
the  standpoint  of  our  members  and  the  members  of  other  Unions  employed  by 
Western  Electric,  we  see  a  positive  good  and  expanding  American  employment.  We 
believe  the  1956  consent  decree  is  obsolete,  an  impediment  to  open  trade.  We 
understand  that  numerous  telephone  cooperatives,  telephone  companies  and  other 
carriers  have  been  interested  in  buying  Western  equipment. 

Since  carrier  interconnection  would  be  mandated  by  both  bills,  we  support  an 
open  process  in  which  one  party  will  not  dispose  of  or  otherwise  direct  the  use  of 
another's  property.  We  hope  any  Joint  planning  and  management  of  network  oper- 
ations will  not  lead  to  diffusion  of  responsibility  to  the  user. 

On  international  matters,  we  prefer  to  leave  Comsat  as  originally  designed  to  be  a 
carrier's  carrier.  In  dealing  with  the  foreign  correspondent  carriers,  most  of  which 
are  agencies  of  the  foreign  governments,  we  would  prefer  to  see  the  United  States 
interest  coordinated  through  an  agency  such  as  the  National  Telecommunications 
and  Information  Administration. 

Annbx  a 
study  finds  trade  imbalance  in  telcom 

Telecommunications  industry  critics,  particularly  the  unions,  got  new  ammuni- 
tion from  a  recently  released  study  from  the  U.S.  International  Trade  Commission. 
Entitled  "A  Baseline  Study  of  the  Telephone  Terminal  and  Switching  Equipment 
Industry,"  it  attempts  to  assess  the  balance  of  trade  between  the  U.S.  and  other 
countries  and  discusses  certain  other  economic  realities  of  the  industry. 

Among  the  fmdings  of  the  136-page  report  are:  (1)  Europe  and  Japan  restrict 
market  access  to  our  equipment  manufacturers.  The  current  balance  of  trade  is 
negative,  with  a  deficit  of  about  $60  million  in  1977.  (2)  Imports  are  increasing.  The 
ratio  of  imports  of  telephone  equipment  to  consumption  in  1972,  1976,  and  1977  are 
said  to  be  14.5  percent,  15.7  percent,  and  17.1  percent  respectively.  (3)  Overall  US. 
employment  in  terminal  and  switching  equipment  manufacturing  was  down  by  5 
percent  in  1977  compared  with  1972.  (Editor's  note:  this  probably  reflects  the  mas- 
sive recession-induced  layoffs  by  Western  Electric  in  1975-76.) 

The  report  stresses  interconnect'e  dependence  on  imports,  noting  a  "concentration 
of  imports  in  the  non-captive  market."  It  goes  on,  "Foreign-owned  firms  eiijoy  a 
large  market  share  in  branch  exchanges  because  of  high  demand  and  FXX  actions 
increasing  competition  in  this  market." 

"Transactions  iietween  unrelated  companies  approximate  the  size  of  the  intercon- 
nect industry.  Foreign-owned  firms  in  the  U.S.  claimed  a  24  percent  share  of  the 
market  in  1977." 

NATA:  IMPORTS  SHARE  HAS  PEAKED 

The  North  American  Telephone  Association  understandably  opposes  some  of  the 
content  and  conclusions  of  the  ITC  report.  In  September,  1978,  partly  in  response  to 
rrC  hearings,  NATA  offered  its  own  report,  prepared  by  J.  W.  Wilson  A  Associates, 
The  Wilson  study  argues  that  "the  share  of  the  U.S.  market  served  by  PBX  imports 
has  peaked  and  will  diminish  over  time.  .  .  .  The  U.S.  PBX  trade  balance  will 
improve  in  coming  years.  .  .  .  With  today's  greatly  enlarged  domestic  PBX  produc- 
tion capability  and  the  availability  of  technologically  advanced  telecommunications 
systems  from  both  independent  vendors  and  operating  companies,  the  market  ad- 
vantages previously  enjoyed  by  foreign  producers  are  greatly  diminished." 

NATA  hopes  to  head  off  congressional  enactment  of  some  kind  of  protectionist 
measures,  most  likely  tariffs,  which  would  substantially  increase  the  cost  of  imports. 
This  would,  of  course,  damage  the  competitive  position  of  interconnect  companies 
that  rely  heavily  on  imported  equipment.  While  the  number  and  output  of  US. 


[The  following  information  was  subsequently  received  for  the 
record:] 
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COMMUNICAT10N8  WORKEBS  OF  AMERICA, 

Washinglon.  D.C..  May  IS.  1979. 
Hon.  EtWB9r  F.  HOLUNGS, 

Chairman,  Subcommittee  on  Communications,  Committee  on  Commerce,  Science,  and 
Transportation,  U.S.  Senate,  Washington,  D.C. 
Dear  Mr.  Chairman:  On  May  3,  Secretary-Treasurer  Louis  8.  Knecht  provided  to 
your  Subcommittee  staff  copies  of  a  paper  on  employee  protection  provisions  which 
we  see  as  necessary  additions  to  S.  61 1  and  S.  622. 

For  purposes  of  an  official  transmittal,  I  am  providing  herewith  another  copy  to 

We  wish  to  work  with  you  and  the  Subcommittee  staff  personnel  on  the  most 
effective  method  of  including  the  employee  protection  measures,  at  the  appropriate 
time.  Please  let  me  know  if  you  need  other  information  on  the  subject. 

We  have  studied  Amendment  No,  186  to  S.  622,  to  be  offered  by  Senator  John  G. 
Tower,  and  strongly  ur^e  its  inclusion  in  any  legislation  you  will  be  reporting.  We 
find  these  provisions  will  became  more  and  more  necessary  to  the  safeguarding  of 
tjie  individual's  right  to  privacy  as  the  telephone  companies  move  into  local  meas- 
ured service"  and  "usage-sensitive  pricing  rate  structures.  Absent  a  very  serious 
and  proven  clear  need,  no  agency  of  government  should  be  able  to  secure  records 
detailing  the  use  of  a  given  telephone.  We  do  not  believe  private  entities  should  be 
able  to  secure  such  records  at  all. 
Sincerely  yours, 

Glenn  E.  Watts,  President. 

Enclosure. 

S.  611  Proposed  Bmplovee  PROTEcnoN  Program 

It  has  been  the  uniform  and  continuing  practice  of  the  Coneress  of  the  United 
States  to  include  appropriate  provisions  for  the  protection  of  employees  in  any 
I^islation  which  authorizes  or  requires  mcyor  changes  in  pre-existing  national 
p^icy  with  respect  to  public  utility  or  common  carrier  activities.  This  long-standing 
practice  rests  on  both  equitable  and  pragmatic  considerations.  The  Congress  has 
apparently  felt  that  whenever  the  public  interest  required  substantial  changes  in 
legislation  governing  public  utility  or  common  carrier  activities,  it  was  only  fair  and 
just  that  the  personnel  involved  in  providing  these  vital  services  to  tne  public 
should  be  given  adequate  and  reasonable  protection.  In  other  words,  it  was  felt  that 
such  employees  should  not  be  the  unwitting  victims  of  changes  in  the  structure  of 
the  organizations  in  which  they  were  employed,  the  technology  involved,  the  serv- 
ices to  be  provided,  or  the  levels  of  employment  to  be  maintained.  Furthermore,  it 
was  recognized  that  it  was  in  the  general  public  interest  to  maintain  a  competent, 
interested  and  efHcient  staff  of  em^oyees. 

Such  goals  could  be  achieved  only  if  the  persons  who  might  be  induced  to  seek 
employment  were  to  fee!  that  they  would  be  given  adequate  protection  should  the 
Congress  in  the  future  determine  that  the  public  interest  required  any  of  the  above 
changes.  Failure  to  give  such  assurance  could  affect  the  ability  of  the  industry  to 
attract  and  retain  competent  help  in  the  competitive  labor  market.  This  in  turn 
would  be  reflected  in  the  quality,  cost,  and  efTiclency  of  the  services  provided.  It  was 
for  these  reasons,  therefore,  that  the  Congress  haa  invariably  included  adequate  and 
reasonable  employee  protection  provisions  whenever  it  enacted  legislation  involving 
m^jor  changes  in  a  regulated  industry,  particularly  if  such  changes  might  adversely 
affect  the  employees  in  the  industry. 

This  policy  is  exemplified,  in  the  case  of  telecommunications,  in  Section  SSSif)  of 
the  Communications  Act  of  1934,  adopted  in  1943,  Section  222(f)  is  an  int^ral  part 
of  Section  222,  which  authorized  consolidations  and  mergers  of  telegraph  carriers. 
The  specific  purpose  of  this  testation  was  to  authorize  Western  Union  to  acquire 
the  ailing  Postal  Telegraph  company  and  eventually  become  the  monopoly  tele- 
graph carrier  in  the  continental  United  States.  It  was  recognized  that  as  a  result  of 
this  legislation,  there  would  be  the  need  to  consolidate  and  possibly  eliminate 
positions  in  the  merged  carrier.  There  was  concern  even  though  this  legislation  was 
adopted  in  the  midst  of  World  War  U,  when  there  was  a  tight  labor  market,  that 
employees  of  both  firms  being  consolidated  could  be  adversely  affected.  Accordingly, 
the  same  legislation  which  authorized  the  merger  and  set  forth  the  terms  and 
conditions  under  which  it  could  be  consummated,  contained  detailed  and  elaborate 
provisions  for  the  protection  of  the  riehts  of  the  employees  of  the  organizations 
which  would  be  merged  and  consolidated. 

More  recently,  when  the  Congress  considered  legislation  to  rationalize  and  mod- 
ernize regulation  of  the  railroads,  in  the  Railroad  Revitalization  and  Regulatory 
Reform  Act  of  1976,  it  included  specific  provisions  for  employee  protection.  For 
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example,  Section  516  of  that  Act  provides  that  "Fair  and  equitable  arrangements 
shall  t>e  provided,  in  accordance  with  this  section,  to  protect  the  interests  of  any 
employees  not  otherwise  protected  under  Title  V  of  the  R^onal  Rail  Reorganiia- 
tion  Act  of  1973  (45  U.S.C.  771  et  aeq,)  who  may  be  affected  bv  actions  taken 
pursuant  to  authorizations  or  approval  obtained  under  this  Title.  In  addition  to 
general  provisions  for  employee  protection,  specific  provisions  with  respect  to  em- 
ployment offers,  collective  bargaining  agreemerta,  termination  allowances,  payment 
of  DenefiCs,  and  similar  employee  safeguard  provisions  are  included  in  the  Act 
The  concern  of  Congress  with  respect  to  the  protection  of  employees  who  mi^t  be 
affected  by  basic  changes  in  the  r^ulatory  control  exercised  with  respect  to  regulat- 
ed industries  is  not  limited  to  situations  where  consolidations  and  mergers  are 
authorized  or  where  governmental  action  is  taken  because  of  Itnancial  atringency  or 
the  threat  of  bankruptcy.  The  Congress  has  been  equally  concerned  about  tbe 
effects  of  legislation  it  is  enacting  upon  emploj'ees  of  the  affected  industries  where 
the  basic  nature  of  Federal  regulatory  control  is  altered.  It  will  be  recalled  that  last 
year  the  Corigress  enacted  Public  Law  95-504,  the  Airline  Deregulation  Act  of  I9TS. 
This  legislation  was  designed  primarily  to  decrease,  and  eventually,  virtually  elimi- 
nate F«]erat  regulatory  supervision  over  the  common  carrier  activities  of  airlines.  It 
was  recognized  that  such  action,  even  though  it  was  to  be  implemented  over  a 
period  of  years,  could  have  serious  adverse  effects  upon  employees  resulting  from 
structural  charges,  economic  changes,  and  competitive  pressures.  Accordin^^,  the 
Congress  included,  as  an  integral  part  of  the  Airline  Deregulation  Act,  Section  43 
entitled  "Employee  Protection  Program."  The  basic  purpose  of  this  program  was  tc 
entitle  protection  employees  to  monthly  assistance  payments  if  such  employee  has 
been  deprived  of  employment  or  adversely  affected  with  respect  to  his  compensa- 
tion. In  addition,  there  were  provisions  for  assistance  for  relocation,  if  an  employee 
had  to  move  to  obtain  other  employment,  and  requirements  imposed  on  air  cairien 
to  rehire,  on  a  priority  basis,  employees  who  were  furlou^ed  or  otherwise  terminat- 
ed for  reasons  other  than  cause. 


8.   611,    SeTH   CONORBSS,   FIRffT  SESSION,   INTRODUCED   UAHCH    12,    1979 

S.  611  is  essentially  designed  to  enhance  competition  in  the  provision  of  telecom- 
munication services  and  facilities  as  well  as  introduce  a  large  measure  of  deregula- 
tion. In  addition,  it  relies  heavily  on  corporate  reorganization  and  restructuring  to 
achieve  its  ends  and  goals  and  to  prevent  unfair,  competitive  practices  or  craas- 
subsidization,  particularly  between  any  carriers,  competitive  and  non-competitive 
services,  by  requiring  many  activities  now  provided  by  regulated  carriers  to  be  spun 
off  and  provided  by  fully  separated  entities. 

S.  611  declares  it  to  be  the  policy  of  the  United  States  that  telecommunication 
and  information  services  and  equipment  are  to  be  provided  under  conditions  of  fiill 
and   fair  competition,  to   the  maximum   extent  feasible  and  consistent   with  the 

Gurposes  of  the  new  Bill.  It  is  further  provided  in  the  new  Section  203  that  the  sale, 
•ase  and  other  provisions  of  telecommunication  equipment,  information  software  or 
information  services  shall  not  be  deemed  to  be  a  telecommunication  service  with^ 
the  meaning  of  the  Bill.  In  general,  supervision  over  these  activities  is  limited  to  the 
assurance  of  full  and  fair  interconnection.  In  addition,  the  entities  which  may 
provide  such  services  are  identified,  and  in  general,  maximum  separation  between 
them  and  entities  providing  non-competitive  telecommunication  services  is  either 
required  or  authorized.  Specifically,  the  Act  provides  (in  Section  203(bMl».  that  no 
carrier  classifled  as  a  Category  II  carrier  under  Section  204  may  offer  telecommuni- 
cations equipment  as  an  integral  part  of  a  telecommunication  service  except  as  the 
Commission  may  allow  under  sucii  conditions  as  it  may  prescribe  under  Section  205 
which  sets  forth  accounting  provisions. 

The  Commsission  is  also  authorized  to  prescribe  conditions  relating  to  the  separa- 
tion of  Category  II  carriers'  n  on -competitive  telecommunications  services  from  those 
which  are  subject  to  effective  competition.  Furthermore,  the  Commission  is  author- 
ized to  require  the  discontinuance  of  the  provision  of  any  telecommunication  service 
by  a  Category  II  carrier  which  would  be  inconsistent  with  the  purposes  of  the  bill 
and  is  empowered  to  order  such  a  carrier  not  to  provide  such  service,  or  to  discon- 
tinue providing  such  service,  as  the  case  may  be,  in  accordance  with  other  provi- 
sions of  the  Act, 

Insofar  as  the  provision  of  exchange  and  inter-exchange  services  are  concerned, 
there  are  numerous  provisions  again  requiring  maximum  separation.  Thus,  the  Bill 
states  that  no  carrier  which  provides  any  exchange  service  which  is  not  subject  to 
effective  competition  may  also  provide  any  inter-exchange  service,  other  than  ex- 
change network  access  service  or  participate  with  an  affiliated  carrier  in  the  provi- 
sion of  ending  inter-exchange  service,  except  by  means  of  the  fully  separated  carri- 
er. Conversely,  no  Category  II  carrier  which  provides  inter-exchange  public  message 
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telephone  service  for  which  it  is  not  subject  to  effective  competition  may  also 
provide  any  other  inter-exchange  service,  except  through  nondiscriminatory  terms 
to  fully  separated  afRliated  carriers  or  nan-affiliated  carriers,  for  the  use  of  such 
other  carriers  in  providing  other  inter-exchange  services.  Furthermore,  no  carrier 
which  provides  any  inter-exchange  service  other  than  inter-exchange  access  service 
shall  also  provide  any  exchange  service,  either  alone,  or  in  cooperation  with  any 
other  carriers,  except  t>y  means  of  a  fully  separated  carrier.  Category  II  carriers  also 
may  not  lease  telephone  equipment,  electronics  equipment,  information  software  or 
information  services  except  through  fully  separated  entities. 

The  Commission  is  also  authorued  to  require  separate  entii 
nications  services  provided  by  Category  II  carriers  which  are 
and  which  are  not  subject  to  competition. 

The  consent  decree  afTecting  AT&T  is  also  modified  to  provide  that  any  telecom- 
munication service  or  equipment  which  are  provided  bv  AT&T  are  to  be  deemed 
regulated  common  carrier  activities.  This  permits  AT&T  to  enter  the  telecommuni- 
cations service  and  equipment  business  subject  to  regulation  bj;  the  Federal  Commu- 
nications  Commission,  This  amendment,  of  course,  opens  this  market  up  AT&T, 
with  presently  unforeseeable  etTects  upon  market  structure  as  well  as  upon  individ- 
ual companies  supplying  the  existing  and  future  markets.  Since  this  change  results 
from  Congressionally  enacted  legislation,  considerations  of  equity  as  well  as  lixic 
dictate  that  the  employees  of  industries  subjected  to  sudden  and  unforeseeable 
competitive  pressures  through  legislative  mandate  should  be  extended  the  prot«c- 
tions  e<)uivalent  to  those  extended!  to  employees  of  r^ulated  entities  affected  by  the 
legislative  action. 

Finally,  insofar  as  domestic  communications  are  concerned,  Section  221  is  broad- 
ened to  encompass  all  carriers  and  the  Commission  is  authorized  to  grant  exemption 
from  anti-trust  provisions  if  the  appropriate  findings  can  be  made  after  hearings 
held  pursuant  to  that  provision  to  any  carrier  subject  to  the  Communications  Act. 

In  the  international  field,  there  is  also  a  m«jor  restructuring  of  the  industry.  The 
responsibility  for  the  planning,  constructing  and  operating  of  international  tele- 
communication facilities  is  now  entrusted  to  an  entirely  newly  created  organization 
called  The  International  Facilities  Management  Corporation.  However,  these  facili- 
ties are  to  be  owned  by  a  newly  created  consortium  of  all  international  telecommu- 
nication carriers  which  have  established  requisite  operating  agreements  with  for- 
eign corresfwndents.  In  addition,  90  days  after  the  enactment  of  the  bill,  eveiy 
telecommunication  carrier  currently  providing  or  seeking  to  provide  both  domestic 
and  international  telecommunication  services  is  required  to  establish  a  fully  sepa- 
rated entity  for  the  provision  of  either  its  domestic  or  international  telecommunica- 
tion services.  This  entity  is  also  to  be  subject  to  whatever  terms  and  conditions  the 
Commission  may  prescribe.  Finally,  no  international  telecommunications  carrier 
which  provides  international  public  message  telephone  service  for  which  it  is  not 
subject  to  effective  competition  may  also  provide  any  other  international  telecom- 
munication service.  This,  in  essence,  would  prohibit  AT&T's  separated  international 
telecommunications  entity  from  providing  anything  other  than  international  mes- 
sage telephone  service. 
Appropriate  employee  protection  provisions 

The  above  described  changes  proposed  in  the  pending  legislation  will  radically 
alter  the  nature  of  regulation  of  telecommunications  witnjn  the  United  States  and 
the  general  framework  within  which  existing  or  new  carriers  will  operate.  Accord- 
ingly, it  is  not  unreasonable  to  expect  that  m^or  changes  will  take  place  in  the 
structure  of  the  industry  and  the  entities  providing  service.  With  the  removal  of 
licensing  rei^uirements  for  entry  into  service  by  Class  I  carriers  as  well  as  authoriza- 
tions to  dimmish  or  discontinue  service,  it  is  to  be  expected  that  there  will  be  new 
entrants  into  the  service  as  well  as  discontinuance  of  service  or  at  least  certain 
types  of  service  by  existing  carriers,  either  because  of  economic  stress  or  policy 
decisions  by  corporate  management.  In  addition,  by  easing  the  barriers  of  the 
consent  decree,  the  bill  woula  probably  open  a  whole  new  field  lo  competition  by 
AT&T  with  possible  adverse  effect  on  ouiers. 

Under  the  above  described  circumstances,  it  is  essential,  both  for  reasons  of  equity 
and  fairness  to  present  employees,  as  well  as  to  insure  stability  and  continuity  in 
the  industry,  that  the  Congress  enact  appropriate  employee  protection  provisions. 

In  addition  to  possible  job  losses  because  of  the  effects  of  deregulation  on  particu- 
lar companies,  there  is  also  a  high  probability  that  deregulation  would  be  accompa- 
nied by  consolidations  and  mergers,  both  horizontal  and  vertical,  as  companies 
strive  to  rationalize  their  respective  structures  to  compete  more  effectively  and  to 
take  advantage  of  the  removal  of  existing  barriers  to  consolidations  set  forth  in 
Section  222  of  the  Communications  Act  of  1934  as  amended.  In  addition,  with  the 
stress  placed  on  full  separation  in  the  various  areas  of  communication  and  related 
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□lent  U)  create  fully  separated  subaidiarieB  ta  perform  non-r^ulated  telecommuni- 
cations activities  or  regulated  activities  which  are  incidental  to  telecommunicatiou. 
They  will  also  be  required  to  form  such  separate  subeidiaries  if  they  provide  bath 
domestic  and  international  communications  service,  or  both  intra-excnange  servicM 
and  inter-change  services.  Finally,  there  will  be  a  major  restructuring  of  the  wbc4e 
international  telecommunications  regulatory  and  operating  scheme.  A  new  entity 


will  plan,  construct  and  operate  such  facilities.  Comsat  willlie  able  to  provide  direct 
service  via  a  fully  separated  subsidiary.  All  domestic  carriers  will  be  entitled  to 
handle  international  traffic  and  will  be  entitled  to  inbound  traffic  in  proportion  te 
outbound  traffic  they  give  to  international  carriers,  all  pursuant  to  a  ConuniasiiKi- 
prMcribed  formula. 

Each  of  the  above-described  actions  could,  and  in  all  probability  would,  affect 
employees  of  the  r^ulated  and  unr^(ulated  companies  involved.  Since  these 
changes  are  authorized  by  or  will  take  place  because  of  changes  i      "      '     ' 


,  __ !,  two  types  of  probiems  lobe  addressed  in  the  propmed 

employee  protection  legislation  provisions.  The  firet  relates  to  protection  for  employ- 
ees whose  job  security  is  adversely  affected  by  the  newly  authorized  competition. 
The  second  is  affected  by  corporate  reorganizations  or  mergers,  required  or  author- 
ized by  the  legislation,  or  by  the  creation  of  separate  entities  undertaken  to  operate 
more  efficiently  in  the  new  environment  created  by  the  pending  legislation. 

Specifically,  it  is  recommended  that  a  new  pert,  Part  Three,  be  added  to  Title  n. 
Domestic  and  International  Telecommunication.  This  should  be  entitled  Part 
Three — Employee  Protection  Provisions.  Present  Part  III,  Rural  Telecommunica- 
tions Development  should  be  renumbered  Part  Four.  In  the  new  part,  there  should 
be  a  number  of  sections  addressing  each  of  the  problems  raised  and  giving  employ- 
ees adequate  protection  with  respect  to  such  problems  and  potential  dangers  to  yob 
maintenance  or  job  security.  We  are  not  in  this  proposal  incorporating  the  specitic 
language;  instead,  we  are  setting  forth  general  ideas.  We  will,  of  course,  be  vei7 
happy  to  work  with  your  subcommittee  in  drafting  the  appropriate  language  for 
inclusion  at  this  point.  Under  Part  Three,  we  would  suggest  tnat  the  sections  be 
numbered  beginning  with  260. 

Section  260  could  be  entitled  Definitions.  Within  Defmitions,  there  should  be  an 
appropriate  defmition  o(: 

(a)  a  concerned  or  protected  employee  as  one  who  has  been  employed  for  ten 
years  at  the  time  that  this  provision  becomes  effective  as  an  employee  of  a 
common  carrier  licensed  by  the  Federal  Communications  Commission  or  as  an 
employee  of  a  company  providing  unregulated  activities  which  are  Incidential  to 
telecommunications.  The  Commission  should  be  required,  within  a  certain 
number  of  days  after  the  enactment  of  this  section,  to  identify  those  companies, 
either  by  name  or  by  service,  which  are  engaged  in  unregulated  activities 
incidental  to  telecommunications: 

(bl  the  event  or  employment  loss 
defined  as  including  bankruptcy  or 

(c)  a  major  lay-off.  This  could  be  defined  as  reduction  of  at  least  7,5  percent  of 
the  total  number  of  full-time  employees  of  a  licensed  common  carrier  or  an 
unregulated  common  carrier  engaged  in  activities  which  are  incidental  to  tele- 


Idl  a  collective  bargaining  agreement  should  be  defined  in  terms  relevant  U 
the  industry: 

le)  benefits  of  employees,  which  could  include  vacation,  sick  leave,  etc.; 

10  retirement  rights  and  similar  privileges  which  employees  have; 

1g)  merger  or  consolidation;  and 

(h)  a  separate  or  fully  separated  entity  to  carry  on  functions  theretofore 
carried  on  by  the  regulated  common  carrier  or  newly  created  as  such  to  carry 


)n,  either  reflated  or  unregulated  functions  incidental  to  telecommunications 
for  the  first  time. 
Section  261,  Compensation  Assurance,  should  relate  to  the  payments  which 
should  be  given  to  employees  who  lose  their  employment  because  of  bankruptcy, 
contractions  resulting  trom  the  competition  authorized  by  S.  611.  This  should  pro- 
vide for  monthly  payments  to  be  given  to  the  employee  for  the  entire  period  during 
which  such  employee  is  eligible  to  apply  for  such  monthly  assistance.  The  precedent 
provided  in  the  Airline  Deregulation  Act  might  be  applied  here  to  set  the  period  at 
ten  years.  This  also  parallels  the  ten  years  of  residual  FCC  r^ulation.  The  responsi- 
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bility  could  be  given  to  the  Secretary  of  Labor,  in  conBultation  with  the  Chairman  of 
the  new  Commission   for  making  the  appropriate  determinations  and  payments. 

Section  262— Comparable  Employment:  There  should  also  be  a  provision  to  re- 
solve disputes  as  to  whether  or  not  employees  have  been  offered  reasonably  compa- 
rable employment  and  have  refused  to  accept  same. 

Section  263— Relocation:  There  should  be  another  provision  which  would  provide 
for  adequate  assistance  for  relocation,  if  an  eligible  and  protected  employee  relo- 
cates in  order  to  obtain  other  employment. 

Section  264— Term  of  Payments:  The  monthly  assistance  payments  should  run  for 


a  reasonable  number  of  years,  ranging  from  six  to  ten.  In  thii 

noted  that  the  Airline  Deregulation  Act  provides  for  monthly  assistance  payments 

for  a  period  of  72  months  or  six  years. 

There  should  be  another  series  of  sections  covering  the  rights  of  employees 
affected  by  mergers,  consolidation  or  the  establishment  of  new  and  separate  subsid- 
iaries to  carry  on  communications  activities  or  activities  related  to  telecommunica- 
tions as  follows: 

Section  265 — Collective  Bargaining  Agreements:  There  should  be  specific  provi- 
sions for  the  continuance  of  collective  bargaining  agreements  protecting  employees 
in  case  of  a  merger  or  consolidation.  In  such  instances  where  employees  are  protect- 
ed by  two  separate  agreements,  the  better  of  the  two  should  be  applied  to  both.  In 
those  instances  where  there  is  a  consolidation  or  merger  and  one  of  the  two  groups 
of  employees  are  protected  by  collective  bargaining  agreements,  there  should  be 
adequate  provisions  to  protect  those  employees  who  are  subject  to  the  consolidation 


lerger  and  do  not  have  a  collective  bargaining  agreement.  In  those  instances 
re  fliere  are  collective  bargaining  agreements  between  employees  and  two  sepa- 
rate organizations  or  unions,  there  should  be  appropriate  provisions  for  the  resolu- 


tion of  the  difficulty  in  connection  with  the  consolidation  or  merger  including  the 
administration  separately  of  the  separate  collective  bargaining  agreements  for  their 
t«rms  and  durations  with  an  appropriate  means  of  resolving  the  differences  thereaf- 
ter. 

Section  266 — Employee  Pensions:  There  should  be  a  section  providing  for  the 
protection  of  employee  pension  benefits.  This  should  include,  in  the  cases  of  the 
establishment  of  a  separate  entity  an  allocation  from  the  pension  fund  to  the  new 
entity  which  would  be  held  to  be  statistically  adequate  to  cover  the  accrued  liability 
with  respect  to  employees  to  the  point  of  the  transfer.  In  those  instances  where 
there  is  a  consolidation  or  merger,  there  should  be  a  provision  to  determine  that  the 
existing  pension  funds  are  in  fact  soundly  funded  and  adequate  or  a  provision  for  an 
adequate  appropriation,  either  at  once  or  over  a  period  of  years  to  make  such  funds 
adequate  for  the  protection  of  the  employees. 

Section  267— Other  Employee  Protection:  There  should  be  provisions  for  mainte- 
nance of  vacation,  sick  leave,  merit  and  seniority  increases  and  similar  employee 
benefits  which  are  reflected  in  company  practices  but  not  in  any  collective  bargain- 
ing agreement. 

Senator  Holungs,  What  exactly  is  your  position  relative  to  the 
right  of  privacy  on  Senator  Goldwater's  question? 

Mr.  Knecht.  Our  position  is  that  I  believe  it  is — in  S.  622,  which 
addressed  itself  in  detail  to  privacy  with  CATV  operations,  we  aire 
suggesting  that  matter  be  broadened  to  include  other  than  CATV, 
and  our  ideas  with  respect  to  that  are  well  contained  in  the  April  2 
message  of  the  President  to  the  Congress  in  connection  with  the 
report  of  the  National  Commission  for  the  review  of  Federal  and 
State  laws  related  to  wiretapping,  electronic  surveillance.  Such 
things  as  access  to  toll  records  need  to  be  looked  at  as  to  who  has 
access  and  under  what  conditions  it  can  be  obtained. 

Those  ideas  are  included  in  those  documents. 

Senator  Holungs.  Well,  I  can  see  we  are  off  to  a  glowing  start. 

The  union  is  against  the  bill. 

NARUC  says  study  it  by  a  commission. 

Professor  Oettinger,  who  got  us  started  in  this  direction,  reminds 
me  of  what  they  used  to  say  aboard  ship:  "When  in  danger,  when 
in  doubt,  run  in  circles,  scream  and  shout." 

I  don't  know  where  we  are  going.  Can  you  tell  me? 

I  yield  to  you. 
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The  Chairman.  Mr.  Firestone,  you  say  S.  611  should  be  amended 
to  include  the  phrase  "to  promote  First  Amendment  values." 

Why  do  you  believe  that  S.  611  is  contrary  to  the  first  amend- 
ment? 

Mr.  Firestone.  I  don't  believe  so.  What  I  would  like  to  see  is  a 
positive  promotion  of  the  first  amendment  and  first  amendment 
values. 

What  I  would  like  to  see  is  something  more  than  just  concentrat- 
ing on  the  economic  marketplace,  that  we  look  at  the  marketplace 
of  ideas  and  make  that  an  affirmative  goal  of  the  act. 

By  the  way,  in  my  printed  remarks,  it  says  the  protection  of 
personal  privacy  is  another  goal  which  perhaps  should  be  specifi- 
cally included  in  the  goals  of  the  act,  as  well  as  the  point  of 
equality  of  opportunity. 

The  Chairman.  You  say  that  data  and  information  transmissions 
are  peculiar  to  the  commercial  and  industrial  spheres,  Mr.  Larkin. 

Isn't  it  a  fact  that  cable  TV,  telemedicine,  electronic  fund  trans- 
fers, electronic  mail,  or  similar  services  are  of  interest  to  the 
individual  person? 

Mr.  Larkin.  I  think  all  the  services  are  of  interest.  Senator. 

My  point  was  that  these  various  entities  are  in  a  position  to  take 
care  of  themselves. 

They  can  represent  themselves  and  are  knowledgeable.  The  ordi- 
nary telephone  subscriber,  the  man  in  the  street,  is  not. 

Our  constant  concern  is  whether  or  not  we  are  giving  a  great 
deal  more  attention  to  a  small  sector  of  the  communications  world 
at  the  expense  of  that  large  sector  called  the  man  in  the  street. 

Just,  for  instance,  let  me  illustrate  this  with  connection  chaises. 
Only  a  few  years  ago  they  were  $5.  Today  they  are  $45.50,  and  I 
predict  within  the  foreseeable  future  they  will  be  up  around  $100. 

This  is  a  big  item  for  a  little  man  to  pay,  particularly  if  he 
remembers  the  happy  days  of  $5. 

The  Chairman.  Who  do  you  propose  should  pay  for  those  connec- 
tion costs? 

Mr.  Larkin.  Who?  I  suggest  that  we  had  a  very  good  system 
when  so-called  cross-subsidies,  took  care  of  the  problem. 

In  the  light  of  a  widely  held  political  philosophy,  the  costs  were 
applied  where  they  could  best  be  applied,  rather  th£in  on  the  back 
of  the  individual.  Business  paid  more,  no  question,  but  they  deduct- 
ed it. 

The  individual  pays  a  little  less  and  is  connected  to  the  network. 
Business  benefits  because  it  can  contact  the  individual. 

We  had  telephone  systems  where,  frankly,  without  the  so-called 
cross-subsidies,  we  wouldn't  have  had  one. 

The  Chairman.  No  question  about  that. 

But  I  am  surprised  at  your  statement  where  you  say  that  the 
present  communications  system  is  now  working  perfectly. 

I  think  there  are  a  lot  of  imperfections  about  it. 

There  are  a  lot  of  ways  it  could  be  improved.  That  is  what  we  are 
trying  to  do. 

We  think  by  getting  competition,  more  com[>etition,  we  may 
improve  the  system. 
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■ib  Mr.  Larkin.  Competition  has  an  end.  It  may  not  be  the  way  to 
t^o,  even  though  I  applaud  it.  I  am  a  competitor,  a  very  fierce  one, 
itiand  have  been  all  my  life. 

The  Chairman.  Would  you  prefer  monopoly  to  competition? 
^  Mr.  Larkin,  I  suggest  your  present  setup  is  the  result  of  monopo- 
sily,  and  it's  not  a  bad  system.  Now  I  believe  that  there  may  be  areas 
■where  competition  will  work  very  well,  and  it  can  be  injected,  but  I 
Ki  respectfully  suggest  that  competitors  are  not  the  least  bit  interest- 
>M  ed  in  social  or  political  goals. 

They  are  only  interested  in  profit.  The  whole  orientation  of  our 
B  telephone  system  up  to  now  has  been  service,  as  opposed  to  profits. 
J  Actually  in  my  opinion,  there  is  very  little  profit  in  the  system,  if 
.     you  want  to  look  at  it  from  the  standpoint  of  percentages. 

The  Chairman.  I  must  say  I  was  a  little  surprised  to  see  that 
.    A.T.  &  T.  had  a  profit  of  about  $5.1  billion.  I  would  not  say  that  is 
an  eleemosynary  institution. 

Mr.  Larkin.  I  would  want  to  know  what  they  had  to  invest  to  get 
that  profit,  Senator. 
They  could  have  that  kind  of  money  in  return  and  still  go  broke. 
The  Chairman.  They  got  a  good  bit  of  that  investment  money 
from  the  ratepayers,  no  question  about  that. 

Mr.  Larkin.  Most  of  it  was  probably  from  them.  As  a  matter  of 
fact,  all  of  it  was  from  them. 

The  Chairman.  They  might  have  gone  out  on  the  open  market 
and  gotten  some. 

Mr.  Larkin.  The  ratepayers  still  pay  for  that.  Senator.  There  is 
no  other  way  a  utility  can  get  money,  except  from  the  ratepayers. 
This  is  the  whole  point.  Every  dime  that  a  utility  gets  comes  from 
the  ratepayer. 

A.T.  &  T.'s  investment  represents  about  a  10  percent  return  on 
equity  which  is  probably  far  lower  than  any  other  manufacturing 
or  service  entity  in  these  United  States. 

The  Chairman.  Does  your  organization  support  a  monopoly 
structure  in  this  utility  end  of  the  business? 

Mr.  Larkin.  Our  organization  is  concerned  with  service,  however 
we  get  it.  Regulated  monopoly  has  worked  very  well  for  this  coun- 
try. Working  with  a  monopoly,  we  ob  regulators  have  produced 
what  we  believe  is  a  great  telecommunications  system.  We  are 
concerned.  Senator,  that  in  changing  it,  it  may  not  maintain  its 
present  salubrious  situation.  We  are  not  opposed  to  change.  As  a 
matter  of  fact,  we  recognize  change  is  necessary. 

We  have  urged  changes.  But  the  changes  must  be  studied  and 
they  should  serve  all  the  people.  That  is  our  concern. 

Monopoly  is  not  a  frightening  word  to  me  personally.  If  a  con- 
trolled monopoly  will  do  for  our  society  things  that  competition 
can't  do,  I  don't  think  we  should  let  the  word  frighten  us. 

The  Chairman.  I  will  tell  you,  it  kind  of  frightens  me  a  little 
when  you  have  a  monopolistic-type  structure  and  you  find  that 
A.T.  &  T.  has  a  number  of  rates  that  are  in  effect  now  that  have 
been  declared  illegal  and  they  are  continuing  to  charge  them. 
Now  at  least  they  have  not  been  held  legal.  This  process  has 
gone  on  for  a  long  time.  It  seems  to  me  if  those  rates  have  not  been 
legalized  through  our  regular  structure,  then  there  has  got  to  be 
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some  slack  in  the  system  someplace.  Maybe  with  a  little  competi- 
tion we  will  Find  out  where  that  slack  is  and  who  can  take  it  up. 

Mr.  Larkin.  I  don't  know  of  any  rates  that  have  been  declared 
illegal  that  are  still  being 

The  Chairman.  We  had  a  lot  of  testimony  here  on  that. 

Mr.  Larkin.  Then  I  would  su^^t  the  r^fulatory  process  was 
deficient. 

If  a  rate  is  illegal,  whoever  declared  it  then  apparently  ought  to 
have  some  obligation  to  enforce  the  law. 

The  Chairman.  I  am  glad  we  agree  on  one  thing. 

Mr.  Larkin.  I  see  no  reluctance  on  the  part  of  the  Department  of 
Justice  to  take  up  cudgels  against  A.T.  &  T. 

The  Chairman.  Mr.  Knecht,  you  mentioned  the  capability  of 
other  corporations  for  cross-subsidization.  You  listed  a  number  of 
t^  corporations  in  Fortune  500,  but  those  corporations  don't  have 
monopoly  ratepayers  who  are  captive  customers,  as  a  source  for 
cross-subsidy,  do  they? 

Mr.  Knecht.  I  am  not  sure,  certainly  not  to  the  extent,  I  think, 
as  a  layman,  that  a  regulated  monopoly  like  the  present  telephone 
system  hits,  no.  But  I  would  be  surprised  if  there  wasn't  a  method 
of  helping  each  other  out. 

The  Chairman.  I  saw  one  in  there  that  might  have  some  cross- 
subsidy.  For  example.  Southern  Pacific. 

But  there  are  a  lot  of  those  others,  I  am  not  sure.  They  usually 
don't  have  captive  customers  as  a  source  for  cross-subsidy. 

Mr.  Knecht.  I  can't  argue  that  question  at  the  moment,  sir. 

liie  Chairman.  Thank  you,  Mr.  Chairman. 

Senator  Holungs.  Mr.  Knecht,  on  the  protection  for  employees 
to  protect  their  pension  fund,  if  put  in  a  separate  subsidiary,  I 
would  like  in  detail  the  exact  provisions  of  protection  you  would 


Mr.  Knecht.  Yes,  Mr.  Chairman. 

Senator  Holungs.  We  would  like  to  get  those  and  see  whether 
they  are  reasonable  in  that  regard. 

Obviously,  we  can't  write  it  into  law,  everything  we  would  like. 

Mr.  Larkin 

Mr.  Knecht.  Excuse  me,  I  wanted  to  say  that  we  filed  a  paper  on 
the  employee  protection  prt^am  this  morning  with  your  staff. 

You  probably  just  haven  t  had  a  chance  to  see  it  yet. 

Senator  Holungs.  Thank  you.  Very  good. 

Mr.  Knecht.  One  other  thing.  In  my  haste  to  give  a  brief  state- 
ment, I  may  have  left  the  impression — obviously,  left  the  impres- 
sion we  were  totally  opposed  to  these  bills.  We  are  in  favor  of  an 
update  of  the  1934  Communications  Act.  There  are  provisions  of 
the  bill  we  are  not  opposed  to. 

Senator  Hollings.  Thank  you. 

Mr.  Larkin,  that  is  the  impression  I  have  from  you,  that  NARUC 
is  opposed  to  these  bills;  is  that  right? 

Mr.  Larkin.  Let  me  say  we  are  not  opposed  to  the  bills  per  se. 
We  are  opposed  to  a  lot  of  the  provisions  which  we  feel  may  or  may 
not  be  workable.  Indeed,  we  applaud  your  effort  to  try  to  rewrite 
the  Communications  Act.  We  recognize  the  need  for  Congress  to 
interpose  itself  into  the  controversy,  which,  frankly,  was  not  being 
resolved  by  the  people,  but  rather  by  bureaucrats. 
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We  applaud  your  entry  into  it. 

All  we  suggest  ia  that  the  implementation  of  your  policy,  the 
implementation  of  your  objectives,  m^ht  be  enhfinced  and  better 
implemented  with  a  higher  degree  of  study  and  some  expertise  in 
the  way  of  inputs  to  your  prop<sals. 

Senator  Hollings.  Of  course,  with  regard  to  the  study,  I  think 
the  best  of  studies  is  the  actual  hearii^  and  bringing  in  witnesses 
and  the  expertise  you  contribute  to  hearingH. 

The  other  witnesses — I  remember  NARUC  coming  3  years  ago, 
where  they  were  legislating  a  monopoly.  Now  after  3  years  and  a 
couple  of  years  over  on  the  House  side,  and  we  had  hearings 
preparatory  to  starting  in  this  year — last  year  we  had  those — after 
about  3  years,  instead  of  coming  in  with  a  solution  as  NARUC  did 
then  on  the  bail  bill — they  weren't  in  doubt. 

We  wanted  to  legislate  that  monopoly  years  ago. 

Now  they  say,  by  the  way,  they  are  concerned  about  my  being 
behind  and  having  to  listen  to  these  hearings  and  everything  else 
and  why  not  get  a  Federal  commission  to  study  it?  That's  what 
gives  me  the  impression 

The  Chairman.  When  you  say  accounting  is  90  percent  of  the 
situation,  do  you  think  the  accounting  systems  are  sufficient  of 
A.T.  &  T.  for  the  State  commissions  to  really  make  those  judg- 
ments? 

Mr.  Larkin.  The  State  commission  has  its  own  accounting 
system,  as  the  FCC.  That  is  part  of  the  problem  in  r^fulation.  It's 
part  of  the  problem  in  setting  rates.  There  is  a  chart  of  accounts 
which  is  arbitrary  and  fixed. 

In  this  matter,  we  are  able  to  r^ulate. 

The  business  doesn't  give  sufficient  consideration  to  the  needs  for 
accounting  systems  to  be  put  in  place,  so  that  the  regulatory  deter- 
minations which  the  business  requires  can  be  made. 

Senator  Holungs.  I  see. 

Mr.  Larkin.  In  other  words,  when  we  make  a  State  revenue 
requirement  on  a  statewide  basis,  we  have  a  total  requirement. 
That  requirement  is  then  broken  down  according  to  categories  of 
service  in  conformance  with  what  we  are  able  to  glean  from  the 
accounts  of  the  company. 

Senator  Holungs.  Do  you  find  it  fairly  uniform,  what  you  are 
doing  in  New  York  and  what  we  are  doing  in  South  Carolina,  using 
the  same  allocation? 

Mr.  Larkin.  You  could  probably  not  use  the  same  approach  in 
every  State.  Every  State  has  different  needs.  If  you  used  the  same 
approach  in  South  Carolina  as  you  do  in  New  York,  you  would  be 
in  trouble. 

I  don't  think  I  have  to  say  to  you  that  New  York  is  a  phenom- 
enon. If  you  try  to  apply  the  same  rules  in  South  Carolina  that  you 
apply  in  New  York,  we  would  have  problems  for  instance  with 
peak  rates.  In  New  York  City  each  individual  exchange  peaks  at  a 
different  time.  For  instance,  Wall  Street  peaks,  believe  it  or  not, 
around  noon.  And  maybe  someplace  else  peaks  at  10  or  11  at  night. 

So  you  have  the  variables  that  are  almost  impossible  to  brit^ 
into  any  other  given  system. 

You  must  work  on  the  beisis  of  a  knowledge  of  the  community. 
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For  instance,  a  community  of  interest  is  talked  about  here.  I  had 
situations  where  the  community  of  interest  between  two  points  was 
separated  by  two  counties,  because  the  people  had  moved  but  their 
community  of  interest  had  remained  constant. 

Senator  Holungs.  Can  you  explain  the  reason  for  the  variabilis 
referred  to  by  Professor  Oettinger,  when  he  talks  aibout  within  that 
26'mile  area  a  30-cent  call  for  3  minutes  is  30  cents  in  Montasa 
and  92  cents  in  Mississippi? 

Mr.  Larkin.  Very  easily. 

Senator  Holungs.  They  are  both  rural  States.  We  don't  have  the 
New  York  problem  there. 

How  do  you  explain  that? 

Mr.  Larkin.  You  have  different  costs  in  different  States  and 
different  investments.  You  have  some  telephone  entities  with  2 
percent  money  from  REA.  Others  are  paying  9  and  10  percent.  You 
have  different  labor  rates  and  different  local  costs  of  material 

You  have  many  other  variables  too.  You  have  undet^round,  as 
opposed  to  overhead  cable.  You  have  some  equipment  that  mffr 
have  been  there  since  the  year  1.  In  other  areas  you  have  ESS 
equipment  which  is  far  more  sensitive. 

Senator  Holungs.  You  have  a  good  comparison  with  Ohio  and 
Michigan.  They  would  be  developed,  of  the  same  industrial  commu- 
nities, and  yet  Ohio  is  62  cents  and  Michigan  is  25. 

Ohio  is  more  than  twice  that  of  Michigan. 

Mr.  Larkin.  That  could  be  etisily  explained  if  you  went  to  the 
numbers.  You  don't  know  what  their  original  cost  is  or  what  their 
continuing  cmts  are. 

The  variables  go  on  and  on.  That  is  the  difficulty  of  making 
comparisons. 

For  instance,  we  have  a  situation  upstate  where  we  have  one 
company.  It  has  a  different  system  in  the  same  company.  The 
resolution  of  that  has  plagued  us  for  years. 

Senator  Holungs.  I  understand  that. 

When  you  use  the  Federal  approach,  will  it  be  more  equalized? 
Will  it  be  a  fairer  system?  Professor  Oettinger,  how  do  you  account 
for  the  variables? 

Mr.  Oettinger.  As  I  indicated  in  my  testimony — we  find  it  diffi- 
cult to  correlate  the  variability  in  the  costs  with  the  variability  in 
rates. 

Mr.  Larkin  is  accurate  in  pointing  out  that  different  States  like 
to  put  different  loads  on  different  folks,  to  paraphrase  another 
expression. 

Senator  Holungs.  The  cost  is  the  same,  but  it's  a  difference  in 
allocation? 

Mr.  Oettinger.  No.  There  are  really  wide  variabilities  in  costs. 
But  how  the  costs  vary  may  have  nothing  to  do  with  how  the  rates 
vary.  There  is  a  lot  of  occult  work  that  folks  like  Mr.  Larkin  do — 
between  costs  and  prices. 

If  I  may  for  a  moment  go  back  to  your  nautical  analogy  earlier, 
mine  was  not  a  counsel  of  despair  going  around  in  circles  shouting. 
I  simply  suggest  this,  that  I  think  there  is  an  urgency  for  passing 
legislation  that  makes  it  explicit  that  encouraging  competition  is 
part  of  the  r^^latory  standard  and  that  the  standard  is  forebear- 
ance  from  regulation  so  that  explaining  why  regulation,  as  opptmed 
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to  explaining  why  not  r^ulation.  Such  standards  need  to  be  writ- 
ten into  the  act  to  recognize  current  reality  and  make  it  easier  for 
the  FCC  to  forbear  regulating  without  running  afoul  of  the  courts. 

I  m^ht  say  the  absence  of  such  standards,  of  a  competitive 
standfird  and  a  standard  of  don't  regulate  unless  you  have  to  is  a 
serious  hobble  to  the  present  commission. 

I  found  that  to  be  the  case  in  my  own  experience  within  Massa- 
chusetts Cable  Television  Commission. 

We  devoutly  for  3  years  tried  to  find  a  lawful  formula  for  de- 
creasing regulatory  burdens. 

We  found  no  way  of  doing  that  without  getting  hauled  into  court 
and  very  likely  losing. 

Last  year  we  submitted  a  bill  to  the  Massachusetts  Legislature 
asking  for  a  simple  change  in  our  organic  legislation,  namely, 
saying:  "Don't  regulate  unless  you  have  to  and  explain  why  you 
have  to  regulate."  That  bill  is  now  on  the  Governor's  desk. 

It  seems  to  me  that  those  are  two  key  ingredients  needed  to 
permit  necessary  regulation  and  avoid  unnecessary  regulation.  My 
concern  is  not  over  what  the  outcomes  are,  whether  the  pie  carving 
is  good  or  bad  or  who  will  suffer  and  who  will  benefit — it  is  that 
specifyii^  too  many  details  in  the  law  is  something  that  may  get 
the  Senate  and  House  into  an  endless  swamp,  with  folks  coming 
back  day  after  day  with  the  kind  of  hooting  and  hollering  they  now 
do  before  regulatory  commissions.  What  seems  preferable  is  delega- 
tion to  regulatory  authorities  of  a  more  explicit  mandate  to  the 
effect  that  it  is  time  to  explicitly  take  the  competitive  standard 
into  account.  It's  time  explicitly  to  justify  regulation  rather  than 
justify  the  absence  of  it. 

I  think  that  would  go  a  long  way. 

There  is  no  doubt  in  my  mind  that  terminal  equipment  is  some- 
thing that  should  have  been  deregulated  long  ago,  although  there 
is  also  no  doubt  in  my  mind  that  excruciating  care  needs  to  be 
taken  in  the  details  of  how  it's  done  and  that  such  care  cannot  and 
should  not  be  taken  in  legislation,  given  continuing  rapid  change. 

Let  me  give  you  a  case  in  point. 

Where  I  first  came  into  the  terminal  equipment  issue  10  years 
ago  with  some  studies  of  the  matter  of  harm  to  the  network,  at 
that  time  A.T.  &  T.  was  alleging  the  linemen  would  fall  off  poles 
like  flies  if  anyone  else  hook^  things  to  their  network.  They  took 
people  to  court  for  selling  as  foreign  attachments  gizmos  that 
would  go  onto  the  center  of  the  dial,  where  the  number  is.  They 
said  that  would  harm  the  network. 

There  were  absurdities  like  that,  clearly  out  of  place. 

Let  me  jump  to  the  other  extreme. 

Suppose  that  in  a  totally  unregulated  way  somebody  sold  to 
every  household  a  gizmo  for  automatic  dialing.  You  can't  get 
throi^h  to  the  number  you  want  to  call,  so  you  press  a  button  and 
the  gizmo  keeps  dialing  over  and  over  again.  If  one  of  these  were 
active  all  the  time  in  every  household,  nobody  could  get  a  call 
through  ever  again. 

That  would  put  us  in  a  situation  of  the  French  telephone  system, 
of  which  it's  said  that  50  percent  of  the  folks  are  always  waiting  for 
a  phone  and  the  other  50  percent  are  always  waiting  for  the  dial 
tone. 
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At  that  extreme,  yes,  there  ceui  be  real  harm. 

For  the  Congress  of  the  United  States  to  get  itself  b<^ged  down 
into  those  minuscule  shadings,  I  submit,  Mr.  ChairmEin,  you 
haven't  got  time  enough  in  the  world.  Tell  the  FCC  they  have  to 
justify  regulating,  not  der^ulating,  but  delegate  the  details  to 
them. 

Senator  HoLUNGS.  I  want  to  thank  each  of  you  on  the  pemel  for 
the  committee. 

We  have  a  rollcall  and  that  is  the  last  call.  We  have  to  rush  over 
to  make  it. 

The  committee  will  be  in  recess  until  2  this  afternoon. 

Thank  you. 

[Whereupon,  at  12:30  p.m.,  the  hearing  was  recessed,  to  recon- 
vene at  2  this  same  day.] 

AFTERNOON   SESSION 

Senator  Holungs.  Good  afternoon.  We  welcome  our  panel  con> 
sisting  of  Mr.  Carr,  Mr.  Beach,  Mr.  La  Blanc,  Mr.  Garnett,  emd  Mr. 
Inglis. 

Mr.  Carr,  would  you  mind  starting  for  us,  please? 

STATEMENTS  OF  ARTHUR  CARR,  IDCMA;  STEPHEN  H.  BEACH, 
ADAPSO;    ROBERT    LA    BLANC,    CONTINENTAL    TELEPHONE 
CORP.;     WILSON     B.     GARNETT,     CENTEL;     AND     ANDREW     F. 
INGLIS,  RCA  AMERICAN  COMMUNICATIONS 
Mr.  Garb.  Thank  you,  Mr.  Chairman. 
Mr.  Chairman  and  members  of  the  subcommittee: 
My  name  is  Arthur  Carr.   I  am   president  of  Codex  Corp.   of 
Mansfield,  Mass.,  and  a  member  of  the  board  of  directors  of  the 
Independent    Data    Communications    Manufacturers    Association, 
Inc.— IDCMA.  I  am  appearing  here  today  on  behalf  of  IDCMA  and 
wish  to  express  the  association's  sincere  appreciation  for  this  op- 
portunity to  testify. 

Mr.  Chairman,  while  I  intend  to  summarize  IDCMA's  position  on 
S.  611  and  S.  622,  a  paper  amplifying  points  that  I  will  be  making 
is  attached  to  the  text  of  my  statement.  The  association  asks  that 
the  paper  be  considered  part  of  its  testimony  and  requests  its 
inclusion  in  the  record  of  these  hearings. 

Before  turning,  however,  to  the  substance  of  the  association's 
remarks,  IDCMA  wishes  to  commend  the  chairman  and  the  rank- 
ing minority  member,  as  well  as  their  respective  staffs,  for  having 
developed  bills  which  reflect  an  understanding  of  basic  problems 
confronting  the  telecommunications  industry  today.  Resolving  the 
structure  of  the  telecommunications  industry  will,  for  better  or 
worse,  determine  the  direction  taken  by  this  country  in  an  age 
when  information  flow  and  the  availability  of  telecommunications 
services  are  so  vital  to  government,  industry,  education,  health, 
private  citizens  and  the  national  economy. 

The  bills  under  consideration  seek  to  expand  the  role  of  competi- 
tion in  the  telecommunications  industry.  IDCMA,  an  advocate  of 
free  enterprise,  supports  this  goal  emphatically.  The  evolution  of 
the  telecommunications  industry,  already  underway,  must  be  al- 
lowed to  continue,  even  at  an  accelerated  pace. 
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In  the  next  few  minutes,  I  would  like  to  do  two  things:  First,  I 
want  to  share  with  you  what  IDCMA  feels  is  a  fundamentally 
important  observation  about  the  state  of  telecommunications  in 
America  today,  leading  to  what  we  feel  are  proper  resolutions  to 
the  issues.  Then,  I  will  turn  to  specific  remarks  related  to  S.  611 
and  S.  622. 

To  begin,  in  considering  the  legislative  restructuring  of  the  tele- 
communications industry,  we  feel  that  three  basic  issues  should  be 
addressed.  First,  our  current  telecommunications  system  will  not 
support  this  Nation's  needs  for  information  transportation  in  the 
1980's  and  beyond.  Second,  the  case  demonstrating  the  need  for 
A.T.  &  T.'s  entry  into  the  computer  equipment  and  services  indus- 
try has  not  yet  been  made.  Third,  the  economic  power  and  demon- 
strated unaccountability  of  A.T.  &  T.  enables  it  to  set  network 
standards  to  which  other  equipment  suppliers  are  forced  to  adhere. 
That  power  permits  A.T.  &  T.  to  effectively  control  and  thwart 
competition  in  the  data  communications  equipment  market. 

Senator  Holungs.  Excuse  me.  We  will  have  to  be  at  ease.  Sena- 
tor Schmitt  is  coming  in  a  few  minutes  and  we  will  resume  the 
hearing.  I  will  be  back  as  soon  as  I  vote. 

[Recess.] 

Senator  Hollings.  All  right,  excuse  me,  Mr.  Carr,  please  con- 
tinue. 

Mr.  Carr.  Throughout  numerous  FCC  proceedings  and  congres- 
sional testimony,  A.T.  &  T.  repeatedly  has  alleged  that:  "The 
United  States  has  the  finest  telephone  system  in  the  world."  In 
what  is  both  a  tribute  to  A.T,  &  T.'s  perseverance  and  to  the  old 
maxim  that  if  you  say  something  often  enough,  it  eventually  will 
be  regarded  as  true,  the  FCC  and  Congress  appear  to  have  accepted 
A.T.  &  T.'s  claim.  In  fact,  recent  congressional  and  FCC  actions 
seem  to  have  been  based  on  the  assumption  that  little  or  no  fur- 
ther work  is  needed  in  the  telecommunications  area  and  that  a 
need  exists  for  A.T.  &  T.'s  digression  into  the  information  process- 
ing and  equipment  industry.  Those  assumptions  hinder  the  process 
of  examining  this  country's  telecommunications  needs.  Ironically,  if 
accepted,  the  premise  that  we  already  have  the  finest  system  in  the 
world  may  result  in  policies  that  would  prevent  us  from  allocating 
the  appropriate  resources  to  establish  and  maintain  that  very  posi- 
tion. 

An  objective  examination  of  the  data  transportation  handling 
capabilities  of  the  existing  nationwide  telephone  network  demon- 
strates that  our  basic  system  is  not  the  finest  available  and  that 
the  technology  gap  between  basic  facilities  and  the  needs  of  data 
applications  is  increasing.  IDCMA  feels  that  the  following  ques- 
tions must  be  addressed:  Is  our  total  telecommunications  system  as 
good  as  it  should  be?  Will  our  system  be  as  developed  as  it  must  be 
to  support  the  information  explosion  of  the  1980's  and  beyond?  For 
example,  will  existing  network  facilities  be  able  to  support  the 
widespread  use  of  emerging  nonvoice  network  functions  such  as 
high-speed  facsimile,  communicating  word-processing,  electronic 
mail  and  message  systems,  electronic  funds  transfer,  multinational 
packet-switching,  d^tal  voice,  and  public  information  services — to 
name  but  a  few?  As  is  the  case  with  other  vital  needs,  like  energy. 
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IDCMA  believes  we  must  conserve  and  properly  allocate  our  re- 
sources in  the  Held  of  telecommunications. 

When  the  history  of  the  computer  data  processing  industry  is 
examined,  several  facte  important  to  the  development  of  future 
policy  become  clear.  The  computer  equipment  and  services  indus- 
try has  a  demonstrated  record  of  innovation,  accomplishment  and 
service  to  the  public.  This  record  has  been  compiled  without  the 
aid  of  A.T.  &  T.  Information  processing  has  gone  through  multiple 
generations  of  equipment  and  software  and  has  repeatedly  reduced 
costs  to  the  using  public.  Innovations  in  medical,  business,  and 
public  information  systems  have  all  been  brought  about  by  the 
nonregulated,  nonmonopoly  information  processing  industry  and 
by  independent  providers  of  communications  equipment  and  serv- 
ices. Such  success,  achieved  in  a  free  market  environment,  demon- 
strates the  lack  of  compelling  need  for  A.T.  &  T.  or  other  monopoly 
telecommunications  common  carriers  to  participate  in  either  the 
information  processing  or  the  data  communications  equipment  and 
services  industries. 

In  marked  contrast  to  the  information  processing  and  data  com- 
munications equipment  industries,  the  rate  of  innovation  within 
the  information  transportation  industry  has  lagged  badly.  In  fact, 
the  most  flexible,  advanced  means  of  transporting  information  are 
provided  by  nonmonopoly  specialized  common  carriers  that  have 
adapted  existing  telecommunications  facilities  into  speciedized  net- 
works for  more  efficient  transportation  of  information.  A.T.  &  T., 
on  the  other  hand,  unfortunately  has  elected  to  dissiate  its  techni- 
cal, financial,  and  human  resources  in  multiple  vain  attempts  to 
play  innovation  catch  up  with  the  information  processing  and  data 
communications  equipment  and  service  industries.  A.T.  &  T.  has 
repeatedly  insisted  on  developing  communications  products  and 
services  that  it  and  the  consuming  public  could  otherwise  have 
easily  procured  from  numerous  independent  suppliers.  A.T.  &  T. 
has  ignored  basic  facility  development  to  such  an  extent  that  corpo- 
rations like  Xerox  and  IBM,  noncarriers,  have  undertaken  to 
create  their  own  costly  telecommunications  network  offerings. 

As  explained  in  detail  in  IDCMA's  prepared  statement,  much 
work  needs  to  be  done  to  improve  and  to  develop  the  United  States' 
basic  network.  A.T.  &  T.  agrees.  Consider  remarks  made  in  connec- 
tion with  H.R.  13015  by  AT.  &  T.'s  Mr.  Ellinghaus.  He  stated,  and 
IDCMA  agrees,  that  there  is  plenty  for  A.T.  &  T.  to  do  in  the  area 
of  telecommunications  without  A.T.  &  T.  having  to  branch  into 
other  industries.' 

Mr.  Ellinghaus's  sentiments  more  recently  were  echoed  by  Mr. 
Charles  Brown,  A.T.  &  T.'s  new  chairman.  In  an  interview  printed 
in  the  February  20,  1979  edition  of  Bell  Lab  News,  Mr.  Brown 
responded  in  the  following  manner  to  the  question:  "Will  A.T.  &  T. 
move  into  areas  other  than  communications?"  His  answer:  "No. 
We  feel  that  our  job  is  large  enough  and  complicated  enough,  and 
that  the  market  is  big  enough,  that  we  don't  have  any  desire  or 
intention  of  going  into  some  other  business.  The  communications 
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market  is  exploding.  It  will  undergo  tremendous  growth  in  the 
future."' 

In  summary,  Mr.  Chairman,  IDCMA  submits  that  our  country's 
needs  can  be  best  served,  and  the  policy  issues  of  the  proposed 
legislation  best  resolved,  by  the  conservation  of  our  telecommunica- 
tions resources  and  the  further  development  of  information  proc- 
essing and  related  equipment  and  services  in  the  unregulated  com- 
petitive sector.  We  believe  it  would  be  far  better  for  Congress  to 
provide  legislative  direction  so  that  A.T.  &  T.  will  focus  on  the 
necessary  research,  development,  and  innovative  enhancement  of 
the  national  telecommunications  network,  now  being  seriously  ne- 
glected. A.T.  &  T.  should  be  required  to  concentrate  on  the  things 
it  can  do  best,  that  is — providing  transparent  telecommunications 
services  and  facilities  for  all  classes  of  users,  ranging  from  the 
home  telephone  subscriber  to  multinational  corporate  users. 
A.T.  &  T.  should  become  the  American  core  network  utility  en- 
gaged solely  in  the  provision  of  communication  services.  A.T.  &  T. 
should  be  barred  from  all  information  processing  activities,  includ- 
ing those  incidental  to  providing  its  service.  Thus,  the  consent 
decree  of  1956  should  be  retained  and  even  strengthened. 

I  would  now  like  to  turn  specifically  to  S.  611  and  S.  622.  IDCMA 
submits  that  if  the  Congress  proceet^  with  the  approach  taken  in 
those  bills,  specific  changes  would  be  desirable  in  order  to  encour- 
age maximum  competition  with  minimal  regulation.  While  a  more 
complete  treatment  of  these  issues  is  provided  in  the  association's 
prepared  statement,  I  would  like  to  highlight  a  few  of  our  major 
concerns  for  the  subcommittee. 

First,  for  the  reasons  we  have  already  stated,  there  should  be  no 
legislative  attempt  to  eliminate  the  consent  decree  of  1956.  Second, 
the  legislation  should  either  require  the  divestiture  in  whole  or  in 
part  of  Western  Electric  and  Bell  Telephone  Laboratories  or,  at  a 
minimum,  should  specifically  direct  the  Commission  to  consider 
divestiture  as  a  structural  remedy  that  could  be  imposed  to  main- 
tain a  competitive  market.  Third,  safeguards  against  anticompeti- 
tive conduct  must  be  strengthened  and  the  Commission  must  be 
empowered  to  adopt  and  to  enforce  rules  during  a  transition  period 
to  insure  that  the  immediate  and  unrestrained  entry  of  an  entity 
possessed  of  massive  monopoly  power  does  not  eliminate  com[>eti- 
tion. 

While  separate  subsidiary  requirements,  such  as  proposed  by  S. 
611  and  envisioned  by  S.  622,  would  be  an  improvement  over  the 
rather  disingenuous  belief  that  accounting  conventions  alone  can 
prevent  cross-subsidy,  divestiture  is  a  better  approach,  particularly 
to  problems  arising  from  the  vertical  integration  of  Western  Elec- 
tric and  Bell  Labs  within  A.T.  &  T.  In  fact,  as  explained  in 
IDCMA 's  prepared  statement,  problems  involving  de  facto  stand- 
ards, funding  of  research  and  development,  captive  markets,  and 
preferences  for  Western  Electric  equipment  will  continue  unless 
divestiture  occurs.  If  final  legislation  were  to  direct  A.T.  &  T.  to 
conserve  its  resources  through  the  provision  of  basic  communica- 
tion services,  as  we  have  recommended  today,  divestiture  would  be 
much  less  an  issue,  since  Western  would,  by  design,  have  no  real 
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presence  in  competitive  markets  and,  therefore,  no  real  anticompe- 
titive effect. 

Effective  competition  cannot  be  expected  to  arise  overnight. 
Given  A.T.  &  T.'s  size,  power,  and  market  dominance,  there  is 
defmite  need  for  a  transition  period  during  which  the  CommissiOT 
should  be  empowered  to  find  in  the  public  interest  and  to  oversee 
the  compjetitive  activities  of  any  Bell  System  entity.  For  example, 
during  this  transition  period,  the  Commission  should  be  able  to 
regulate  Bell  System  Category  I  carriers  in  the  same  fashion  as  it 
will  regulate  Category  II  carriers.  Such  oversight  should  continue 
until  such  time  as  the  Commission  is  satisfied  that  the  workings  d 
the  competitive  marketplace  will  no  longer  be  adversely  affected  hj 
any  remaining  vestiges  of  AT.  &,  T.'s  dominance. 

In  closing,  we  would  like  to  leave  you  with  this  thought:  Commu- 
nications technology  is  one  of  our  most  important  natural  le- 
Bources,  and  also  one  of  our  most  exportable  commodities.  It  can  be 
a  source  of  economic  growth,  and  most  importantly,  the  means  1^ 
which  we  can  secure  better,  more  productive  lives  for  our  people, 
for  all  people.  But,  like  all  valuable  resources,  it  must  not  be 
squandered  or  allowed  to  be  manipulated  by  a  powerful  few.  We 
must  look  toward  the  challenges  of  the  future  and  depend  on  the 
ingenuity  of  American  industry,  in  a  free  and  competitive  environ- 
ment, to  meet  these  challenges. 

Finally,  IDCMA  soon  will  submit  legislative  recommendations  for 
the  subcommittee's  consideration. 

Thank  you. 

[The  statement  follows:] 


I  INTRODUCTION 

A.  IDCMA 

IDCMA  is  comprised  of  computerB  and  data  communications  equipment  manufac- 
turers, none  of  whom  are  aOlliated  with  Ulecommunications  common  carriers.'  The 
sophisticated  equipment  marketed  by  Association  members  is  used  by  subscribers  in 
conjunction  with  telecommunications  transmission  services  provided  by  AT&T.  Bell 
System  operating  companies.  Western  Union,  independent  telephone  companies  and 
specialized  common  carriers.  Association  members  also  market  equipment  to  inde- 
pendent telephone  companies.  Consequently,  the  member  companies  of  the  Associ- 
ation are  direetlv  interested  in  and  are  affected  by  common  carrier  structure  and 
practices,  federal  regulations,  and  any  legislative  action  afTecting  the  sale,  or  con- 
nection of  independently  manufactured  equipment  for  use  with  telecommunications 
services  and  facilities. 

IDCMA  companies  have  been  in  the  vanguard  of  the  development  of  computer 
and  data  communications  devices  and  services  which  have  improved  the  perform- 
ance and  reliability  of  data  communications  systems,  thereby  enabling  significant 
cost  reductions  through  increased  efficiency.  Many  of  the  products  marketed  by 
these  companies  have  been  developed  in  response  to  specific  market  demand  for 
techologically  advanced  equipment  required  for  the  efficient  and  economical  trans- 
mission of  computer  generated  data  between  computers  and  terminal  equipment. 
Through  expenditires  for  research  and  development.  Association  members  compa- 
nies  have  been  able  to  introduce  significant  technological  innovations  and  improve- 
ments, often  years  ahead  of  the  telephone  industry.  Further,  Association  companies 
provide  highly  sophisticated  computer  communications  equipment  integral  to  many 
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business,  government,  defense  and  other  computer  systems  not  often  available  from 
the  telephone  industry. 

As  the  Subcommittee  no  doubt  is  aware,  the  very  existence  of  many  IDCMA 
member  companies,  and  certainly  the  success  of  all,  has  been  enhanced  by  such 
competition  as  now  exists  in  the  provision  of  computer  and  data  communications 
equipment  made  possible  by  the  FCC'b  landmark  Carterfone  decision.'  Indeed,  com- 
petition to  the  d^^ree  it  now  exists  in  the  domestic  telecommunications  industry  has 
resulted  from  FCC  action.  As  the  Department  of  Justice  recently  observed  in  com- 
ments submitted  in  the  FCC's  MTS/WATS  market  structure  inquiry: 

"[E]ach  time  the  Commission  has  relied  on  competition  as  a  regulatory  tool,  it  has 
met  with  substantial  success.  The  Commission's  landmark  Carterfone.  Specialized 
Carriers,  and  Domestic  Satellites  rulings  have  all  had  very  clear  and  positive  effects 
from  the  public's  standpoint.  Prices  for  service  decreased,  the  range  of  options 
greatly  increased,  and  the  rate  of  innovation  proceeded  much  faster."' 

Decisions  like  Carterfone.  however,  marked  just  a  slight  opening  of  a  previously 
closed  door,  a  door  that  is  still  jealously  guarded  by  the  telephone  industry.  In  fact, 
the  telephone  industry  has  done  everything  possible  to  thwart  the  possibility  of 
effective  competition.  The  Association  of  necessity  therefore  has  been  very  active 
before  the  FCC  and  the  courts  in  seeking  to  have  unreasonably  restrictive  intercon- 
nection r^ulstions  removed  from  telephone  company  tariffs  so  that  telephone 
service  subscribers  could  make  maximum  use  of  their  service.  During  the  course  of 
those  proceedings  and  as  a  result  of  the  day  to  day  marltetplace  experience  of  its 
members,  the  Association  has  developed  expertise  on  market  structure  issues  and 
on  the  adverse  consequences  stemming  from  Bell  System  vertical  integration.  Ac- 
cordingly, IDCMA  welcomes  the  opportunity  to  share  this  information  with  the 
Subcommittee  in  the  context  of  commenta  on  S.  611  and  S.  622. 

B.  Summary  of  IDCMA  position 

S.  611  and  S,  622  seek  to  expand  the  role  of  competition  in  the  tetecommunica- 
tions  industry.  IDCMA.  an  advocate  of  free  enterprise,  emphatically  supports  that 
goal.  The  evolution  of  the  telecommunications  industry,  already  under  way,  must  be 
allowed  to  continue,  even  at  an  accelerated  pace.  S.  611  and  S.  622  correctly 
recognize  that  if  effective  competition  is  to  be  truly  achieved,  fundamental  changes 
are  necessary. 

To  assist  the  Subcommittee  in  its  deliberations,  IDCMA  would  like  to  suggest  a 
different  perspective  in  which  to  view  proposed  amendments  or  alternatives  to  Title 
II  of  the  Communications  Act  of  1934.  Three  basic  issues  warrant  attention.  First, 
our  current  telecommunications  system  will  not  support  this  nation's  needs  for 
information  transportation  in  the  19S0's  and  beyond.  Therefore,  AT&T  should  be 
required  to  focus  its  resources  on  further  research,  development,  and  innovative 
enhancement  of  America's  basic  telecommunications  network.  Second,  the  case 
demonstrating  the  need  for  AT&T's  entry  into  the  computer  equipment  and  services 
industry  has  not  yet  been  made.  Third,  the  economic  power  and  demonstrated 
unaccountability  of  AT&T  enables  it  to  set  network  standards  to  which  other 
equipment  suppliers  are  forced  to  adhere.  That  power  permits  AT&T  to  effectively 
control  and  thwart  competition  in  the  data  communications  equipment  market. 

While  IDCMA  prefers  the  more  specific  approach  taken  by  S.  611,  the  observa- 
tions just  made  apply  equally  to  both  bills.  There  are,  however,  several  major  areas 
where  clarification  or  change  is  necessary.  First,  there  should  be  no  legislative 
attempt  to  eliminate  the  Consent  Decree  of  1956.  Second,  the  legislation  should 
either  require  the  divestiture  in  whole  or  in  part  of  Western  Electric  and  Bell 
Telephone  Laboratories  or,  at  a  minimum,  should  specifically  direct  the  Commission 
to  consider  divestiture  as  a  structural  remedy  that  could  be  imposed  to  maintain  a 
competitive  market.  Remarkably  enough,  if  Bell  were  to  be  restricted  to  the  provi- 
sion of  only  basic  communication  services,  divestiiture  would  be  much  less  an  issue, 
since  Western  would,  by  design,  have  no  real  presence  in  competitive  markets  and, 
therefore,  no  real  anti-competitive  effect.  Third,  safeguarde  against  anti-competitive 
conduct  must  be  strengthened  and  the  Commission  must  be  empowered  to  adopt 
and  to  enforce  rules  during  a  transition  period  to  ensure  that  the  immediate  and 
unrestrained  entry  of  an  entity  possessed  of  massive  monopoly  power  does  not 
eliminate  competition. 
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Throughout  most  FCC  proceedings,  legislative  activities,  and  related  testimoD}. 
AT&T  has  repeatedly  atated  the  concept  that  "the  United  States  has  the  finat 
telephone  system  in  the  world."  The  continual  drumbeat  or  that  statement  has 
brought  a  halt  to  the  process  of  examining  our  future  national  telecommunicatians 
needs.  Ironically,  the  idea  that  we  have  the  finest  telephone  system  in  the  world,  if 
accepted,  could  even  result  In  national  policy  that  would  depart  from  preservinf; 
that  very  position.  As  will  be  shown,  our  claim  to  the  "finest  system  in  the  world' 
relates  only  to  voice  communications,  local  teleohone  service  and  mesaagt  loll 
service.  The  United  States  does  not  maintain  the  lineat,  or  the  most  flexible. 
information  communication  system  in  the  world. 

Because  of  the  misconception  that  we  have  the  fmest  telephone  aysteni  in  the 
world,  we  have  avoided  asking  ourselves  the  right  questions:  Is  our  basic  domestic 
communications  system  as  good  as  it  should  be  today?  And,  will  our  system  be  as 
good  as  it  must  be  tomorrow  to  support  the  information  transportation  needs  of  the 
go's  and  beyond?  An  objective  examination  of  the  non'Voice  capabilities  of  our 
existing  network  indicates  that  our  system  has  already  been  bypassed  by  others, 
that  it  is  not  the  fmest  available,  and  that  the  technology  tag  is  increasing.  W« 
must  aali:  Should  we,  as  a  nation,  concentrate  upon  improving  our  fundamental 
telecommunications  system  for  both  voice  and  information  transportation?  ShouU 
we  ensure  that  that  efTort  is  not  diluted  by  a  diversion  of  financial  and  hunui 
resources?  Is  there  a  demonstrated  need  for  participation  in  the  information  pnxt» 
ing  industry  by  organizations,  such  as  AT&T,  that  must  also  concentrate  upon  an 
acceleration  of  basic  innovation  in  the  area  of  information  transportation?  And 
fmally,  how  do  we  bring  about  the  acceleration  of  innovation;  the  avaiUd>ility  of 
capital;  and  an  industrial  structure  within  our  system  of  free  enterprise,  that  will, 
once  again,  provide  the  foundation  for  a  marked  and  steady  improvement  in  our 
national  information  transportation  and  processing  capabilities? 
A.  Historical  perspective 

More  than  one  hundred  years  ago,  the  communications  industry  began  with  the 
development  of  the  telephone.  Use  of  the  telephone  by  both  business  and  residential 
subscribers  resulted  in  a  growing  demand  for  basic  telephone  services.  AT&T.  hoW' 
ever,  monopolized  the  provision  of  telephone  service  which  led  Congress  to  enact  the 
Communications  Act  of  1934  in  an  attempt  to  prevent  further  abuses  of  monopdy 

Kwer.  Thus,  our  current  monopoly  telephone  service  structure  was  officially  e^ab- 
hed  in  1934  and  a  system  developea  commensurate  with  the  communicatioiu 
needs  of  the  American  people  at  that  time. 

In  the  late  I940's,  based  on  technology  developed  in  World  War  11,  another  new 
industry  was  forming.  The  computer  evolved  from  relays  and  mechanical  actuators. 
to  electronic  circuitry  controlled  by  vacuum  tubes,  and  hv  the  early  1950's,  diverse, 
large  scale,  data  processing  devices  emerged.  While  the  development  and  growth  of 
the  data  processing  industry  was  clearly  accelerated  as  a  result  of  the  invention  of 
the  transistor  hy  Bell  Telephone  Laboratories,  the  computer  industry's  overall  de- 
velopment was  otherwise  totally  independent  of  the  telephone  industry. 

By  the  late  1960's,  the  computer  industry,  hy  then  more  commonly  characterized 
as  the  information  processing  industry,  had  passed  through  several  generations  of 
computing  and  peripheral  equipment,  and  had  established  itself  as  an  integral  part 
of  American  industry  and  society.  Numerous  examples  of  the  beneficial  application 
of  computers  to  industry,  health  care,  business  management,  and  other  sectors  (J 
our  economy,  are  commonplace.  As  applications  of  computer  technology  expanded, 
the  need  to  transport  information,  necessary  for  and  resulting  from  information 
processing,  became  increasingly  apparent.  Initial  applications  for  military  and  space 
programs  brought  about  the  first  interaction  of  the  information  processing  and 
telecommunications  industries.  By  making  extremely  awkward  connections  between 
data  processing  equipment  (designed  only  for  local  use)  and  the  basic  telephone 
network  (intended  only  for  voice  communication)  the  first  rudimentary  data  commu- 
nications systems  were  created. 

As  the  capabilities  of  the  information  processing  industry  increased,  the  demand 
for  dispersed  information  processing  became  increasingly  profound.  After  the  1968 
Carterfone  decision,'  there  was  an  almost  instant  acceleration  of  the  interaction 
between  the  information  processing  and  telecommunications  industries.  The  com- 
puter industry,  operating  in  a  competitive  environment,  had  outstripped  more  than 
a  half  century  of  telecommunications  development  in  a  mere  two  decades.  Telecom- 
munications facilities  in  the  United  States  were  found  to  be  technically  inadequate 
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for  data  communications  activities,  and  A.T.  &  T,.  for  all  of  its  vaunted  technology. 
E  unable  to  keep  pace  with  the  implicit  demands  of  data  processing.  The  result 

_s  the  creation  of  a  third  new  industry:  The  data  communicationB  equipment  and 
services  industry.  The  new  entrant  rapidly  filled  the  void  created  by  the  disjunctive 
capabilities  of  the  information  processing  and  information  transportation  industries. 
This  new  industry  provided  equipment  that  enabled  increasingly  advanced  informa- 
tion processing  equipment  to  utilize  the  telephone  network.  It  allowed  the  expansion 
'  '  lie  of  innovative  technical  developments  (like  high-speed  modems 

brought  pressure  lo  bear  on  A.T.  &  T.  to  increase  its  rale  of  basic 
>n;  and  permitted,  for  the  first  time,  the  routine  transfer  of 
information,  even  across  national  borders. 
B.  The  present 

History  provides  us  with  much  to  develop  our  future  plans.  The  information 
processing  industry  has  a  demonstrated  record  of  innovation,  accomplishment,  and 
aervice  to  the  public.  It  has  grown,  even  nourished,  without  the  aid  or  assistance  of 
A.T.  &  T.  Information  processing  has  gone  through  multiple  generations  of  equip- 
ment and  software  and  has  repeatedly  reduced  the  cost  of  data  processing  technol- 
ogy.  As  recently  as  January  of  this  year,  press  announcements  alxiut  IBM's  new 
4300,  E^-Series  claimed  increased  computer  power  per  dollar  by  a  factor  of  five  to 
eight.  Medical  systems,  reservation  systems,  management  information  systems,  and 
many  others,  have  all  been  brought  about  b^  the  unregulated  non-monopoly  infor- 
mation processing  industry,  and  the  communications  equipment  and  a ;-j..- 

try- 


_ arked   contrast   to   information   processing,   the   rate   of  innovation   in   the 

information  transportation  industry  has  lagged  badly.  In  fact,  the  most  fiexible. 
advanced  means  of  transporting  information  are  provided  by  non-monopoly  resale 
carriers — such  as  Tymnet  and  Telenet — that  have  developed  existing  telecommuni- 
cations facilities  into  specialized  applications  for  more  efficient  transportation  of 
such  information.  A.T.  &  T.  has,  unfortunately,  elected  to  dissipate  its  resources  in 
multiple  vain  attempts  to  plan  innovation  "catch-un"  with  data  communications 
equipment  manufacturers,  and  to  mount  major,  costly,  programs  to  penetrate  the 
information  processing  industry.  Resources  expended  in  lengthy  development  and 
introduction  cycles  for  telecommunications  devices  that  could  have  been  purchased 
from  outside  suppliers,  and  for  information  processing  devices,  such  as  the  recently 
introduced  Dataspeed  40/4.  are  counter-productive  to  the  basic  interests  of  the 
telecommunications  system  in  the  United  States.  Costly  projects  by  previously  non- 
telecommunications  organizations  like  IBM  and  Xerox,  designed  to  create  data 
distribution  networks  of  their  own  to  fill  the  technical  void  left  by  A.T.  &  T.,  a  void 
which  might  ultimately  limit  development  of  their  own  primary  business  efforts,  are 
also  indicative  of  a  needless  waste  of  resources. 

The  Federal  Communications  Commission  and  the  Congress,  by  assuming  that  we 
have  the  finest  telecommunications  system  in  the  world  and  that  innovation  by  A.T. 
&  T.  is  required  for  further  advances  in  information  processing,  have  in  fact  con- 
cluded that  the  problems  to  be  solved  really  only  relet*  to  the  definitional  difficul- 
ties of  separating  information  transportation  from  information  processing.  The  prob- 
lems to  be  solved  are  not  definitional.  They  do  not  relate  to  information  processing 

deficiencies  that  A.T.  &  T  could  pc— -=-''-    --■   -    ■-   -  -■--       -'---    ' '    ■-  "-- 

need  to  establish  programs  and  polii 
domestic  tele-communications  network  ti 
mation  requirements  in  the  decades  tc 
C.  The  future 

In  the  1980's  and  beyond,  the  domestic  telecommunications  network  will  ci 
to  be  dominated  by  voice  traffic.  However,  the  transportation  of  data  will  grow  from 
less  than  six  percent  of  total  traffic  volume  to  more  than  a  quarter  of  total  usage.' 
The  economic  and  social  impact  of  data-oriented  traffic,  already  substantial,  will  be 
beyond  measure.  Today,  nearly  half  the  Gross  National  Product  IGNP)  and  three 

Quarters  of  the  work  force  are  associated  with  information  handling,  creation,  or 
istribution.  The  wealth  and  powerj  of  nations  is  no  longer  measured  in  gold  or 
geographic  boundaries,  but  in  terms  pf  the  ability  to  create  and  control  information. 
Conversely,  a  reduction  in  ability  to;control  the  transportation  of  information  must 
be  etjuated  with  a  potential  loss  of  economic  and  political  power.  Hence,  a  compre- 
hensive basic  telecommunications  network  must  be  viewed  as  an  essential  contribu- 
tion to  America's  future  well-being. 

The  manifold  increase  in  information-handling  networks  is  due  to  the  expansion 
of  conventional  data  communication  networks,  like  those  operated  for  Fortune  1000 
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and  multinational  corporations,  as  well  as  the  almost  explosive  growth  of  ne» 
applications.  In  recent  years  network-dependent  services  have  begun  to  emerge  that 
promise  real  social  and  economic  benefits  to  the  user.  Electronic  funds  transfer 
(EFTS),  worldwide  travel  reservation  systems,  public  (packet)  data  network  utilities 
(TRANSPAC.  NDN,  Tymnet,  Telenet,  etc.),  and  public  information/ en tertainmenl 
utilities  (Viewdata,  Antiope,  Prestel,  etc.)  are  but  a  few  examples. 

Remarkably,  until  recently,  applications  of  computer  technologies  have  been  nota- 
bly absent  from  the  office  environment.  Currently,  the  average  per  capita  invesl- 
ment  per  office  employee  is  approximately  $2000,  as  compared  with  t25,(X)0  per 
factory  production  worker.*  With  the  majority  of  the  work  force  concentrated  in  the 
office  environment,  the  increasing  costs  of  labor  and  the  need  for  better  productiv- 
ity, control,  and  accuracy,  computer  technologies  can  be  expected  to  p'ay  a  vital  role 
in  the  "office  of  the  future."  Communicating  word -processing  and  facsimile  termi- 
nals will  eliminate  the  long  and  costly  manual  dictation /typing/revision /duplica- 
tion/document distribution  system  used  today.  Teleconferencing  will  eliminate  some 
of  the  need  to  travel  to  remote  locations,  tnus  saving  time  and  enerey  resources. 
Eventually,  the  conventional  centrally  located  office  may  be  replaced  entirely  bv 
people  working  at  home,  on  terminals,  all  interconnected  by  a  comprehensive  world- 
wide information  transportation  network. 

These  new  applications  and  activities,  many  multi-national  in  scope,  will  reouire 
Bubatantially  different  and  more  sophisticated  communications  facilities  than  tnow 
in  place  toaay.  In  fact,  the  narrow-band  switched  network,  used  today  to  support 
converted  analog  voice  traffic,  will  be  utterly  overwhelmed  and  totally  inadequate. 

In  a  recent  speech  to  the  Florida  Telephone  Association,  G.  Lorenz,  President  irf 
United  Computing  Systems,  Inc.,  stated  that  telephone  companies  must  improve 
their  network's  capabilities  to  meet  the  challenges  of  fast-moving  computer  technol- 

ies,   as    well   as   competition    from   satellites,   value-added   carriers,    and    othen 

'oday,  the  capacity  of  the  computer  far  outpaces  the  capabilities  of  the  network  to 
carry  data,"  Lorenz  asserted.  He  also  noted  that: 

"Computer  output  capacity  is  measured  in  millions  of  characters  per  second, 
while  the  throughput  of  the  networks  is  measured  in  thousands  of  characters  per 
second.  I  think  we  11  see  a  big  upsurge  in  the  delivery  of  information  to  homes  and 
businesses.  There  will  be  more  and  more  demand  for  access  to  large  data  bases,  for 
the  delivery  of  electronic  news  and  advertising  to  the  home,  and  perhaps  most  <rf 
all,  for  business-oriented  electronic  mail  that  does,  in  an  instant,  what  it  takes  the 
post  office  a  week  to  do." 

He's  right. 

What  is  desperately  needed  is  a  combination  of  conventional,  switched,  analog 
links,  joined  to  wideband  digital  facilities,  capable  of  supporting  the  enormous 
quantities  of  two-way  traffic.  Additionally,  local  distribution  facilities  will  require 
replacement  or  augmentation,  using  fiber  optics,  microwave,  and  satellite  technol- 
ogies. Designing,  building,  and  managing  a  network  of  this  magnitude  represents  en 
undertaking  far  in  excess  of  anything  Bell  has  ever  done  before.  The  technical 
challenge  is  enormous.  To  underestimate  it  would  be  tragic. 

Given  the  task  at  hand,  a  task  that  Bell  should  indeed  undertake,  must  under- 
take, to  serve  the  future  needs  of  the  American  people,  there  hardly  seems  room  for 
the  kind  of  duplication  of  effort  brought  about  by  companies  in  the  information 

firocessing  industries  creating  information  transportation  facilities  because  of  the 
ack  of  acceptable  available  services;  or  by  Bell  attempting  to  diversify  into  informa- 
tion processing,  and  in  so  doing  expending  resources  for  products  and  services  that 
could  more  readily  be  acquired  from  other  manufacturers.  This  kind  of  waste  is  a 
luxury  we  can  ill  afford.  As  a  nation,  we  must  learn,  as  we  are  beginning  to  learn 
about  energy-related  resources,  to  carefully  manage  and  direct  the  talents  and 
resources  we  have,  in  ways  that  best  advance  our  capabilities  in  the  future. 

We  must  recognize  that  AT&T  is  simply  not  needed  within  the  information 
processing  industry,  and  we  must  insist  that  AT&T  concentrate  on  the  things  it  can 
do  beat:  i.e.,  providing  basic  telecommunications  services  for  all  classes  of  users, 
ranging  from  the  home  telephone  subscriber  to  multinational  corporate  users.  By 
establishing  AT&T  as  the  American  basic  core  network  utility,  all  of  it«  resources 
can  be  focused  on  the  recovery,  development,  and  expansion  of  our  telecommunica- 
tions system,  AT&T  should  be  barred  from  all  information  processing  activities.  Its 
role  should  be  restricted  to  the  provision  of  an  essentially  transparent  network. 
Separate  subsidiaries,  requirements  of  arms-length  dealings,  and  all  the  other  mech- 
anisms previously  suggested  to  separate  competition  from  regulated  activities  are. 
in  fact,  less  effective  in  preventing  cross-subsidization,  inappropriate  accounting 
procedures,  and  a  diversion  of  resources  away  from  the  successful  implementation  of 

•  Dorn,  Philip  N.,  "The  Road  to  Disaster,"  as  published  in  Datamation  at  l-W  (Nov.  15.  19781 
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Bell's  primary  role.  The  Consent  Decree  or  lOnfi  should  not  be  discarded  but.  rather, 
strenphened  and  retained.  What  is  required  is  a  fully  regulated  public  utility. 
effectively  prevented  from  engaging  in  competitive  services,  in  order  to  satisfy  our 
nation's  future  basic  I^lecommunicationB  needs.  The  country  should  then  turn  to. 
and  rely  upon,  competition  and  the  free  market  to  satisfy  its  other  technical 
requirements. 


s  restricted  li 


'ision  of  the 
ern  Electric 
markets.  Jn 


If.  as  has  been  suggested  in  IDCMA,  AT&T  li 
basic  core  network,  divestiture  would  be  much  less  an  issue  since  \ 
would  have  no  real  presence  in  or  anti-competitive  effect  on  compet; 
the  event,  however,  that  Congress  is  reluctant  to  follow  the  course  of  action  iu8l 
outlined.  Congress,  at  a  minimum,  should  specifically  determine  whether  the  public 
interest  would  be  served  by  allowing  AT&T  to  participate  in  the  information  proc- 
eesing  and  data  communications  equipment  and  services  industries  on  an  unregulat- 
ed basis.  In  doing  so  Congress  should  not  lose  sight  of  the  record  nf  AT&T's  forays 
into  the  competitive  sector. '  That  record  raises  serious  questions  whether  the  public 
'interest  will  be  served  by  AT&T's  participation.  If  after  careful  evaluation  of  all  the 
relevant  facts,  Congress  should  decide  that  the  public  interest  will  be  served  by 
allowing  AT&T  into  non-communications  businesses,  lEtCMA  urges  Congress  not  to 
categorically  rule  out  divestiture,  especially  with  respect  to  AT&T's  vertically  inte- 
grated manufacturing  and  research  and  development  arms, 

A.  Bell  System  vertical  integration  has  Ikivarted  competition  and  technological  devel- 
opment—A synopsis 

The  vertically  integrated  Bell  System  dominates  the  domestic  telecommunications 
industry.  This  dominance  is  not  necessarily  attributable  to  the  Bell  System's  innova- 
tiveness.  Rather,  it  Is  a  product  of  the  virtual  monopoly  position  which  the  Bell 
System  has  enjoyed,  as  welt  as  it  vertical  integration,  'The  problems  which  have 
resulted  from  this  vertical  integration  directly  relate  to  the  Bell  System's  attempts 
to  simullaneously  supply  both  monopoly  and  competitive  services  and  equipment. 

The  interrelationship  of  Western  Electric  Company.  American  Telephone  and 
Telegraph  Company  (AT&T),  Bel!  Telephone  Laboratories  and  the  remainder  of  the 
Bell  System  has  generated  these  problems.  Western  Electric,  AT&T's  wholly  owned 
equipment  manufacturing  subsidiary,  has  a  dominant  position  in  the  manufacture 
and  supply  of  telecommunications  equipment.  This  position  has  resulted  from  a 
number  of  factors  that  have  served  to  thwart  the  possioilily  of  full  and  fair  competi- 
tion and  that  have  adversely  affected  technological  development.  These  factors 
include: 

1.  Prices  for  Western  Electric  emjipment  marketed  in  competition  with  that  of 
other  supplies  do  not  necessarily  reflect  all  amounts  spent  for  research  and  develop- 
ment by  Bell  Telephone  Laboratories  which  receives  research  and  development 
funds  from  charges  assessed  for  monopoly  telephone  services  provided  by  the  Beil 
System,  Thus,  the  development  of  Western  Electric 's  competitive  equipment  offer- 
ings is  subsidized  by  the  monopoly  ratepayer  and  affords  Western  Electric  an  unfair 
competitive  advantage  because  its  competitors  must  recover  research  and  develop- 
ment expenses  in  the  prices  of  equipment  marketed  in  competition  with  Western 
Electric. 

2.  Western  Electric  has  a  captive  market  in  that  its  supplies,  on  a  sole  source 
basis,  the  bulk  of  equipment  used  by  Bell  Svstem  Operating  Companies  iBOC's)  and 
AT&T  Long  Lines,  Further,  arrangements  between  Western  Electric  and  the  BOC's 
put  the  full  risk  of  marketing  competitive  equipment  on  the  BOC's. 

J.  Western  Electric  hold  patent  rights  for  competitive  equipment  and  for  network 
operation  compatibility,  even  though  development  of  such  technology  is  funded  by 
monopoly  ratepayers.  Other  manufacturers  wishing  to  provide  such  equipment  must 
enter  licensing  arrangements  for  which  fees  are  paid  to  Western  Electric, 

nillal 
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4.  Because  of  the  dominant  position  of  AT&T  and  the  relationship  of  AT&T,  the 
BOC's  and  Weat«rn  Electric,  network  interface  and  operation  stanoards  are  baaed 
around  Western  Electric  equipment.  This  means  that  the  Bell  System  effectively 
determines  the  standarr'a  whicn  competitors  must  use. 

5.  Finally,  because  Western  Electric  provides  both  monopoly  and  competitive 
equipment,  there  is  no  effective  means  under  the  current  structure  to  prevent  it 
from  manipulating  equipment  prices  so  as  to  lower  its  competitive  prices  at  the 
expense  of  the  monopolv  service  user. 

In  order  that  the  problems  occasioned  by  vertical  int^ration  can  be  better  under' 
stood,  it  is  necessary  to  consider  both  the  mechanics  and  the  effects  of  Westerti 
Electric's  vertical  integration  within  the  Bell  System. 

B.   The  mechanics  and  effects  of  Western  Electric's  vertical  integration  within  the 
Bell  System — The  mechanics 

AT&T,  on  an  annual  basis,  assesses  each  Bell  Operating  Company  (BOC)  a  por- 
tion, not  to  exceed  2.5  percent,  of  each  company's  adjusted  revenues  for  what  are 
called  License  Contract  Services  fees,  A  mEijor  portion  of  these  assessments  goes  to 
Bell  Telephone  Laboratories  (Bell  Labs)  to  be  used  for  funding  research  and  develop- 
ment and  other  services.  The  amounts  involved  are  enormous.  For  example,  for  the 
twelve  month  period  ending  on  April  30,  1976.  the  staff  of  the  California  Public 
Utilities  Commission  (CPUC)  found  that  some  40  percent  of  License  Contract  Ex- 
pense or  some  $218,007 ,S95  originated  at  Bell  Labs.*  Of  that  amount,  "approximate- 
ly $153,860,299,  or  70.6  percent  of  BTL's  (Bell  Labs')  ToUl  research  and  development 
costs  were  product  related  and  should  have  been  funded  by  Western  Electric,"* 

Since  the  overwhelming  majority  of  BOC  revenues  come  from  the  provision  of 
"monopoly''  telephone  services  such  as  local  exchange,  intrastate  toll,  interstate  toll, 
and  WATs,  most  of  these  fees  are  paid  for  by  monopoly  telephone  service  rate- 
payers. While  these  funds  should  be  used  as  an  investment  to  provide  better  basic 
telephone  service  and  not  to  provide  AT&T  an  opportunity  to  extend  into  other  non- 
telephone  businesses.  Bell  Labs  can  and  in  fact  does  use  these  funds  to  develop 
equipment  for  use  in  non-telephone  competitive  service  ofTerings,  This  diversion  (rf 
funds  into  non -telephone  development  can  adversely  affect  the  public  through 
higher  monthly  telephone  rates  or  lack  of  telephone  service  improvements  or  boUi. 
Independent  manufacturers  do  not  have  their  research  and  development  efforts 
subsidized  by  the  monopoly  telephone  ratepaying  public.  Thus,  Western  Electric 
enjoys  a  defmite  competitive  advantage  through  this  subsidy  for  research  and 
development. 

Further,  Western  Electric  does  not  need  to  recover  research  and  development 
expenditures  from  sales  revenues  received  for  competitive  products  developed. 
Rather,  it  can  charge  or  debit  broad  general  product  line  accounts  which  contain 
both  Monopoly  and  non-monopoly  products.  These  charges  are  spread  within  these 
product  lines  on  the  basis  of  the  dollar  value  of  the  products.  Since  the  value  of 
equipment  having  monopoly  characteristics  in  these  accounts  far  exceeds  that  of  the 
competitive  equipment,  the  monopoly  telephone  equipment  and  the  captive  monopo- 
ly telephone  service  ratepayer  bear  the  burden  of  competitive  equipment  research 
and  development. 

Western  Electric  position  within  the  Bell  System  also  provides  it  with  a  cu>Uve 
market  in  the  form  of  the  BOC's.  The  bulk  of  all  equipment  purchased  by  the  K)C's 
and  by  AT&T  Long  Lines  is  conceived,  designed  and  manufacture  by  the  Bell  Lab*. 
AT&'f,  Western  Electric  consortium.  Western  Electric's  position  is  further  enhanced 
by  its  patent  holdings  as  well  as  by  the  fact  that  AT&T  prepares  Bell  System 
operating  practices  based  on  Western  Electric  equipment  and  retjuires  use  of  that 
equipment.  Because  of  the  arrangements  between  Western  Electric  and  the  BOC's, 
the  full  risk  of  marketing  competitive  products  is  borne  by  the  BOC's,  The  BOCs 
purchase  "sole  source"  from  Western  Electric  and  have  virtually  no  recourve 
against  Western  if  Western  exercises  just  plain  bad  judgment  by  introducing  prod- 
ucts which  are  unsuccessful  or  by  making  the  product  cost  more  or  by  making  it 
difTicult  to  market.  Unlike  an  independent  manufacturer,  Western  Electric  can  thus 
transfer  all  risks  to  the  BOC's  and  ultimately  to  the  monopoly  telephone  ratepayers. 

Because  of  the  Bell  System's  currently  dominant  position  in  the  domestic  telecom- 
munications industry.  AT&T  and  the  BOC's  "control"  the  telephone  network.  This 
control  enables  them  to  set  de  facto  standards  around  Western  Electric  equipment 
for  network  interfacing  and  for  network  operation  compatibility.  Other  equipment 
manufacturers  are  thus  forced  to  conform  to  Western  Electric  equipment  standards. 

■CPUC  Finance  Division  Report  on  the  Afrilia(«d  Relationships  of  the  Pacific  Tt^lvphone  A 
Telegraph  Co.  with  Bell  Telephone  LaboratorieB.  Inc.  AT.*  T.  General  Departments  195  Broad- 
way 0>tp.,  Application  No,  55492,  at  1,  2-8,  2-2H  iAug,  26.  19771, 

■Id.  at  2-2B.   Further  CPUC  staff  comments  on  Ihia  subject  are  atUched  as  appendii  A 
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These  de  facto  Btandards  apply  even  in  the  competitive  non-telephone  equipment 
market  which  gives  the  Belt  System  the  ability  to  alTect  the  design  ana  cost  of 
competitive  equipment.  Further,  other  manufacturers  may  be  forced  to  enter  into 
licensing  arrangements  with  Western  Electric  to  (/^  to  assure  compatibility  with 
Western  Electric  equipment  and  network  interfaces.  The  word  "try"  is  emphasized 
because  even  when  a  license  arrangement  enists.  Western  Electric  takes  no  respon- 
sibility to  assure  that  the  licensee  is  or  will  be  provided  with  information  about 
subsequent  design  changes  whether  necessary  to  correct  equipment  deficiencies  or 
to  improve  performance. 

Western  Electric  also  acts  as  purchasing  agent  for  the  BOC's  and  also  evaluates 
independently  manufactured  equipment  for  use  by  the  BOC's."  Considering  the 
"preference"  which  the  BOC's  have  for  Western  Electric,  these  activities  effectively 
give  Weslfrn  Electric  direct  control  over  sales  of  independently  manufactured 
equipment  to  the  BOC's.  Also  these  activities  allow  Western  Electric  to  gain  de- 
tailwl  information  on  the  concepts,  features,  and  performance  of  independent  equip- 
ment for  use  in  Western  Electric's  own  developmental  effoHa. 

Finally,  it  must  also  be  recognized  that  the  vertically  integrated  Bell  System  has 
a  conflict  of  interest  ttetween  maximizing  its  capital  base  in  and  revenues  derived 
.  from  facilities  in  place,  and  innovation  that  would  permit  better  utilization  of 
existing  facilities.  The  Bell  Svstem  actually  has  an  incentive  to  build  new  facilities 
rather  than  to  more  efficiently  use  existing  ones  since  new  facilities  can  be  used  to 
inflate  the  rate  base  and  hence  the  revenues  to  l>e  derived. 


C.  The  effects 

What  have  the  effects  of  this  vertical  int^ration  been?  To  begin  with,  because  of 
the  monopoly  subsidization  of  its  product  costs.  Western  Electric  is  in  a  position  to 
artificially  price  its  so-called  competitive  products  at  prices  lower  than  can  be 
offered  by  competitors.  Accordingly,  the  subsidized  underpricing  of  Western  Elec- 
tric's products  has  clearly  provided  an  unfair  competitive  advantage  to  Western 
Electric, 

The  vertical  integration  of  Western  Electric  within  the  Bell  System  has  occa- 
sioned other  serious  problems  as  well.  Given  the  relationship  of  Western  Electric, 
AT&T,  Bell  Labs  and  the  BOC's,  it  is  virtually  impossible  to  ascertain  the  true  costs 
of  equipment  provided  by  Western  Electric.  Rather,  costs  are  hidden  and  effectively 
shifted  among  Bell  System  components  to  a  point  where  they  cannot  be  identified 
and  properly  attirubted  to  those  items  which  have  led  to  their  being  incurred.  The 
Association  has  found  this  to  be  the  case  time  and  time  again  in  proceedings 
involving  rates  for  Bell  System  competitive  equipment  offerings  "  and  competitive 


In  fact,  this  problem  was  central  to  the  FCC's  deliberations  In  Docket  1S128  on 
proper  cost  identification  and  attribution  procedures  and  is  central  to  the  FCC's 
rulemaking  on  modifications  to  the  Uniform  System  of  Accounts. 

AT&T's  vertical  integration  has  also  served  to  thwart  competition  in  the  provision 
of  data  communications  equipment  to  independent  telephone  companies.  Independ- 
ent telephone  companies  participate  in  the  provision  of  interexchange  services  by 
concurring  in  AT&T  TariffB.  That  concurrence  carries  with  it  a  commitment  to  use 
equipment  that  is  compatible  with  AT&T  equipment  standards.  Settlements  for 
jointly  provided  services  require  equipment  compatibility.  Accordingly,  AT&T's  con- 
trol of:  the  network,  settlements,  and  tariff  filings,  allows  it  to  set  de  facto  standards 
to  which  independent  telephone  companies  and  independent  equipment  suppliers 
must  conform.  Thus,  AT&'T  controls  the  technical  characteristics  of  equipment  used 
as  well  as  the  availability  and  timing  of  service  offerings  in  the  entire  domestic 
telephone  industry  and  thereby  exerta  undue  influence  on  the  procurement  prac- 
tices of  independent  telephone  companies. 

While  S.  611  and  S.  622  would  allow  Western  Electric  to  actively  pursue  the 
independent  telephone  company  equipment  market,  no  corresponding  obligation  is 
placed  on  AT&T  to  open  the  huge  captive  Bell  operating  company  equipment 
market  to  meaningful  competition.  The  net  result  is  a  foreclosure  of  the  independ- 
ent telephone  equipment  market  and  a  limitation  of  innovation.  This  foreclosure 
would  result  from  AT&T's  continued  ability  to  set  standards  and  to  control  tariff 
filings.  As  long  as  Western  is  vertically  integrated  within  AT&T,  AT&T  has  both 
the  incentive  and  the  opportunity  to  set  standards  in  a  way  to  favor  Western 

"This  relationBhip  was  investigated  in  FCC  docket  19129,  As  a  result,  the  Bell  Syatem  has 
been  directed  to  formulate  a  proposal  for  a  separate  procurement  entity  to  insure  that  the 
BOC's  deal  on  an  arm's  length  basis  with  both  the  general  trade  and  Western  Electric,  Bell's 
proposal,  however,  was  entirely  inadequate  for  reasons  detailed  in  appendix  B 

"  Set  IDCMA   Proposed   Findings  of  Fact   and  Conclusions  of  Law   in   FCC  docket   19419. 
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products.  Since  AT&T  has  complete  control  over  the  filing  of  interstate  tarifb. 
interconnection  to  services  specified  therein,  and  the  standards  associated  with 
equipment  to  be  used  in  or  with  such  services,  AT&T  can  selectively  manipulate  the 
timing  of  tariff  filings  to  correspond  to  when  equipment  and  facilities  required  in 
the  provision  of  services  are  available  from  Western. 

By  obtaining  tariff  concurrences  from  independent  telephone  companies  and 
through  the  work  order  process,  AT&T  can  effectively  market  Western  Electric 
equipment  to  independent  telephone  companies  without  any  marketing  expense. 
This  is  especially  significant  where  new  services  are  involved  since  Western  Electric 
becomes  the  primary  supplier  to  the  independent  telephone  companies.  Independent 
suppliers,  by  virtue  of  not  being  given  timely  planning  information,  are  relegated  to 
secondary  supplier  roles  in  support  of  existing  services.  This  dictates  conformity,  not 
innovation. 

The  relationships  producing  the  adverse  consequences  just  described  are  the  prod- 
uct of  many  years.  As  has  been  recc^nized,  effective  competition  in  the  telecommu- 
nications industry  will  not  happen  overnight  just  because  Congress  declares  it  to  be 
a  national  policy.  Similarly,  tne  adverse  consequences  of  vertical  integration,  espe- 
ciallv  the  preference  of  Bell  System  entities  for  Western  Electric  equipment,  will 
not  oe  overcome  unless  very  definite  steps  are  taken.  The  human  relationJshipB 
affected  by  growing  up  in  tne  Bell  System  cannot  be  underestimated  since  they 
produce  a  day  to  day  buyer's  attitude  perhaps  best  reflected  in  the  following  quote: 

"1  always  like  to  think  of  AT&T  as  a  manufacturing  company  that  happens  to 
have  a  few  operating  departments.  The  captive  giant  of  which  they  were  once  part 
has  their  loyalty  always.  '  '■ 
D.  Possible  solutions 

While  separate  subsidiary  requirements,  such  as  proposed  by  S.  611  and  envi- 
sioned by  S,  622,  would  be  a  vast  improvement  over  the  rather  disingenuous  belief 


that  accounting  conventions  alone  can  prevent  cross^ubeidy,  divestiture  is  a  better 
approach  particularly  to  problems  arising  from  the  vertical  int^ration  of  Western 
Electric  Company  and  Bell  Telephone  Laooralories  within  AT&T.  In  fact,  problems 


approach  particularly  to  problems  arising  from  the  vertical  int^ration  of  Western 
"      '   '.c  Company  and  Bell  Telephone  Laooralories  within  AT&T.  In  fact,  problen 
ing  de  facto  standards,  funding  of  research  and  development,  captive  market 
'eferences  for  Western  Electric  equipment  are  likely  to  continue  unless  dive 


sell  to  n .  ■("  --^ 

the  Bell  operating  companies  to  deal  witn  outside  suppliers,"  This  L. 

problem  in  light  of  the  longstanding  preference  for  Western  Electric  equipment 
which  Bell  System  entities,  whether  pari  of  the  basic  Bell  System  monopoly  or 
separate  subsidiaries,  can  be  expected  to  retain.  There  is  nothmg  in  either  bill  to 
preclude  Bell's  competitive  subsidiaries  from  obtaining  equipment  solely  from  West- 
ern Electric.  In  IDCMA's  view,  failure  to  require  Bell  monopoly  and  Bell  competi- 
tive entities  to  deal  with  outside  suppliers  will  adversely  affect  consumer  choice 
because  even  if  AT&T's  competitive  and  monopoly  operations  are  separated,  no  real 
changes  will  occur  in  the  procurement  policies  of  AT&T  affiliates.  Accordingly, 
Western  Electric  will  retain  a  captive  market  of  affiliated  carriers,  whether  monop- 
oly or  competitive. 

Further,  ample  opportunity  t 

would  not  receive  the  benefits  of  greater  choice,  true  cost  defic 

innovation  which  the  competitive  supply  of  such  equipment  would  otherwiae  occa- 

Major  difficulties  would  remain  even  if  Western  Electric  and  Bell  Telephone 
Laboratories  were  required  to  set  up  separate  subsidiaries  for  the  "competitive" 
aspects  of  their  operations.  Although  S.  611  and  S,  622  seek  to  provide  method  to 
overcome  the  anticompetitive  results  of  AT&T's  vertical  int»ration,  the  same  bs^ 
problems  that  exist  today  would  remain  because  S,  611  an  S,  622  effectively  would 
allow  vertical  inte^ation  to  continue.  Thus,  AT&T's  "competitive"  operations  could 
still  buy  all  of  their  equipment  from  Western  Electric  since  the  engrained  habit  of 
buying  Western  equipment  will  not  be  shed  lightly.  Similarly,  trading  of  informa- 
tion and  insights  on  network  design  and  equipment  requirements  will  continue. 
Finally,  Congress  should  not  lose  sight  of  the  reality  that  AT&T  is  well  entrenched 
and  has  accumulated  vast  power  as  a  result  of  govern  mentally  granted  franchises. 
Divestiture  would  solve  such  problems  and  thus  is  a  far  better  means  through  which 
to  accomplish  the  purposes  of  the  bills. 


"  Brooks.  John,  "Telephone:  The  First  One  Hundred  Years"  al  \2 

"  Both  bills  thus  reflect  a  dereeulation  tone.  As  explained  in  ap 

monopoly  common  carrier  terminal  sales  without  adequate  safeguardi 

disastrous  consequences  for  the  competitive  terminal  equipment  mark 
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The  divestiture  remedy  could  lake  one  of  several  forms.  One  approach  would 
involve  separating  Western  Electric  and  Bell  Labs  from  AT&T.  These  companies,  in 
turn,  could  be  broken  into  smaller,  totally  separate,  companiea  iti  accordance  with 
the  provisions  of  the  nation's  antitrust  laws.  Such  further  subdivision  would  appear 
necessary  in  light  of  the  enormous  size  and  market  power  which  a  divested  Western 
Electric  would  De  likely  to  posBess. 

Under  this  first  approach.  Western  Electric  would  be  diveeted  and  reorganized 
int«  a  number  of  autonomous  companies.  For  example,  one  logical  division  would 
entail  provision  of  non-voice  equipment.  Each  such  companv  would  have  to  meet  the 
separate  subsidiary  requirements  of  S,  611  as  well  as  the  additional  safeguards 
specified  in  Section  IV  of  this  statement.  Accordingly,  each  separate  company  would 
conduct  ila  own  manufacturing,  marketing,  sales  and  service  activities  and  thus 
would  have  to  compete  on  the  same  basis  as  any  other  manufacturer.  In  addition, 
each  company  would  have  to  conduct  or  obtain  its  own  research  and  development. 
With  respect  to  research  and  development,  those  sections  of  the  divested  Bell  Labs 
which  before  divestiture  gave  direct  engineering  support  to  a  given  segment  of 
Western  Electric  could  be  spun  olT  and  made  part  of  the  smaller,  equipment-line 
companies  just  described. 

Another  divestiture  alternative  would  entail  having  the  Bell  System  spin  off  all  of 
its  non-voice  equipment  manufacturing,  research  and  development  and  sales  activi- 
ties into  a  totally  separate,  autonomous  company. 

Finally,  should  Congress  decide  not  to  require  divestiture,  it  should  at  a  minimum 
direct  and  empower  the  Commission  to  consider  and  to  impose  divestiture  as  a 
structural  remedy  necessary  to  maintain  the  competitive  market.  While  Section  207 
of  S.  611  seems  to  give  the  Commission  the  authority  to  impose  divestiture,  that 
authority  should  be  specifically  clarified. 

IV.  ADDITIONAL  SAFEGUARDS  AND  A  TRANSITION  PERIOD  ARE  NECESSARY 
A.  Need  for  additional  safeguards 

Should  it  be  deemed  appropriate  for  AT&T  to  have  a  role  in  competitive  activi- 
ties—whether communications,  data  communications  equipment  or  information 
processing,  use  of  separate  arm's  length  subsidiaries  is  mandatory.  While  the  sepa- 
rate subsidiary  is  not  the  most  effective  solution  for  problems  arising  from  monopo- 
ly carrier  vertical  integration,  its  general  efficacy  could  be  enhanced  by  use  of 
additional  safeguards.  'These  safeguards,  listed  below,  should  apply  to  the  subsidiar- 
ies of  Category  II  carrierB  and  to  any  Category  I  carrier  that  is  affiliated  with  a 
CBtegory  II  carrier  as  well  as  to  holding  companies  that  have  a  Category  II  carrier. 

1.  Reasonable  limits  should  be  imposed  on  the  amount  and  form  of  any  separate 
Bub8idian''s  capital  structure,  A  parent  holding  company  or  affiliated  Category  II 
carrier  should  not  hold  more  than  33  percent  of  the  shares  of  any  other  atnliated 
carrier  or  separate  subsidiary; 

2.  The  services  or  equipment  which  separate  subsidiaries  are  to  be  permitted  or 
required  to  provide  shoula  be  specifically  identified; 

3.  Separate  subsidiaries  should  act  independently  of  each  other  and  of  the  parent 
holding  company  in  the  provision  of  services,  equipment,  advertising,  sales,  market- 
ing, accounting,  and  customer  relations.  Research  and  development  as  well  as  the 
Engineering  and  operating  departments  of  subsidiaries  should  be  separate  and  apart 
from  those  of  the  parent  holding  company  and  those  of  other  afTiHated  carriers  on 
subsidiaries; 

4.  A  separate  subsidiary  should  not  be  permitted  to  employ  as  part  of  its  own 
sales,  marketing,  promotional  or  manufacturing  activities,  the  parent  holding  com- 
pany's name  or  any  words  or  symbols  either  contained  in  or  associated  with  either 
the  parent  holding  company's  name  or  that  of  any  other  carrier  atTiliate; 

5.  Separate  subsidiaries  should  not  be  permitted  to  obtain  advertising,  sales, 
marketing,  accounting,  customer  relations,  research  and  development,  engineering, 
and  operating  assistance  from  other  affiliated  subsidiaries  or  from  the  parent  hold- 
ing company  or  any  of  its  Category  I  or  Category  II  carriers; 

6.  No  joint  advertising,  sales,  promotional,  marketing,  or  operating  efforts  should 
be  permitted  between  separate  subsidiaries  or  between  separate  subsidiaries,  the 
parent  holding  company,  or  affiliated  carriers; 

7.  Carrier  affiliates  should  be  prohibited  from  providing  information  to  either 
their  own  equipment  subsidiaries,  or  to  other  affiliated  equipment  subsidiaries, 
relating  to  the  identity  of  customers,  customer  locations,  nature  of  the  customer's 
service,  requests  for  additional  service  from  customers,  or  any  other  information 
relating  to  customers  or  competitors;  and 

8.  To  the  extent  that  carrier  affiliates  secure  equipment  or  other  services  from  the 
parent  holding  company  or  From  other  affiliated  subsidiaries  of  the  parent,  such 
equipment  or  services  must  be  secured  on  an   arm's  length  basis.  No  affiliated 
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sales  Bubstdiary  should  be  allowed  to  obtain 
equipment  exclusively  from  other  afTiliatefl  of  the  parent  holding  company.  Rather. 
afTihat«d  carriers  and  equipment  subeidiaries  should  be  required  to  deal  on  the  open 
market  with  other  suppliers  for  procurement  of  their  equipment  needs. 

9,  The  Commission  should  be  empowered  to  require  standard  accounting  and  to 
iinpose  rules  governing  transactions  between  the  parent  holding  comDan;y,  any 
afnliat«d  Category  II  and  Category  I  carriers,  and  any  separate  subeiaiaries.  In 
addition,  the  Commission  should  be  empowered  tc  supervise  the  purchasing  policies 
of  the  parent  holding  company,  any  aftlliated  Category  II  and  Category  I  carriers 
and  separate  subsidiaries. 

Additional  safeguards  such  as  these  are  necessary  if  effective  competition  is  to  be 
achieved, 
B.  Need  for  iransition  period 

As  the  Senate  has  reco^lzed,  effective  competition  cannot  be  expect«d  to  ariae 
overnight.  Given  AT&Ts  size,  power  and  market  dominance,  there  is  definite  need 
for  a  transition  period  during  which  the  Commission  should  be  empowered  to 
oversee  the  competitive  activities  of  any  Bell  System  entity.  For  example,  during 
this  transition  period,  the  Commission  should  be  able  to  r^ulate  any  Bell  System 
Category  I  carrier  in  the  same  fashion  as  it  will  regulate  Category  II  carriers.  Such 
oversight  should  continue  until  such  time  as  the  Commission  is  satisfied  that  the 
working  of  the  competitive  marketplace  will  no  longer  be  adversely  affected  by  any 
remaining  vestiges  of  AT&T's  dominance. 

V.  CONCLUSION 

Communications  technology  is  one  of  our  most  important  national  resourcee,  and 
also  one  of  our  most  exportable  commodities.  It  can  be  a  source  of  economic  growth, 
and  most  Importantly,  the  means  by  which  we  can  secure  better,  more  productive 
lives  for  our  people,  for  all  people.  But,  like  all  valuable  resources,  it  must  not  be 

Suandered  or  allowed  to  be  manipulated  by  a  powerful  few.  While  we  can  be  proud 
our  past  accomplishments,  we  must  look  forward  to  the  challenges  of  the  future 
and  depend  on  the  ingenuity  of  American  industry.  In  a  free  and  competitive 
environment,  to  meet  these  challenges 

Appendix  A 

In  addressing  the  Bell  System's  method  of  funding  Western  Electric's  research 
and  development  efforts  the  staff  of  the  California  Public  Utilities  Commlssim 
found  that: 

"The  present  method  of  funding  research  and  development  (H&DI  results  in  costs 
which  relate  to,  or  result  in,  scientific  knowledge  essential  to  product  development 
being  passed  on  to  the  ultimate  consumer  prior  to  supplying  the  product  itseff  The 
benents  of  this  funding  method  accrue  directly  to  Western  Electric,  in  that  Western 
does  not  have  to  reflect  these  costs  in  Its  operations  and  therefore,  does  not  have  to 
recover  such  costs  through  the  sale  of  its  products.  The  staff  does  not  know  of  any 
other  manufacturer  that  is  able  to  have  its  customers  fund  R&D  work  prior  to 
selling  them  a  product.  Other  manufacturers  must  of  necessity  include  any  RAD 
expenses  as  an  element  of  cost  in  determining  the  price  at  which  they  can  proFitably 
sell  their  product."  ' 

The  CPUC  Staff  further  concluded: 

It  is  obvious  that  this  funding  method  gives  Western  a  decided  competitive  advan- 
tage over  other  manufacturers  of  telecommunications  equipment  in  that  Western 
does  not  have  to  recover  certain  R&D  costs  through  its  product  prices.  Under  such 
circumstances,  price  comparisons  between  Western  products  and  those  of  other 
telecommunications  manufacturers  become  meaningless.  Since  Western's  prices  are 
not  reflective  of  the  true  economic  cost  of  its  products,  price  differentials  betwem 
Its  products,  and  competitors'  products  could  be  very  misleading. 

"The  stafl'  finds  it  difficult  to  comprehend  how  Bell  operating  companies  are 
presently  able  to  make  meaningful  product  price  comparisons  when  Western's 
prices  do  not  reflect  B&D  costs  and  when  those  operating  companies  have  alr^tdy 
paid  for  those  R&D  costs  in  their  License  Contract  expenses.  What  is  the  real  price 
of  Western's  products?  If  these  costs  were  funded  by  Western  Electric  and  reflected 
In  the  prices  of  its  products  sold  to  the  operating  companies,  those  operating 
companies  would  be  better  able  to  make  meaningful  price  comparisons  Between 
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Introduction  a 

AT&T's  proposed  reorganization  to  establish  an  Entity  for  general  trade  suppliers 
fails  to  fulfill  the  requirements  specified  in  the  FCC's  decision  in  Docket  19129.  The 
basic  problem  with  AT&T'a  proposal  is  that  it  does  not  provide  for  the  equitable 
treatment  of  general  trade  suppliers  vis-a-vis  Western  Electric  Company  (Western), 
as  required  specifically  by  the  FCC  order.  The  establishment  of  an  Entity  within 
AT&T  would  have  meaning  only  if  Western  likewise  dealt  through  the  Entity  for 
the  sales  of  its  products  to  the  Bell  System.  The  Entity  should  be  so  established  to 
provide  meaningful,  timely  information  regarding  forecasted  requirements,  etc.,  to 
all  potential  suppliers  to  the  Bell  System,  general  trade  and  Western;  this  informa- 
tion should  be  provided  to  both  parties  in  the  same  form  and  at  the  same  time. 
Furthermore,  the  Entity  should  insure  participation  by  both  the  general  trade 
suppliers  and  Western  in  discussions  regarding  future  service  plana  of  the  Bell 
System,  so  that  the  capabilities,  products,  and  technological  concepts  of  both  can  be 
considered  for  possible  application  in  future  service  and  product  offerings  of  the  Bell 
System,  The  Entity  should  be  the  point  of  contact  for  both  general  trade  suppliers 
and  Western  regarding  product  evaluation  and  product  standardization  activities. 
The  Entity  should  act  as  the  stocking  distributor  for  the  Bell  Operating  Companies 
and  should  develop  standard  supply  contracts  for  use  both  with  Western  and  gener- 
al trade  suppliers.  The  Entity  should  aleo  have  a  repair  capability  and  an  inventory 
stocking  capability.  While  the  general  trade  suppliers  and  Western  should  be  free  to 
deal  directly  with  the  Bell  Operating  Companies  themselves,  there  must  be  assur- 
ances of  equitable  treatment  for  both  the  general  trade  suppliers  and  Western.  In 
addition  to  purchase  of  products,  the  Entity  should  have  the  ability  to  contract  with 
Western  and  general  trade  suppliers,  on  a  competitive  basis,  for  the  reasearch  and 
development  of  future  product  requirements.  The  only  means  by  which  equal  treat- 
ment can  be  achieved  is  to  have  all  suppliers  to  the  Bell  System,  whether  Western 
or  general  trade,  deal  through  the  Entity  for  sales  of  the  products  and  services  to 
the  Bell  System. 
Concerns  and  FCC  intent 

In  the  record  in  FCC  Docket  19129.  the  subject  of  procurement  activities  and 
capabilities  of  the  Bell  Operating  Companies  IBOC's)  was  developed  at  length  on  the 
record.  In  the  March  1.  1977  decision  issued  in  Phase  II  of  this  docket,  the  FCC, 
n  the  record  showing  in  this  regard,  ordered  as  follows 


after  considerable 
at  Paragraph  324: 
"•  *  "  Accordingly, 
1  the  Bell  Syst< 


ordered.  That  within  90  days  of  the  release  date  of  this 
Respondents  shall  submit  a  proposal,  including  a  time 
frame  for  implementation,  of  organizational  and  functional  changes  within  the 
present  Bell  System  structure  which  will  satisfy  our  concerns  regarding  the  lack  of 
autonomy  and  independence,  both  joint  and  individual,  given  the  Betl  Operating 
Companies  iBOCsl  in  equipment  procurement;  which  will  insure  thai  Ike  BOCs  deal 
on  an  arm  s  length,  fair  and  equal  basis  wilh  both  the  general  trade  and  Western  in 
procurement  mailers  '  '  '"lEmphaais  added.) 

What  the  FCC  obviously  intended  by  this  language  was  that  the  treatment  afford- 
ed general  trade  suppliers  with  respect  to  the  purchase  and  use  of  their  products 
within  the  Beil  System  was  to  be  on  an  equal  basis  to  that  given  AT&T's  int^ated 
manufacturing  organization,  the  Western  Electric  Company  (Westemi,  The  FCC  is 
clearly  concerned  with  the  favored  position  enjoyed  by  Western  within  the  Bell 
System  and,  because  of  that  position,  its  proven  ability  to  dominate  the  provision  of 
telecommunications   equipment   to   the   Bell   Operating   Companies,    Additionally, 


■Id  I 


2-22.  2-23. 
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Wefit«rn  directly  and  through  its  half  ownership  control  of  Bell  Telephone  Laborato- 
ries (BTL),  participates  in  the  evaluation  and  testing  of  general  trade  products  (with 
which  Western  products  compete)  and  undertakes  the  actual  procurement  of  thoee 
general  trade  products,  when  such  is  done,  for  the  Bell  Operoting  Companies.  The 
FXX^  felt  that  the  record  developed  in  this  docket  showed  that  this  organizational 
structure  and  operational  arrangement  within  the  Bell  System  gives  Western  effec- 
tive control  over  essentially  all  equipment  used  in  the  Belt  System  with  the  result 
that  Western's  equipment  is  used  predominately,  and  with  some  product  classes 
exclusively,  by  thew  BOCs. 

The  FCC  was  concerned  that  this  control  by  Western  might  retard  or  impede 
technological  innovation  and  development  of  telecommunications  equipment;  that  it 
might  result  in  the  delay  in  the  introduction  of  advanced  equipment  capable  of 
providing  improved  performance  and/or  additional  features  and  user  benefits,  and 
furthermore  could  act  to  raise  the  cost  of  telecommunications  services.  Therefore,  in 
its  ordering  paragraph,  the  FCC  directed  AT&T  to  develop  a  proposed  structure  to 
insure  greater  autonomy  for  Bell  Operating  Companies,  collectively  and  individual- 
Iv,  so  that  they  might  make  their  own  evaluations  of  both  general  trade  and 
Western  products;  to  make  so-called  make-or-buy  decisions,  to  determine  whether  to 
buy  products  from  oulside  sources  or  from  the  integrated  Western  affiliate',  and  to 
enable  them  to  undertake  the  actual  procurement  of  selected  equipments  including 
the  ability  to  inspect  products  purchased  prior  to  use  within  their  systems. 
AT&T  proposal 

On  May  31.  1977,  AT&T  did  propose  a  restructuring  of  its  centralized  procure- 
ment activities  in  response  to  the  FCC  Order  in  Phase  II  of  19129.  That  propoBal 
was  for  the  establishment  of  an  Entity  headed  by  an  individual  at  an  executive  level 
commensurate  with  that  of  the  top  executive  level  of  the  Bell  Operating  Companies. 
This  centralized  Entity  would  act  in  determining  requirements  of  the  various  Bell 
Operating  Companies  for  telecommunications  equipment  and  supplies;  would  seek 
out  or  identify  opportunities  for  such  equipment  and  would  evaluate  general  trade 
products  to  satisfy  those  identified  opportunities;  and  would  enter  into  contracts  and 
purchase  agreements  with  the  general  trade  for  the  purchase  and  supply  of  general 
products  for  the  identified  Bell  System  requirements. 

The  initial  proposal  was  very  general  and  lacked  significant  detail.  It  basically 
called  for  the  establishment  of  a  group  that  will  be  made  up  predominately  of  the 
same  people  currently  involved  in  Western's  procurement  activities  for  the  BOCs.  as 
well  as  tnose  people  currently  involved  in  the  activities  of  the  Bell  System  Pur- 
chased Products  Division  IBSPPD)  of  AT&T's  General  Department.  This  centralized 
agency  would  act  on  behalf  of  the  Bell  Operating  Companies  in  procurement  mat- 


The  basic  criticism  against  the  AT&T  proposal  was  that,  in  effect,  all  AT&T  was 
doing  was  merely  giving  a  different  name  to  slightly  reorganized  procurement 
activities  It  was  argued  that  this  would  be  nothing  more  than  a  re-ehuffling  of  the 
same  individuals  with  the  net  result  being  that  the  procurement  activity  within  the 
Bell  System  would  remain  essentially  as  it  is  today  with  Western  remaining  in  a 
predominate  position. 

In  March  of  1978,  the  FCC  Common  Carrier  Bureau,  acting  in  accordance  with 
directions  from  the  Commission,  set  forth  an  extensive  listing  requesting  necessary 
clarification  and  additional  information  on  the  AT&T  prop<»al.  On  May  22,  1978, 
AT&T  responded  to  the  Common  Carrier  Bureau  request.  The  purpose  of  theae 
comments  is  to  discuss  some  of  the  specific  statements  made  in  that  AT&T  response 
as  well  as  to  comment  on  the  concept  proposed  by  AT&T.' 
Basic  flaw  of  AT&T  proposal 

The  language  of  the  FCC's  Order  was  unquestionably  clear  that  the  required 
restructuring  was  to  assure  that  the  Bell  Operating  Companies  would  be  dealing  on 
an  arm's  length,  fair  and  equal  basis  with  both  the  general  trade  and  Western  in 
equipment  procurement  matters.  The  basic  flaw  of  the  AT&T  proposal  is  that  it 
fails  to  meet  this  essential  objective  of  the  FCC's  Order.  There  is  no  way  that 
equitable  treatment  can  be  provided  to  the  general  trade  and  Western  when  general 
trade  vendors  are  required  to  deal  through  a  centralized  agency,  whether  it  is  called 
an  Entity  or  Bell  System  Purchased  Products  Division  or  by  some  other  name,  while 
Western  deals  directly  and  intimately  with  the  Bell  Operating  Companies,  "rhii 


'  As  with  previous  IDCMA  submissions,  this  statement  primarily  concerns  the  data  a 
cations  equipment  area  and  comments  are  directed  specilically  lo  and  in  regard  to  thai 
telecommunications  equipment  and  facilities.  While  it  may  or  may  not  apply  to  other 
telecommunications  equipment,  IDCMA  is  not  taking  a  position  with  regard  to  thoi 
telecommunications  equipment  areas. 
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relationship  is  not  limited  to  procurement,  but  includes  involvement  in  developing 
equipment  plans  and  requirements.  In  stocking  and  repair  of  eauipment,  as  well  as 
in  the  evaluation  and  inspection  of  general  trade  products.  For  this  reason  alone  the 
AT&T  proposal  should  be  rejected  by  the  Commission  as  it  fails  to  meet  the  primary 
objective  of  the  Docket  19129  decision. 
Discussion  of  deficiencies 

It  appears  that  the  proposed  Entity  is  really  in  only  one  regard  different  from  the 
present  Bell  System  Purchase  Procmcts  Division.  This  difference  is  that  the  new 
Entity  would  have  the  authority  to  make  purchase  commitments  on  behalf  of  the 
Bell  Operating  Corapanies.  The  BSPPD  does  not  have  requisite  authority  to  make 
such  commitments  today.  In  other  significant  regards,  the  proposed  Entity  and  the 
present  BSPPD  are  essentially  the  same.  As  brought  out  in  the  record  of  Docket 
19129,  and  based  on  information  available  subsequent  to  that  time,  the  performance 
of  the  BSPPD  in  regard  to  procurement  and  use  of  general  trade  products  within 
the  Bell  System  has  been  quite  unimpressive.  In  those  cases  where  general  trade 
producls  have  been  evaluated  for  use  within  the  Bell  System,  the  time  involved  in 
evaluation  of  those  products  far  exceeds  what  should  be  reasonably  expected.  Even 
when  a  general  trade  vendor  successfully  goes  through  the  Bell  evaluation  process 
vrith  a  product,  and  then  possibly  enters  into  a  general  contract  covering  terms  and 
conditions  of  sales  of  such  product  to  the  Bell  System,  there  is  no  assurance 
whatsoever  that  a  Western  product  will  not  be  given  favored  treatment  over  the 
general  trade  supplier's  evaluated  product,  even  if  the  Western  product  is  function- 
ally inferior.  Further,  there  is  no  assurance  that  any  purchase  of  the  general  trade 
product  will  ever  be  forthcoming.  Experience  has  shown  that  the  time  required  from 
the  identification  of  a  candidate  general  trade  product  through  its  evaluation, 
testing,  acceptance  for  use  within  the  Bell  System  and  finally  the  contracting 
process  takes  far  too  long,  particularly  considermg  the  rapid  technological  changes 
occurring  in  telecommunications  equipment  today.  This  extended  time  period  re- 
sults in  the  general  trade  product  vendor  missing  opportunities  for  the  sale  of  his 
product  withm  the  Bell  System. 

As  stated  above,  the  basic  problem  with  the  proposed  restructuring  for  BOC 
procurement  activities  is  that  there  is  disparate  treatment  between  Western  and 
general  trade  vendors.  This  is  significant  in  many  aspects.  First,  Western  wilt 
continue  to  receive  advanced  planning  information  not  available  to  general  trade 
vendors.  Western  actually  participates,  and  would  continue  to  participate,  in  the 
planning  meetings  with  the  BOCs  and  AT&T.  Western,  therefore,  is  and  will  be 
aware  of  requirements  well  in  advance  of  the  time  that  any  information  concerning 
opportunities  and  requirements  is  made  generally  available,  via  the  proposed  Entity 
or  BSPPD,  to  general  trade  suppliers.  The  availability  of  this  advanced  planning 
information  to  Western  is  a  significant  advantage  in  many  respects.  Western  can 
participate  in  the  development  of  equipment  to  meet  new  planned  service  offerings 
of  the  Bell  System  and  such  participation  is  on  an  essentially  sole-source  basis.  As 
general  trade  companies  are  not  part  of  or  privy  to  this  advanced  planning  informa- 
tion, equipment  concepts  and  technology  developed  by  independent  general  trade 
suppliers  are  not  and  will  not  be  given  any  consideration  in  the  early  planning 
stages  of  new  Bell  service  offerings.  A  case  in  point  is  AT&T's  Dataphone  Digital 
Service  {DDS)  which  utilizes  specially  developed  multiplexing  equipment.  The  equip- 
ment used  by  AT&T  in  the  DDS  offering  was  totally  developed  by  Western  and 
purchases  of  that  equioment  have  been  sole-source  from  Western.  Additionally, 
exclusion  of  general  trade  vendors  from  the  early  discussion  concerning  DDS  service 
and  equipment  requirements  made  it  impossible  for  general  trade  suppliers  to 
contribute  ideas  which  may  have  enabled  AT&T  to  provide  lower  cost  and/or  higher 
performance  DDS  services.  Also,  because  of  their  exclusion,  these  suppliers  may  be 
unable  to  support  independent  telephone  companies  who  are  or  will  be  also  partici- 
pating in  the  provision  of  DDS  services. 

A  second  significant  advantage  Western  has,  because  It  does  obtain  advanced 
BOC/AT&T  planning  information,  is  that  it  can  develop  its  manufacturing  sched- 
ules and  pricing  based  on  forward-looking,  forecasted  requirements  and  it  can 
actually  produce  equipment  in  advfuice  of  orders  or  firm  commitments  from  the 
Bell  Operating  Companies.  While  the  AT&T  proposal  tries  to  imply  that  this  gear- 
ing up  in  advance  may  be  at  a  risk  to  Western,  in  all  practicality,  once  Western  has 
geared  up,  with  or  without  firm  commitments  from  the  Bell  Operating  Companies, 
experience  has  shown  that  the  BOCs  do  in  fact  purchase  from  Western  in  accord- 
ance with  such  pre-existing  verbal  commitments.  At  one  point  in  the  proposal 
discussing  procurement  commitments  on  the  part  of  the  Bell  Operating  Companies, 
it  is  stated  that  these  long  term  commitments  are  a  risk  to  the  Bell  Operating 
Companies.  While  it  may  appear  that  Western  is  the  one  taking  the  risk,  in  fact  the 
marketing  risks  are  borne  by  the  Bell  Operating  Companies. 
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A  third  signiricant  advantage  which  Western  enjoys  ia  in  the  area  of  standardiza- 
tion. By  and  large,  those  equipments  that  are  standardized  for  use  in  the  Bell 
System  are  of  Western  design  and/or  manufacture.  While  the  significance  of  having 
a  product  standardized  is  not  brought  out  in  the  proposal,  it  is  undenitood  that  once 
standardized,  a  product  is  provided  with  total  AT&T  product  support.  This  would 
include  support  of  the  Marketing  personnel  within  the  General  DepartmeDts  of 
AT&T  in  the  promotion  of  the  product  and  the  services  utilizing  the  product.  It  also 
includes  support  from  Bell  Telephone  Laboratories  in  regard  to  advice  as  to  chariges 
in  the  telecommunications  network  that  might  impact  the  design  of  standardizied 
products.  Also,  even  though  a  general  trade  product  niay  become  standardized,  and 
to  our  knowledge  no  general  trade  data  products  are  Bell  System  standardized  to 
date,  AT&T  can  still  decide  to  internally  develop  a  similar  product.  In  fact,  in 
Appendix  11  of  AT&T's  Response,'  it  is  staUd  that  AT&T  may  standardize  on  s 
product  for  current  Bell  System  use  and  also  direct  BTL  and  Western  to  begin 
development  of  a  product  that  is  expected  to  be  better  or  cheaper  at  some  later 
point  in  time.  It  is  obvious  from  this  that  while  the  Bell  System  may  standardize  on 
a  general  trade  product  it  may  also  develop  its  own  product  to  replace  the  standard- 
iz«J  general  trade  product  if  the  volumes  are  expected  to  be  significant.  Since 
Western  would  develop  and  manufacture  these  products  and  sell  them  in  quantity 
to  the  Bell  Operating  Companies,  it  ia  expected  that  Western  would  in  all  likelihood 
be  able  to  offer  them  at  an  apparently  "cneaper"  price  than  a  general  trade  product 
sold  in  lower  volume.  This  apparently  "cheaper"  Western  price  would  not  only  be 
possible  because  of  the  significantly  higher  volume  purchased  from  Western  for 
which  the  general  trade  vendor  would  no  longer  be  considered,  but  also  because  of 
the  inherent  ability  of  Western  to  cross-subsidize  within  its  broad  product  line 
classification  to  achieve  ita  pricing  goals  for  a  given  product.  Therefore,  while  AT&T 
may  standardize  on  and  purchase  general  trade  products  initially  when  the  volume 
is  low,  if  and  when  that  volume  increases,  AT&T  has  announced  its  intent  to 
develop  its  own  Western  product  to  replace  the  general  trade  item  without  the 
benefits  of  competitive  bidding  through  the  auspices  of  the  new  Entity. 

Another  reason  for  Western's  favored  position  with  the  BOCs  is  that  Western 
maintains  stocks  of  BOC  owned  products  for  the  BOCs  in  Western  distribution 
centers.  Western  also  repairs  and  refurbishes  such  products  between  service  require- 
ments for  the  Bel!  Operating  Companies.  These  activities,  only  available  from 
Western,  are  all  charged  to  the  BOCs.  This  further  "ties"  the  BOCs  lo  and  makes 
them  dependent  upon  Western.  In  Appendix  I  of  AT&T's  Response,'  it  is  stated  that 
one  of  the  advantages  of  the  Entity  to  the  BOCs  is  that  it  will  act  as  a  distributor 
for  general  trade  products.  As  noted  earlier.  Western's  position  is  enhanced  because, 
in  its  relationship  with  the  Bell  Operating  Companies,  it  acts  as  a  stocking  distribu- 
tor for  the  products  it  sells  to  the  BOCa.  However,  even  though  the  Entity  acts  as  a 
"distributor"  there  is  no  mention  of  its  receiving  remuneration  from  the  BOCs,  as  it 
does  with  Western,  for  its  functioning  as  a  stocking  distributor  for  the  general  trade 
products  which  it  procures.  Stocking  is  a  significant  consideration,  particularly. 
since  the  Bell  Operating  Companies  are  accustomed  to  dealing  with  Western  who 
offers  stocking  tor  its  products.  This  stocking  function  could  include  repair  <rf 
equipment  ana  Class  C-stock  type  inventories  such  as  those  maintained  by  Western 
for  Bell  Operating  Company  owned  equipment  returned  to  Western  for  repair  and 
service  inventory. 
Summary  and  conclusions 

The  basic  problem  with  AT&T's  proposal  for  the  establishment  of  an  Entity  to 
deal  with  general  trade  suppliers  is  that  the  proposal  does  not  provide  for  equitable 
treatment  ofgeneral  trade  suppliers  vis-a-vis  Western  as  specifically  required  by  the 
FCC  Order,  "rhe  establishment  of  an  Entity  within  AT&T  would  only  have  meaning 
if  Western  likewise  dealt  through  the  Entity  for  the  sales  of  its  proaucts  to  the  Bell 
System.  The  Entity  should  be  established  so  as  to  be  in  a  position  to  provide 
meaningful,  timely  information  regarding  forecasted  requirements,  etc.,  to  all  poten- 
tial suppliers  to  the  Bell  System,  both  general  trade  and  Western.  This  information 
should  be  provided  to  both  general  trade  suppliers  and  Western  in  the  same  form 
and  content  and  al  the  same  time.  The  Entity  should  provide  for  participation  by 
both  the  general  trade  suppliers  and  Western  in  discussions  regarding  future  service 
plans  of  the  Bell  System  so  that  the  capabilities,  products  and  tecnnologicaj  con- 
cepts of  the  general  trade  suppliers  can  also  be  considered  for  possible  application  in 
fulfilling  the  equipment  requirements  of  such  future  service  offerings  of  the  Bell 
System.  The  Entity  should  be  the  point  of  contact  for  both  general  trade  suppliers 
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and  Western  in  regard  U>  product  evaluation  and  product  standardization  activities. 
The  Entity  should  act  as  the  stocking  diatribut4)r  Tor  the  Bell  Operating  Companies 
and  should  develop  standard  supply  contracts  for  use  both  with  Western  and  gener- 
al trade  suppliers  concerning  the  provision  of  equipment  to  the  Bell  Operating 
Companies.  The  Entity  should  probaoly  also  have  a  repair  capabilitv  and  an  inven- 
tory stocking  (Class  C-stock  type)  capability.  While  the  general  trade  suppliers  and 
Western  should  be  free  to  deal  directly  with  the  Bell  Operating  Companies  them- 
selves, arrangements  must  assure  equitable  treatment  for  bath  the  general  trade 
suppliers  and  Western. 

Bell  Telephone  Laboratories  will  be  involved  in  evaluation  of  products  for  use  by 
the  Bell  System  and  will  provide  inputs  to  the  standardization  decision  process. 
Therefore,  it  should  either  be  completely  divorced  from  Western  or  that  portion  of 
the  Bell  Labs  involved  in  these  activities  should  be  separated  so  that  capabilitv  can 
be  incorporated  within  the  Entity's  organizational  structure.  The  Entity  should 
have  the  capability  and  ability,  in  addition  to  purchase  of  products,  to  contract  with 
Western  and  general  trade  suppliers  on  a  competitive  evaluation  basis  for  the 
research  and  development  of  future  product  requirements. 

To  conclude,  it  is  felt  that  AT&T's  prop(»ed  reorganization  to  establish  an  Entity 
only  for  procurements  from  general  trade  suppliers  fails  to  fulfill  the  requirements 
specified  in  the  FCC's  decision  in  Docket  19129.  The  only  way  that  the  equal 
treatment  required  by  the  FCC  Order  can  be  achieved  is  to  have  all  suppliers  to  the 
Bell  System,  whether  Western  or  general  trade,  deal  through  the  Entity  for:  (1) 
sales  on  a  system-wide  basis  of  products  and  services  to  the  Bell  System,  (2)  Bell 
System  product  standardization  activities,  (3)  participation  in  the  development  of 
equipment  to  meet  new  planned  Bell  System  service  offerings,  141  stocking  and 
repair  of  Bell  System  procured  products,  (5)  hardware  researcn  and  development, 
and  (6)  receipt  of  Bell  System  advanced  forecasting  and  other  planning  information. 

Respectfully  submitted. 

1£>CMA  Technical  Commiiteb. 

Appendix  C 
Before  the  Federal  Communications  Commission,  Washington,  D.C. 


REPLY  COMMENTS 
The  Independent  Data  Communications  Manufacturers  Association.  Inc.  (IDCMA), 
by  its  attorneys,  pursuant  to  the  Commission's  invitation,  herewith  submits  its  reply 
comments  in  the  captioned  proceeding.' 

r.  INTRODUCTION 

IDCMA  is  comprised  of  data  and  computer  communications  equipment  manufac- 
turers, none  of  whom  are  affiliated  with  telecommunications  common  carriers. 
IDCMA  member  companies  compete  with  telecommunications  common  carriers  in 
the  terminal  equipment  market.  Consequently,  matters  involving  the  structure  and 
regulations  under  which  common  carriers  market  terminal  equipment  are  of  direct 
interest  to  the  Association. 

IDCMA  is  an  advocate  of  free  enterprise  and  supports  the  concept  of  full  and  fair 
competition.  The  very  existence  of  many  IDCMA  member  companies  has  been 
enhanced  by  the  degree  of  competition  which  now  exisU  in  the  provision  of  data  and 
computer  communications  equipment.' 

Benefits  to  consumers  resulting  from  competition  in  the  provision  of  terminal 
equipment  stand  un controverted.  Competition  has  fostered  increased  innovation. 
lower  costs  and  has  encouraged  suppliers  to  meet  specialized  consumer  needs  that 


'See  FCC  Public  Notice.  Mimeo  No  lOHKO  (Dec.  21.  197N1,  as  modified  by  FCC  Public  Notice, 
Mimeo  No.  11H61  iJan.  2J.  llt"yi;  FCC  Public  Notice.  Mimeo  No.  11981  (Jan.  30.  Ifl-ftl,  On  Mar. 
13.  1B7H.  time  for  filing  reply  comments  *bs  extended  from  Mar.  14,  1979  lo  Apr.  4,  1979.  See 
FCC  Public  Notice.  Mimeo  No.  V.tAm  iMbt.  15.  19791. 

■Competition  in  the  terminal  equipment  market  was  originally  introduced  by  the  Federal 

Communications  CommiBsLons  iFCCi  landmark  Carlerfone  decision.  See  Carlerfone.  13  F.C.C.  2d 

"     ""        a6BI.  In  facl.  competition  to  the  ■' 
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otherwise  might  have  gone  unsatisfied.'  Further,  competition  from  independent 
equipment  suppliers  has  (^liged  common  carriers  to  become  more  responsive  U> 
consumer  needs'  Thus,  as  the  Department  of  Justice  concluded  in  the  Commission's 
NTS/WATS  market  structure  inquiry: 

"[EJach  time  the  Commission  has  relied  on  competition  as  a  r^ulatory  tool,  it  has 
met  with  substantial  success.  The  Commission's  landmark  Carterfone.  Specialued 
Carriers,  and  Domestic  Satellites  rulings  have  all  had  very  clear  and  positive  effects 
from  the  public's  standpoint.   Prices  for  services  decreased,  the  range  of  options 


greatly  increased,  and  the  rate  of  innovation  proceeded  much  faster." 

As  explained  in  its  initial  comments,  IDCMA  is  concerned  that  various  State 
proposals  to  permit  monopoly  carriers  to  offer  terminal  e()uipment  without  adequate 
regulatory  supervision  may  unlawfully  conflict  with  basic  Federal  policy  and  may 
pose  a  significant  threat  to  full  implementation  of  Commission  policies  facilitating 
competition.  Baaed  on  a  review  of  the  comments  and  early  filed  reply  comments 
submitted  by  certain  participants  in  this  proceeding.'  IDCMA's  concerns  have  not 


been  assuaged.  To  the  contrary,  the  comments  and  replies  of  some  carrier  parties- 
most  notably  General  Telephone  and  Electronics  IGl^) — attempt  to  induce  a  state 
of  hysteria  which  those  [larties  apparently  hope  will  result  in  tacit  Commission 
approval  of  inconsistent,  piecemeal  State  actions  that  threaten  to  disrupt  and  possi- 
bly destroy  the  competitive  terminal  equipment  marketplace.  Rather  than  proceed- 
ing in  the  manner  suggested  by  the  carriers,  the  Commission  should  evaluate  the 
very  real  problems  presented  by  these  inconsistent  State  proposals  and  should 
provide  an  appropriate  mechanism  for  resolving  them.  Contrary  to  the  assertions  of 
the  carriers,  the  public  will  be  better  served  if  the  Commission  proceeds  toward  a 
careful  resolution  of  these  issues  which  promotes  competition  and  eliminates  the 
use  of  monopoly  power  to  influence  or  control  subscriber  purchases  of  terminal 
equipment. 

In  order  to  appreciate  full^  the  nature  of  the  problems  involved,  it  is  necessary 
for  the  Commission  to  keep  in  mind  the  unique  structure  of  the  domestic  telecom- 
munications marketplace,  the  powers  which  monopoly  carriers  enjoy,  and  the  poten- 
tial which  exisU  for  abuse  of  those  powers. 

11.  BACKGROUND 
A.  Unique  market  structure 

The  unique  market  structure  of  the  domestic  telecom  muncations  industry  was 
described  in  recent  remarks  by  Senator  Ernest  Holtings.  Chairman  of  the  Senate 
Subcommittee  on  Communications.  In  introducing  S.  611.'  a  bill  which  promises  to 
significantly  amend  the  Communications  Act  of  1934.  Senator  Hollings  noted: 

"We  cannot  ignore  the  overpowering  presence  of  integrated  monopoly  carriers— 
particularly  A.T.  &  T..  the  world's  largest  corporation.  Although  full  competition  is 
ultimately  feasible  in  most  telecommunications  markets,  it  does  not  currently  exist. 
Nor,  will  it  come  into  being  overnight  simply  because  Congress  declares  it  to  be 
national  policy.  Easy  enti^  by  competitors  is  a  prerequisite  for  a  fully  competitive 
market.  Yet  if  all  regulation  were  removed,  existing  telephone  monopolies  and  tape- 
daily  A.T.  &  T.  could  hinder  entry  into  many  if  not  most  lelecommuniealion* 
markets  because  of  their  size,  market  presence  and  because  they  control  access  to  the 
existing  network.  These  companies  are  not  to  be  criticized  because  of  their  over 

whelming  market  power.  It  was  in  large  part  a  deliberate  result  of  prii '-"-- 

which  were  appropriate  at  the  time  they  »         .     .        ■ 


"However,  as  the  1934  policies  are  modernized,  this  market  dominance  is  a  fael 
which  must  be  faced  and  addressed.  While  some  potential  competitors  may  be  able  to 
hold  (heir  own  against  A.T.  &  T.  in  totally  unrestrained  market  (e.g.,  IBM.  Zerox 


,jic].  RCA),  many  could  be  crushed  before  they  had  a  chance,  and  even  the  large  o. 

might  welt  be  unable  to  withstand  the  advantages  the  existing  telephone  monopoly 
enjoys  as  a  result  of  the  peculiar  history  of  the  last  45  years. 

"On  the  other  hand,  some  observers  argue  that  A.T.  &  T,  is  handicapped  rather 
than  aided  by  the  huge  albatross  of  "obsolete"  plant  which  is  not  fully  aepreciat«d 
and  can  only  be  very  slowly  unwound  because  of  regulatory  constraints  and  tarifTs. 
construction,  and  depreciation  rates.  While  there  is  probably  some  truth  to  this,  it  is 


>  Initial  comments  of  the  U.S.  Department  of  Justice  in  FCC  docket  CC  78-72  st  41  <July  12. 

•On  Mar.   14,  1979,  GTE  and  AT.  &  T.  filed  reply  comments.  KLF  Electronic  iKLFl  ain 
submitted  reply  comments  on  that  date. 
'SwS.  611,  96th  Cong.,  1  at  Bess.  (1973). 
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doubtful  that  it  ouitveighg  the  tremendous  power  which  A.T.  &  T.  's  position  conftra. 
Because  of  this  power,  the  potential  risks  of  unfettered  entry  by  A.T.  &  T..  and  other 

large  regulated  telecommunications  monopolies,  into  competitive  markets  are  so  huge 
and  unforeseeable  that  it  would  be  irresponsible  to  totally  deregulate  such  markets 
on  the  naive  belief  that  full  and  fair  competition  would  magically  appear  over- 
night.-' 

While  designed  to  facilitate  competition,  S.  611  reco^izes  the  need  for  adequate 
regulatory  supervision  and  structural  safeguards  to  be  imposed  in  the  event  monop- 
oly carriers  participate  in  competitive  markets.  Thus,  as  described  by  Senator 
Hollings, 

"The  heart  of  the  bill  is  the  establishment  of  a  procedure  which  systematically 
identifies  major  marketa  and  submarkets  within  the  telecommunications  e<^iiipment 
and  service  industries  and  establishes  the  conditions  under  which  carriers  may 
participate  in  these  markets.  These  conditions  for  particpation  are  designed  to 
preserve  competitive  market  conditions  where  they  exist,  and  to  foster  them  where 
they  are  possible.  The  nature  and  scope  of  regulatory  supervision  is  adjusted  to  suit 
actual  market  conditions  and  public  interest  concerns.  This  proceeding  would  begin 
with  a  classification  by  the  Commission  of  services  and  carriers  based  on  the  degree 
of  competition  and  the  extent  to  which  particular  services  are  so  essential  to  the 
public  interest  that  their  availability  at  reasonable  rates  must  be  assured. 

"*  •  *  Under  this  bill  A.T.  &  T,  would  be  allowed  to  enter  any  market  it  wishes- 
including  unregulated  information  services.  However,  if  it  chooses  to  enter  a  com- 
petitive market  it  would  have  to  set  up  a  "fully  separated  subaidiary."  A  "fully 
separated  Bubeidiary"  is  one  which  is  owned  or  controlled  by  another  entity  but  does 
not  have  common  directors,  officers,  employees  or  flnancifU  structure  or  commonly 
owned  facilities,  and  which  deals  with  its  parent  or  aviate  on  an  arms  length  basis 
in  the  same  manner  as  it  deals  with  any  unafTiliated  entity.  In  other  words,  if 
AT&T  wished  to  enter  the  information  services  market  they  would  have  to  set  up  a 
separate  subsidiary.  If  the  subsidiary  wished  to  use  telecommunications  facilities 
owned  by  its  parent,  another  afTiliated  entity,  or  nonaffiliated  entity,  would  have  to 
do  so  by  leasing  these  facilities  on  a  basis  which  does  not  discriminate  in  favor  of 
that  subsidiary.  '  * 

The  perceptive  nature  of  Senator  Hollings'  characterization  of  the  market,  the 
power  of  monopoly  carriers,  the  havoc  that  instant  deregulation  would  wreak  and 
the  need  for  adequate  regulatory  supervision  and  safeguards  if  monopoly  carriers 
are  to  participate  in  competitive  terminal  equipment  activities  are  readilj;  apparent. 
Telephone  common  carriers  have  a  transmission  facilities  monopoly  within  their 
local  exchange  areas.  This  monopoly  empowers  such  carriers  to  condition  or  other- 
wise to  affect  the  quality  as  well  as  the  quantity  and  the  timeliness  of  service 
delivered  to  subscribers.  By  virtue  of  their  control  over  these  factors,  carriers  can 
tie  the  provision  of  service  to  subscriber  use  or  purchase  of  telephone  company- 
provided  terminal  equipment.  Since  terminal  equipment,  whether  customer  or  tele- 
phone company-provided,  must  be  used  in  conjunction  with  monopoly  transmission 
facilities,  telephone  companies  have  the  ability  to  control  the  use  of  customer- 
provided  equipment  supplied  by  their  competitors.''  Thus,  carriers  are  in  a  position 
either  to  directly  coerce  subscrivers  into  using  carrier  terminal  equipment  or  to 
exert  more  subtle  pressures  to  oblige  subscribers  to  use  carrier-provided  equipment. 
Further,  unlike  their  competitors,  common  carriers  can  use  revenues  derived  from 
rates  paid  by  monopoly  service  users  to  croea-subsidize  or  to  underprice  terminal 
equipment  which  they  supply.  Indeed,  common  carrier  terminal  equipment  activi- 
ties are  rife  with  actual  and  potential  abuses  of  monopoly  power, 
fi.  Problems  and  abuses  inherent  in  earner  terminal  equipment  sales  activities  that 
are  not  adequately  supervised  or  subject  to  structural  safeguards  clearly  demon- 
strate the  need  for  Commission  action 

Any  doubts  concerning  actual  or  potential  abuses  inherent  in  monopoly  common 
carrier  terminal  equipment  sales  activities  that  are  no  subject  to  adequate  regula- 


•  125  Cong.  Rec.  S3502-^)3  (daily  ed.  Mar.  12,  1979)  (renuirki  of  Sen.  HallinKs)  [emphasis 
added). 

■  Id.  (emphasis  added). 

'"Cuatomers  may  pereeive,  for  example,  that  control  of  local  exchange  facilities  enables  a 
carrier  to  provide  users  of  its  equipment  with  "selected"  higher  grade  local  loops  than  would 
othenvise  be  randomly  aSBigned  by  the  carrier  should  the  subscriber  elect  to  provide  his  own 
equipment.  Such  perceptions  can  be  used  or  played  upon  to  dissuade  subscribers  from  employing 
independently  aujiplied  equipment.  Further,  telephone  companies  also  are  in  a  position  to  aiTect 
the  quantity,  maintenance  and  timeliness  of  service  received.  These  factors  can  be  similarly 
used  to  dissuade  subecribers  from  utilizing  independently  supplied  equipment. 
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toiy  supervision  or  structural  safeguards  are  quickly  dispelled  by  examples  of  sudi 
abuse  contained  in  comments  submitted  in  this  proceeding.  Executone,  for  example, 
has  cited  e  number  of  abuses  arising  out  of  the  relationship  between  Rochester 
Telephone  Corporation  and  Rotelcom,  a  wholly  owned  Rochester  Telephone  Corpora- 
tion subsidiary  created  with  monopoly  revenues  that  engages  in  tennina]  equipmeol 

While  IDCMA  is  not  in  a  position  to  attest  to  the  substance  of  Executone's 
allegations,  "  IDCMA 's  own  comments  present  an  extensive  discussion,  baaed  on 
evii^nce  of  record  in  Docket  19419.  of  abuses  and  adverse  impact  stemmine  from 
AT&T's  ability  to  c roes-subsidize  research  and  developmergt.  manufacture,  advertis- 
ing, sales  and  provision  of  terminal  equipment.  Thus,  contrary  to  the  allegations 
made  in  AT&T  s  reply  comments,"  the  concerns  expressed  are  not  corvectural  bui 
rather  are  based  on  documented  fact. 

The  comments  of  the  carrier  parties  also  provide  examples  of  the  serious  prob- 
lems and  abuses  which  arise  when  regulated  monopoly  carriers  engage  in  terminal 
auipment  sales.  For  example.  Continental  Telephone  Corporation  (Continenlali 
mitB  that  carriers  cross-subsidize  terminal  equipment  sales  by  comingling  monc^ 
oly  service  investments,  revenues,  marketing  and  maintenance  personnel  to  support 
socalled  "competitive"  terminal  equipment  activities: 

"Petitioners  would  also  have  Ihe  Commission  deny  the  consuming  public  the  eoit 
efficiencies  which  can  be  achieved  by  spreading  suck  fixed  costs  over  the  entire  rangi 
of  terminal  equipment  options.  By  utilizing  their  marketing  system  and  inueatment 

confined  to  tariff  offerings  (or  are  required  to  duplicate  their  marketing  system  and 
investment),  then  the  ratepayers  must  bear  the  entire  burden  and  possible  ccst 
efficiencies  are  eliminated. 

"The  suggestion  that  the  telephone  company  should  create  two  parallel  marketing 
and  maintenance  staffs  and  facilities — one  to  handle  tariffed  equipment  and  the 
other  to  handle  sale  or  leased  equipment — demonstrates  just  how  illogical  the 
present  semiregulated  terminal  market  is."  " 

The  impropriety  of  what  Continential  admits  is  being  done  convincingly  demon- 
strates the  need  for  uniform,  adequate  regulatory  supervision  and  structural  safe- 
giards  for  monopoly  carrier  terminal  equipment  activities.  Even  Mr.  Neil  A.  Swift. 
irector  of  the  Communications  Division  of  the  New  York  Public  Service  Commis- 
sion (NYPSC).  whose  views  on  the  subject  matter  of  this  proceeding  are  well  known. 

"We  must  insure  that  Bell  and  all  others  compete  fairly.  This  means  continuing 
re^latory  oversight  and  review  of  investment  and  cost  allocation.  It  would  be 
pointless  to  let  the  Bell  System  sell  off  its  in-place  terminal  equipment  at  a  loss  in 
the  name  of  competition.  The  probable  result  would  be  the  elimination  of  competi- 
tion, a  de  facto  monopoly,  and  a  revenue  requirement  to  be  borne  by  the  monopoly 
ratepayers.  The  point  is  thai  regulators  must  take  an  active  role  in  both  prontoting 


"  According  to  a  report  appearing  on  page  19  of  the  Feb.  19,  1979  NARUC  Bulletin.  NARUC 
No.  8-19T<l,  Rochester  Telephone  will  Invest  up  to  S2.2  million  of  its  revenues  in  Rotelcom. 

"Concerns  like  those  of  Eiecutone  have  also  been  expressed  by  KLF  Electronics  which 
CoRipetes  with   General   Telephone  Co.   or  Indiana   in  the   marketing  of  telephone   terminal 


AT&T  and  GTE  are  invo  „  .,...___  ^. 

Iv  carrier  terminal  equipment  sales  could  directly  affect  the  consumer  through  decrv^ed 
petition.  For  example.  Bell  System  operating  companies  purchase  equipment  almost  exclu- 
'-    '—- n  Western  Electric.  If  monopoly  carriers  are  permitted  to  engage  in   inadequately 


supervised  terminal  equipment  sales,  tfiere  Is  no  reason  to  eipecl  thatmafor  chang^'^  wiTrbe 
made  m  the  procurement  policies  of  their  affiliated  operating  companies.  Therefore,  the  manu- 
facturing arms  of  these  vertically  mtegrated  monopoly  carriera  will  continue  to  retain  a  captive 
market  ofafHIiated  carriers.  Consumer  choice  may  also  be  inhibited  by  monopoly  carrier  crara- 
Bubsldlzation  of  terminal  equipment  manufactured  by  a  subsidiary  and  sold  without  adequBtr 
regulatory  supervision  by  amilated  operating  companies.  Consumers,  in  turn,  would  not  receive 


in  the  supply  of  Buch  equipment  wou 
equipment  procurement  policies  and  the  "preference"  which  monopoly  carrier  operatii^  compa- 
nies have  for  equipment  supplied  by  the  parent  monopolist's  manufacturing  arm  are  areas 
which  should  also  be  evaluated. 

It  should  be  noted  that  the  judgment  recently  entered  in  ITT  i:  GTE  requires  GTE  operating 
companies  to  discontinue  their  former  practice  of  purchasing  telecommunicationB  equipmenl  on 
a  preferential  basis  from  GTE  afliliated  equipment  manufacturing  companies.  See  ITT  c  GTE 
No.  2754  ID.  Haw.  Dec.,  20.  19781.  Further,  the  Commission's  order  In  Docket  19129  directed  the 
Bell  System  to  develop  procedures  that  would  allow  Bell  System  operating  compsnies  to  have 
more  autonomy  in  making  procurement  decisions.  Set  AT&'T  64  F.C.C.  2d  1,  4!)  (19771. 

"  Continental  Telephone  Corp.  (Continenlall  comments  at  20  [emphasis  added]. 
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competition  and  Ike  necessary  follow-up  to  insure  that  Ike  competition  u  real.  And  it 
must  be  done  on  the  local  level."  '* 

Thus,  Mr.  Swift  recognhsa  the  reed  for  continuous,  uniform  repulatory  supervi- 
sion and  safeguards.  His  conclusion,  however,  that  this  can  be  (Tone  at  the  local 
level  is  inconsistent  with  the  fact  that  the  state  proposals  at  issue  are  "devoid  of 
an}^  coherent  policy."  "  Rather,  the  uniform  regulatory  supervision  and  safeguards 
which  Mr.  Swift  states  are  necessary  can  only  re  ult  from  FCC  action.  In  fact,  FCC 
action  is  the  only  way  to  ensure  that  necessaiy  uniformity  will  exist  and  be 
enforced. 

Another  compelling  reason  dictates  Commission  attention  to  the  matters  at  issue 
in  this  proceeding.  As  recognized  bv  GTE,  many  states  "may  or  may  not  have 
[regulatory  authority]  over  carrier  Bales  of  terminal  equipment.  ■'  While  uncertain- 
ty surrounds  the  authority  of  the  various  states  to  regulate  carrier  terminal  eauip- 
ment  sates,  it  is  clear  that  those  states  which  have  looked  at  the  matter  are  taking 
totally  disparate  approaches.  Florida  and  New  York,  for  example,  are  investigating 
the  problems  posed  by  such  sales."  Pennsylvania,  on  the  other  hand,  apparently 
lacks  authority  to  regulate  carrier  terminal  equipment  sales."  Missouri  seems  to 
have  decided  not  to  assert  jurisdiction,'^  Texas,  while  claiming  not  to  have  regula- 
tory authority  over  carrier  terminal  equipment  sales  and  sale  prices,  takes  the 
position  that  it  can  take  profits  or  losses  from  such  sales  into  consideration  when 
setting  rates. "  Thus,  as  recognized  by  Continental,  the  various  state  proposals  are 
indeed  "devoid  of  any  coherent  policy.    " 

It  is  equally  clear  that  the  stat^  simply  do  not  have  mechanisms  in  place  to 
adequately  supervise  and  regulate  carrier  sales  of  terminal  equipment.  Given  differ- 
ences in  state  statutory  authority  and  the  inconsistency  of  the  respective  state 
proposals,  it  ia  also  obvious  that  the  states  will  be  unable  to  develop  and  to 
implement  a  uniform  method  of  meaningful,  continuous  supervision.  Therefore,  the 
Commission  should  provide  such  standards  or  at  a  minimum  provided  necessary 
guidance  before  the  state  proposals  are  implemented.  Even  AT&T  recognizes  the 
need  for  the  Commission  to  act  lirst  in  order  to  provide  guidance  to  the  states  about 
appropriate  methods  of  cost  allocation: 

"The  Commission  in  CC  Docket  No.  78-196,  dealing  vrith  the  revision  of  the 
Uniform  System  of  Accounts  for  Telephone  Companies,  has  inquired  concerning  the 
creation  of  several  new  accounts  to  record  revenues  and  expenses  associated  with 
the  sale  of  terminal  equipment  by  telephone  companies.  Such  changes  in  the  ac- 
counting system  will  better  enable  state  regulatory  commissions  concerned  about 
the  possibilities  of  cross-subsidization  to  audit  more  readily  the  accounts  of  tele- 
phone companies  subject  to  their  jurisdiction."  " 

Therefore,  it  ia  necessary  for  the  Commission  to  assess  not  only  the  propriety,  or 
lack  thereof,  of  the  state  proposals  but  also  to  develop  uniform  regulatory  guidelines 
and  saf^uards  in  the  event  that  monopoly  carriers  are  to  be  allowed  to  make  direct 
sales  of  terminal  equipment. 

Mindful  perhaps  of  the  need  for  the  Commission  to  act  first  in  order  to  introduce 
uniformity,  the  carrierB  go  to  great  length  to  represent  the  Commission's  current 


Swift  IB  the  author  of  the  terminal  equipment  dereeulation  proposal  that  ia  currently  the 
subject  of  proceedings  in  NYPSC  Caw  2111S.  Mr.  Swift's  concerns  about  letting  carriers  wll  off 
in-place  lerminal  equipment  are  very  legitimate.  GTE.  for  example.  ha«  argued  that  it  ought  t^i 
be  able  to  sell  off  in-place  equipment.  Set  docket  20981,  GTE  Comments  at  11-12  (March  1. 
I9T91. 

"Continental  Comments  at  21. 

"GTE  Service  Corp.  IGTE)  Oppowtion  at  9-10,  The  "Petition  for  Declaratory  Ruling"  which 
led  to  the  initiation  of  this  proceeding  noted  State  proposals  from  New  York,  Nevada,  Florida 
and  Pennsylvania.  See  RM-3308,  Petition  for  Declaratory  Ruling  (Petition!  at  16-18  (Nov.  H. 
19TS).  In  its  comments.  IDCMA  pointed  out  that  aubsequent  to  the  date  of  petitionere'  filing. 
r.=,.=r=i  T.u„»,„„=  r,r  K=„.,.^i,„  „„!,-,(«--)  a  tariff  sheet  cancelling  lis  existing  data  terminal 
individual  "customer  contracts"  inlieu  of  the  usual 
....  il  equipment  See  IDCMA  Comments  at  4-5,  10-11, 

Although  the  Kentucky  Public  Service  Commission  has  suspended  the  elective  date  of  that 
proposal  until  April  2T,  1979,  there  is  a  grave  poasibillty  that  the  proposal  may  be  implemented 
within  the  relatively  near  future.  In  lis  March  1,  1979  comments  in  Docket  20981,  GTE  noted 
that  West  Virginia,  Michigan  and  Wisconsin  are  now  investigating  the  question  of  carrier  sales 
of  terminal  equipment.  See  Docket  20981.  GTE  Comments  at  5. 

"  See  GTE  Opmaition  at  8. 

"  See  Central  Telephone  &  Utilitiea  Corp.  (Centell  Comments  at  Exh.  B. 
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Unirorm  System  of  AcCuUnts  (USOA)  proceeding  Eis  a  panacea  rendering  unneces- 
sary any  further  Commission  action.  "  While  IDCMA  full  supports  and  is  participal 

ing  in  the  Commission's  USOA  proceeding,  attempts  bv  the  carriers  to  portray  the 
USOA  revision  process  as  an  immediate  solution  for  the  matters  at  issue  here  are 
misleading.  For  one  thing,  the  revised  USOA  is  not  yet  in  place. 

As  evidenced  by  recent  Commission  comments,  revision  of  the  USOA  may  take  an 
indeterminate  amount  of  time,"  In  fact,  several  of  the  carrier  parties  in  this 
proceeding  have  stated  that  it  will  take  many  years  to  revise  and  implement 
changes  in  the  USOA."  Thus,  if  the  Commission  at  this  time  foregoes  taking  actioo 
on  the  matters  at  issue,  it  is  clear  that  a  very  serious,  potentially  fatal  void  would 
exist  during  which  the  competitive  terminal  equipment  market  could  oonceivaUy  be 
destroyed. 

It  is  particularly  disingenuous  for  the  carriers — especially  GTE — to  alle^  that 
USOA  revisions  will  statisfactorily  resolve  all  problems  stemming  from  inadequate- 
ly supervised  monopoly  carrier  terminal  equipment  sales  activities."  For  example, 
GTE  in  this  proceeding  extols  state  **  and  Commission  USOA  **  efTorts  to  resolve 
cost  allocation  problems.  Yet,  in  the  Commission's  USOA  proceedine.  GTE  repeated- 
ly has  urged  that  meaningful  cost  accounting  requirements  should  not  be  imposed 
on  monopoly  carrier  "competitive  services."  "  Further,  at  the  state  level,  GTE  has 
actually  taken  steps  to  block  public  disclosure  of  terminal  equipment  irost  informa- 
tion." Thus,  GTE's  true  disdain  for  having  to  meaningfully  and  publicly  account  for 
its  terminal  equipment  sales  activities  even  at  the  state  level  is  readily  apparent  In 
fact,  GTE's  actions  at  the  state  level  not  only  contradict  its  allegations  in  this 
proceeding  about  the  effectiveness  of  state  commission  efforts  to  establish  cost 
allocation  monitoring  mechanisms  but  also  serve  to  emphasize  the  need  for  uniform. 
federal  guidelines  to  apply  to  monopoly  carrier  terminal  equipment  activities. 

It  should  not  escape  notice  that  even  carriers  recognize  the  need  for  uniform 
guidelines  to  be  established.  For  example,  Continental  has  admitted  that: 

"If  regulated  telephone  companies  are  to  engage  in  nonregulated  activities  with- 
out being  hampered  by  constant  argument  over  cost  allocations,  clearly  defined  cmt 
allocation  guidelines  and  accounting  practices  must  be  clearly  established  prior  to 
lel^kone  companies'  entry  intn  the  competitive  marketplace.  "" 

Clearly  then,  it  is  the  Commission  which  must  act  to  bring  uniformity  out  of  Ibe 
dangerous  chaos  that  now  exists. 

While  some  carriers  may  recognize  the  need  for  regulatory  supervision  of  their 
terminal  equipment  activities,  carrier  comments  indicate  total  disagreement  about 
whether,  how  and  to  what  extent,  this  should  be  done.  Indeed,  some  of  the  argu- 
ments advance  by  the  opponents  of  regulatory  supervision  can  only  be  described  as 
bizarre.  Consider,  for  example,  the  Rochester  Telephone  position  that  because  of 
economic  reasons,  telephone  company  cross-subsidization  of  terminal  equipment  is 
impractical."  In  advancing  this  unique  position,  Rochester  states  that  "[e]ven  if  a 
telephone  company  could  drive  out  its  current  interconnect  competition,  any  at- 
tempt to  raise  prices  would  be  invjtably  followed  by  new  entry  because  the  costs  of 


"  See,  e.g..  AT&T  Commenla  at  11-12;  United  Teleeon  Service,  Inc.  lUniled)  Comments  at  3-5 

"See,  e.g.,  CC  Docket  78-19G,  Memorandum  Opinion  and  Order  (Mimeo  No.  13111)  at  f  2 
Ireleased  March  7,  1979J;  CC  Docket  No.  78-196,  Memorandum  Opinion  and  Order  (Mimeo  No 
12854)  at  H  3  (released  Feb.  2T,  1973).  In  denying  requests  far  extensions  of  time  for  submission 
of  reply  comments,  both  of  these  orders  state  that  subsequent  notices  will  be  issued  in  the 
proceeding  lo  permit  interested  parties  to  filed  additional  comments. 

"GTE.  for  eiample.  cites  wilfi  approval  the  Price  Waterhouse  estimate  that  a  revised  USOA 
will  take  eight  to  twelve  years  to  implement.  See  CC  Dockel  No.  78-19(i,  GTE  Reply  Comments 
at  19  (Mar,  15.  1979).  GTE  also  "estimates  I  hat  a  minimum  of  four  to  five  years  will  be  required 
to  modify  [GTE's]  standard  linancial  system  '  '  '  [and]  |i]n  addition,  an  undertermined  period 
of  time  will  be  required  to  install  the  modified  system  in  each  of  GTE's  operating  companies." 
Id.  Continental,  on  Ihe  other  hand,  estimates  that  the  USOA  revision  process  "could  take  v 
long  as  10  to  15  years,"  See  IX  Dockel  No.  78-196,  Continental  Comments  at  20  (Jan.  15.  19791. 

■'  See  n.  17  sup™  and  accompanying  text. 

"  See  GTE  Opposition  at  19. 

"See  id.  at  n.'. 

"See  CC  Docket  No.  T8-13fi,  GTE  Comments  at  ;i,  4  (Jan.  ]r>,  1979),  In  its  recent  USOA  reply 
comments  GTE  reiterated  that: 

"GTE  continues  to  belie- 

arketplac.  '     ' 

irposes  of 

CC  Dock 

"  See  General  Telephone  Company  of  Kentucky  Case  No.  7381,  Tr.  at  8-9  (Jan,  15.  19791:  i 

ipra  and  accompanying  text, 

"Response   of  Continenlal    Telephone,    New    York   Slate    Public   Service  Comi 

'tlh-Deregularion  uf  Terminal  EquipmenI  at  7  (Oct.  26,  19781  (emphasis  added  I. 

"  See  Rochester  Telephone  Corp.  (Rochester  Telephone)  Comments  at  12-13. 
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entering  the  market  are  verly  low."  ••  Rochester  asserts  that  ease  of  nuirket  entry 
will  serve  to  discourage  telephone  companies  from  engaging  in  predatory  pricing." 
The  Commission  need  only  look  at  the  record  complied  in  Docket  19419  and  else- 
where to  explode  the  Rochester  "myth."  " 

It  is  equally  apparent  that  the  problems  discussed  here  would  not  be  resolved 
satisfactorily  even  if  each  state  were  to  adopt  its  own  way  of  proceeding.  Rather, 
such  a  course  would  only  result  in  a  multiplicity  of  disparate  standards  that  could 
not  possible  serve  the  public  interest.  It  is  obvious  therefore  that  necessary  uniform- 
ity could  never  be  achieved  in  such  fashion.  Further,  as  pointed  out  in  IDCMA's 
comments,  inconsistent  state  propoaals  to  allow  monopoly  common  carriers  that  are 
subject  to  the  Commission's  jurisdiction  to  sell  terminal  equipment  without  ade- 
quate regulatory  supervision  and  structural  safeguards  may  also  upset  existing 
separations  and  settlement  procedures."  Remedies  proposed  for  consideration  In 
Docket  20981,  the  Federal-State  Joint  Board  proceeding  that  is  now  evaluating  the 
impact  of  terminal  equipment  competition  and  the  need  for  revisions,  if  any,  to 
jurisdictional  separations  procedures  to  ameliorate  such  impact,  thus  may  be  affect- 
ed or  even  nullified  by  these  state  proposals.  Commission  proceedings  to  revised  the 
USOA  also  stand  to  be  adversely  affected,'*  Finally,  Commission  consideration  of 
AT&T's  proposal  to  alter  treatment  of  installation  costs  for  station  equipment 
similarly  may  be  impacted. 

In  addition  to  the  need  for  the  Commission  to  assess  the  implications  which  these 
state  proposals  may  have  in  terms  of  current  Commission  proceedii^  and  substan- 
tive policies,  there  is  yet  another  compelling  reason  why  Commission  action  is 
necessary.  As  noted,  the  state  proposals  at  issue  here  are  inconsistent  or  in  Contin- 
ental's words  are  "devoid  of  any  coherent  policy," "  Conflicting  state  policies  on 
carrier  sale  of  terminal  equipment  will  adversely  affect  terminal  equipment  compe- 
tition.  This  fact   is  expressly   recognized  by  Mr.   Neil   A.   Swift,  who   has  stated: 

"Deregulation  of  terminal  equipment  and  its  consequent  removal  from  interstate 
consideration  could  bring  about  a  reduction  in  interstate  revenue  requirements, 
interstate  revenues  and  subsequently  a  reduction  in  the  revenues  now  flowing  to 
basic  exchange  service.  In  New  York,  for  instance,  if  we  and  only  we  removed 
terminal  equipment  from  the  jurisdictional  separations  base,  approximately  $250 
million  of  New  York  revenue  requirement  currently  assigned  to  interstate  would 
revert  to  intrastate.  If  this  revenue  requirement  were  to  be  imposed  on  basic 
exchange  service,  the  resulting  increase  would  approximate  25%.  This  is  clearly 
unacceptable." 

"New  York  then  cannot  move  forward  until  one  of  tuio  conditions  are  met — all 
other  jurisdictions  must  move  simultaneously  or  the  separations  formulae  must  be 
revised  so  that  changes  in  the  industry's  terminal  equipment  investment  have  no 
impact  on  revenues.  In  the  long  run  the  formulae  must  be  changed  anyway,  as 
significant  changes  in  the  industry's  investment  will  result  from  existing  regulatory 
policies."  «■ 

If  monopoly  CBrriers  are  to  sell  terminal  equipment,  a  nation-wide,  uniform  set  of 
standards  and  safeguards  is  necessary  to  assure  the  preservation  of  competition  and 
to  assure  that  monopoly  service  ratepayers  are  not  affected  adversely."  It  is  the 
Commission,  not  the  states,  which  therefore  must  act  to  assure  the  existence  and 
enforcement  of  a  uniform  policy.  As  will  be  demonstrated  in  the  following  discus- 
sion, the  Commission  clearly  has  jurisdiction  over  the  matters  at  issue  and  thus 
should  take  appropriate  action. 


••  Id.  at  12  Ifootnote  omitted). 

"Id.  at  13. 

-  See,  e.g..  Docket  19419,  IDCMA  Propoeed  Finding  of  Fact  and  ConclusionB  of  Law  (July  10, 
1978). 

"  IDCMA  Commenta  at  6-7;  Computer  and  Busineaa  Equipment  Manufacturers  Association 
(CBEMA)  Commenta  at  fi-T. 

"  As  pointed  out  in  IDCMA's  comments,  an  objective  of  this  proceeding  is  to  prescribe  costing 
methodology  that  will  more  accurately  determined  costs  incurred  by  a  carrier  in  providing  a 
particular  service,  As  the  Commission  is  aware,  "deregulation"  could  provide  carriers  with  a 
mechanism  to  mask  cross-subsidization  and  "unless  appropriate  safeguards  are  immediately 
established,  these  activities  [couldj  render  any  revision  of  the  Uniform  System  of  Accounts  an 
exercise  in  futility."  Petition,  n.  IT  Kupra,  at  2i. 

"Continental  Comments  at  21. 

■•Swift,  Neil  A.,  Thoughts  on  Regulation  at  S  (emphasis  added). 

"  KLF's  reply  comments  point  out  the  need  for  FDC  costs  to  be  used  in  setting  prices  for 
carrier  equipment  sales  and  that  such  sales,  if  allowed,  should  l>e  permitted  only  through 
separate,  arms'  length  subsidiaries.  See  KLF  Reply  Comments  al  2-4. 
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N  CLEARLY  HAS  AUTHORITY  TO  ISSUE  A  DECLARATORY  RUUNG 
JURISDICTION  OVER  TERMINAL  EQUIPMENT  OFFERINGS  BY  MONOPOLY  CARRIERS 

A.  The  Commimion's  Wide  Latitude  in  Implementing  its  Regulatory  GoaU  Cltarly 
Includes  Regulation  of  the  Nanutility  Activities  of  Monopoly  Carriers 

In  Sections  I  and  II,  IDCMA  haa  established  that  the  implementation  of  the 
various  proposals  in  the  state  commissions  which  provide  for  the  offering  of  termi- 
nal equipment  without  adequate  regulatory  supervision  could  thwart  or  even  nullify 
the  effectuation  of  a  number  of  well-established  policies  and  proceedings  of  this 
Commission  regarding  interstate  communications.  IDCMA  also  demonstrated  that 
there  is  an  overwhelming  need  for  the  Commission  to  take  immediate  steps  Xa 
protect  its  well-estabiished  policy  of  assuring  that  an  opportunity  exists  for  fair 
rompetition  in  the  terminal  equipment  field. 

In  this  section,  IDCMA  will  establish  that  the  Commission  clearly  has  the  authori- 
ty to  assert  jurisdiction  over  the  provision  of  terminal  equipment  offerings  of 
common  carriers  subject  to  ¥CC  regulation  in  order  to  safeguard  the  effectuation  of 
its  regulatory  goals."  The  Communications  Act  provides  the  Commission  with  the 
responsibility  of  assuring  "rapid,  efficient,  nation-wide,  and  world-wide  wire  and 
radio  communication  service  with  adequate  facilities  at  reasonable  charges"."  As 
the  Supreme  Couri  has  consistently  recognized,  the  Communications  Act  provides 
this  Commission  "  'a  comprehensive  mandate'  with  'not  niggardly  but  expansive 
powers'  "  "  to  implement  its  statutory  responsibilities.  The  Act  itself  authorizes  the 
Commission  to:  perform  any  and  all  acts,  make  such  rules  and  regulations,  and 
issue  such  orders,  not  inconsistent  with  this  chapter,  as  may  be  neceosary  in  the 
execution  of  its  functions." 

The  Supreme  Court  has  emphasized  that  the  Commission  is  given  wide  latitude 
over  the  means  by  which  it  assures  that  the  statutory  objectives  are  fulfilled.  For 
example,  the  Supreme  Court  has  upheld  certain  regulations  regarding  CATV  sys- 
tems in  order  to  "promote  the  objectives  for  which  the  Commission  had  been 
assigned  jurisdiction."  "  So  long  as  its  regulations  are  "reasonably  ancillary"  to  the 
"achievement  of  long-established  regulatory  goats"."  the  Commission's  regulatory 
powers  have  been  upheld.  If  the  Commission  has  Jurisdiction  to  regulate  aspects  OS 
CATV  systems  in  onier  to  fulfill  its  statutorily  mandated  responsibilities,  a  fortiori, 
it  can  assume  Jurisdiction  over  the  actions  of  common  carriers  and  their  affiliates  in 
an  area  traditionally  associated  with  regulation  in  order  to  effectuate  well-estsJ>- 
lished  communications  policies. 

Although  certain  carriers  have  recognized  that  their  terminal  equipment  offerings 
are  an  integral  part  of  their  communications  service,"  several  telephone  companies 
in  their  initial  comments  have  asserted  that  this  Commission  lacks  authority  to 
regulate  the  "non-utility"  activities  of  common  carriers  subject  to  FCC  r^ulation." 
For  example,  Central  Telephone  &  Utilities,  in  attempting  to  equate  the  sale  by  a 
monopoly  carrier  of  communications  terminal  equipment  to  the  sale  of  a  "refrigera- 
tor, gas  stove,  blender  radio,  or  microwave  oven,  '  ">  has  made  the  assertion  that  this 
Commission  has  no  authority  "to  extend  its  regulatory  authority  beyond  'communi- 

The  contention  that  this  Commission  lacks  authority  to  regulate  the  terminal 
equipment  offerings  of  monopoly  carriers  can  only  be  characterized  as  frivolous. 
This  argument  directly  contravenes  the  long  established  regulatory  experience  of 
this  Commission.  For  many  years,  a  number  of  carriers  have  filed  tariffs  with  this 
Commission  governing  the  terms  and  conditions  of  carrier-provided  terminal  equip- 

"In  its  Comments  in  Opposition  at  3,  even  Continental  Telephone  acknowledged  that  "the 
CommisBion  may  certainly  regulate  the  terminal  equipment  market".  The  carrier,  however. 
disputed  the  authority  of  the  Commission  to  iinpiKe  the  specific  relief  requested, 

"47  U.S.C.S151  (1976]. 

"  United  Stales  v.  Soulhweslern  Cable  Co..  392  U.S.  15T.  173  (1968],  citing  Natl  Broadcatling 
Co.  V.  United  Slaten.  319  U.S.  190.  219  11943];  accord  United  Slates  v.  Midu/tst  Video  Corp..  406 
U.S.  649.  661  nr/t.  den.  409  U.S.  898  (1972]. 

"47  U.S.C.  5lS4li)(1976l.  Se^GrEScmceCbfj..  v.  FCC,  474  F.2d  724  (2d  Cir.  19731. 

"United  Slates  v.   Midwest   Video  Corp..  406  U.S.  649.  667,  rvh.  den.   409  US.  898  il972i. 

"  Id  at  667-68,  i/uoting  First  Report  and  Order,  20  F.C.C.  2d  201.  202  (!%9). 

"  For  eumple.  GTE  has  asserted  that  "carriers  have  supplied  terminal  equipment  to  comum- 
ers  as  pari  of  their  total  communications  service  offerings".  GTE  Comments  Bt  18  lemphani  in 
originall.  See  also  AT&T  Comments  at  3  in  which  the  carrier  recogniies  that  '■|t)elephofie 
terminal  equipment  is  an  integral  part  of  basic  exchange  services." 

"See  United  Comments  at  9-10  and  Central  Comments  at  4-14, 

■*  Central  Comments  at  1 1. 

"  Id  at  6. 
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ment  offerings."  Although  at  times  these  tarifb  have  been  closely  scrutinized  and 
substantial  questions  have  been  raised  concerning  their  lawfulness."  no  suggestion 
has  ever  been  made  by  this  Commission  or  any  party  that  the  Commission  lacked 
jurisdiction  over  the  subject  matter  of  terminal  equipment. 

This  argument  also  ignores  the  plain  language  of  the  Communications  Act.  which. 
by  its  expreaa  terms,  applies  not  only  to  "communication  by  wire",  but  in  addition 
extends  to  those  entities  which  engage  in  such  communication: 

"[The  Act]  shall  apply  to  atl  interstate  and  foreign  communication  by  wire  or 
radio  and  all  interstate  and  foreign  transmission  of  energy  by  radio,  which  origi- 
nates and/or  is  received  within  the  United  States,  and  to  atl  persons  engaged  within 
the  United  States  in  such  communieation. "" 

Obviously,  the  underscored  statutory  language  would  become  a  total  nullity  if  the 
Commission's  regulatory  authority  was  limited  to  "communication  by  wire". 

Furthermore,  this  Commission  has  asserted  jurisdiction,  which  has  been  upheld 
by  the  courts,  over  various  noncommunications  activities  of  common  carriers.  For 
example,  in  GTE  Service  Corporation  v.  FVC,  474  F.2d  724,  730  I2d  Cir.  1973)  a 
federal  court  upheld  the  authority  of  the  Commission  to  impose  restrictions  upon 
the  data  processing  activities  of  carriers  and  asserted  that: 

"The  initial  question  raised  by  certain  petitioners  is  whether  the  Federal  Commu- 
nications Commission  is  authorized  by  Congress  to  promulgate  ruies  relating  to  the 
entrance  of  communications  common  carriers  into  the  nonregulated  field  of  data 
processing  services.  We  think  the  answer  here  has  to  be  in  the  afTirmative," 

In  fact,  this  Commission  in  the  past  has  asserted  its  authority  to  investigate 
certain  activities  of  Western  Electric,  a  terminal  equipment  manufacturing  affiliate 
of  the  Bell  System." 

Certain  carriers  have  contended  that  it  is  in  some  manner  improper  for  the 
Commission  to  regulate  the  terminal  equipment  offerings  of  monopoly  carriers  and 
leave  unregulated  the  comparable  offerings  of  independent  equipment  manufactur- 
ers." This  assertion  is  totally  without  merit.  Common  carriers  have  sought  and 
retain  valuable  monopoly  franchisee  which  confer  monopoly  powers.  These  carriers 
have  also  voluntarily  chosen  to  provide  competitive  services.  The  government-sanc- 
tioned grant  of  monopoly  power  provides  an  obligation  that  the  carriers'  competitive 
services  are  not  cross-subsidized  by  monopoly  sector  revenues.  In  addition,  any 
carrier  which  does  not  wish  to  be  subjected  to  government  regulation  can  be  free 
from  all  regulatory  restraints  by  electing  to  forego  its  monopoly  franchise.  In  fact, 
the  Commission  has  recognized  the  propriety  of  subjecting  monopoly  carriers  to 
regulatory  supervision  which  is  not  afforded  to  independent  manufacturers: 

"[Tjhere  is  nothing  at  all  improper  about  common  carriers  offering  under  tariff 
items  of  communications  equipment  which  may  also  be  available  on  the  market 
from  unregulated  suppliers."  ■' 

Therefore,  it  is  clear  that  unless  there  is  a  specific  statutory  provision  to  the 
contrary,  this  Commission  has  jurisdiction  over  the  matters  raised  in  the  Petition 
for  Declaratory  Ruling  in  this  proceeding, 

B.  The  Slate  Commissions  Do  Not  Have  Exclusive  Jurisdiction  Over  Terminal  Equip- 
ment Offerings 
A  number  of  participants  have  contended  that  this  Commission  lacks  authority  to 
consider  the  merits  of  the  Petition  because  the  suWecl  matter  is  in  some  manner 
exempt  from  the  Commission's  jurisdiction  under  Sections  152(b)  or  221(b)  of  the 
Communications  Act.  IDCMA  will  demonstrate  that  these  contentions  are  utterly 
without  foundation.  Before  addressing  the  specific  assertions  concerning  these  juriS' 
dictional  exemptions,  however,  it  is  important  to  recognize  that  "the  Supreme  Court 
has  repeatedly  held  that  exemptions  from  a  regulatory  statute  are  to  be  strictly 
construed  and  that  the  burden  of  proof  rests  upon  the  party  which  claims  the 


of  Tariffs  FCC  No.  25i.  iO  F.C.C  2 

"Id. 

"il  U.S.C  SlSaaH1976)  (emphasis  added). 

"AT.  &  T..  The  Aasocialed  Bell  System  Co 
Phase  II  Final  Decision  and  Order.  64  F.C.C,  2( 

"  Set.  e.g..  United  Comments  at  9-10 

"Brief  for  FCC  and  USA, /SMv.  fCC  (Dataspeed  40/4].  470  F.  2d  452  (2d  Cir.  19781  at  38  n.26. 

"  SEC  V.  American  Inl'l  Savings  A  Loan  Ass'n.  197  F.Supp.  341.  347  (D.  Md.  1961  (.See,  SEC  v. 
RalsUm  Purina  Co..  346  U.S.  119  119531. 
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AT.  &  T.'s  assertion  that  47  U.S.C.  §221(bM1976)"  prohibits  the  Commissiaa 
■cise  of  jurisdiction  over  carrier  offerings  of  terminal  equipment  is  without 
it."  This  statutory  exemption  provides  that  the  Commission  has  no  jurisdiction 
'  "telephone  exchange  service"  which  is  subject  to  state  regulation  even  if  such 
ice  IB  provided  among  several  states.  Both  the  plain  language  and  the  judicial 
._.jlruction  of  this  statute  make  it  clear  that  the  scope  of  this  statutory  exemption 
only  extends  to  local  exchange  services.  The  exemption  was  solely  designed  to 
permit  state  regulatory  agencies  to  regulate  local  exchange  service  in  metropolitan 
areas  overlapping  state  lines.  In  North  Carolina  Utilities  Commission  v.  FCC  552 
F.2d    1036  (4th  Cir,),  ceri,   denied.   434   U.S.   874   119771,   the  Court  asserted  that: 

"The  term  'telephone  exchange  service'  is  a  statutory  term  of  art,  and  means 
service  within  a  discrete  local  exchange  system.  '  *  *  (T]he  legislative  history  of 
section  221(bl  leaves  no  doubt  that  the  purpose  of  section  221lbl  is  to  enable  state 
commissions  to  regulate  local  exchange  service  in  metropolitan  areas,  such  as  New 
York,  Washington  or  Kansas  City,  which  extend  across  state  boundaries.  *  *  * 
Section  221(b)  simply  does  not  apply  to  the  'facilities'  with  which  this  appeal  is 
concerned."" 

As  terminal  equipment  offered  by  monopoly  carriers  is  not  limited  to  use  in  a 
discrete  local  exchange  system,  this  statutory  exemption  to  the  Commission's  juris- 
diction has  no  applicability  to  this  case. 

Several  carriers  have  asserted  that  the  offering  of  carrier-supplied  terminal  equip- 
ment is  wholly  an  intrastate  activity  and  consequently  removed  from  this  Commia- 
sion's  jurisdiction  by  47  U.S.C.  §  152(bKlK1976)."  This  contention,  however,  utterly 
fails  to  take  into  consideration  the  nature  of  terminal  equipment.  Terminal  equip- 
ment offerings  under  intrastate  tariffs  are  indistinguishable  from  interstate  offer- 
ings. The  courts  have  noted  that  once  such  equipment  is  provided  to  the  user,  the 
supplier  does  not  have  the  capacity  to  restrict  its  use  to  intrastate  communications: 
"Terminal  equipment  that  is  connected  to  a  telephone  subscriber's  station  and 
line  does  in  fact  connect  with  the  national  telephone  network.  Usually  it  is  not 
feasible,  as  a  matter  of  economics  and  practicality  of  operation,  to  limit  the  use  of 
such  equipment  to  either  interstate  or  intrastate  transmissioin."  " 

The  federal  courts  have  held  that  the  "intrastate"  exemption  does  not  prohibit 
this  Commission  from  regulating  the  terms  and  conditions  of  carrier-supplied  termi- 
nal equipment:  if  [47  U.S.C.  §  152(b)(ll]  were  construed  to  give  the  states  primary 
authority  over  joint  terminal  equipment,  i.e..  equipment  used  interchangeably  for 
Interstate  and  intrastate  service,  then— whenever  state  regulations  conflicted  with 
federal  rules  applicable  to  interstate  calls — the  FCC  would  necessarily  be  prevented 
from  discharging  its  statutory  duty  under  [47  U.S.C.  S§  151-152  (19761]  to  regulate 
interstate  communication.  " 

The  "intrastate"  exemption  only  denies  this  Commission  regulatory  authority 
over  matters  which  in  their  "nature  and  affect  are  separable  from  and  do  not 
substantially  affect  the  conduct  or  development  of  interstate  communications".  ** 
Therefore,  unlike  certain  carrier  activities,  e.g..  the  provision  of  local  exhange 
service,  monopoly  carrier  offering  of  terminal  equipment  cannot  be  classified  as  a 
wholly  intrastate  activity. 

As  the  Comments  of  the  Computer  and  Business  Equipment  Manufacturers  Asso- 
ciation (CBEMAI  in  this  proceeding  persuasively  demonstrate,  47  U.S.C.  §  15201*4) 
(1976)  does  not  prevent  the  Commission  from  asserting  jurisdiction  in  this  proceed- 
ing over  "connecting  carriers"  in  the  same  manner  that  it  regulates  "fully  subject" 


iinsdictic 

ig  for  or  

exchange  service  "  '  "  in  any  case  where  such  matters  are  subject  to  regulation. 

"See  A.T.  &  T.  Comments  at  7, 

•'  552  F.2d  at  1045.  Other  courts  have  construed  this  statute  in  an  identical  manner.  Stt 
Puerto  Rico  TeUphoneCo.  v.  FCC.  553  F.2d  694  (1st  Cir.  1977). 

"  Str.  e.g..  AT  &  T  Comments  at  S-R  and  GTE  Opposition  at  T. 

"North  Carolina  Utilities  Comm'a  i/.  FCC.  537  F.2d  787,  791  I4lh  Cir.l,  cert,  drnitd.  429  US 
lOZinfflG).  Sft  Puerto  Rico  Telephone  Co.  v.  FCC.  553  F.2d  694  (Ist  Cir.  1977). 

••  North  Carolina  Utilities  Commission  v.  FCC.  552  F.2d  1036,  1045  (4th  Cir.l,  cert,  dtnied.  434 
U,S,  874  (1977). 

"  North  Carolina  Utility  Comm  'n,  537  F.2d  at  793.  Therefore,  even  assuming,  arguendo,  thai  a 
meaningful  distinction  between  "interstate"  and  "intrastale"  terminal  equipment  offering  couM 
be  make,  the  courts  have  asserted  thai  the  "intrastate"  exemption  cannot  be  used  to  sanction: 
any  state  regulation,  fomially  restrictive  only  of  intrastate  communication,  that  in  eTTecl  en- 
croaches substantifllly  upon  the  Commission  a  authority  under  Section  201  tl  '    —      "■ 

As  outlined   in   Section   II,  the  dangers  t     "      "  ■         ... 

approach  of  certain  proposals  regarding  the  1 
without  doubt  poaes  such  an  encroachment 


s   policies   by   f 
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"  The  Communications  Act  expressly  provides  that  "connecting  c 
are  subject  to  Commission  regulation  based  upon  Sections  201-205  of  the  Act.*'  As 
one  federal  court  has  asserted: 

"[N]ot  only  telephone  companies  with  lines  that  extend  interstate  but  also  those 
local  companies  that  provide  interstate  service  solely  through  connection  with  the 
lines  of  telephone  companies  that  are  unrelated  to  them,  are  expressly  made 
amendable  to  the  regulatory  provisions  of  sections  201  through  205  of  tne  Act.  *  *  * 
It  is  in  connection  with  the  Commission's  efforts  to  dischar^  it  responsibilities 
under  sections  201  through  205  and  the  alleged  frustrating  effect  of  countervailing 
state  action  that  this  controversy  about  jurisdiction  •  •  •  has  arisen,"  " 

Therefore,  it  is  clear  that  there  is  no  specific  statutory  exemption  limiting  the 
Commission's  jurisdiction  over  the  matters  raised  in  the  Petition  for  Declaratory 
Ruling  in  this  proceeding. 

CONCLUSION 

IDCMA  has  clearly  demonstrated  that  there  is  a  need  for  Commission  action  on 
the  matters  raised  in  the  Petition  for  Declaratory  Ruhne  and  that  the  Commission 
has  authority  to  assert  jurisdiction  over  these  issues.  The  important  federal  inter- 
ests which  may  be  affected  by  the  manner  in  which  monopoly  carriers  offer  termi- 
nal equipment  and  the  pressing  need  for  a  uniform  regulatory  scheme  mandate  the 
Commission's  pre-emptive  assertion  of  jurisdiction. 

The  invocation  of  jurisdiction  by  the  Commission  does  not  preclude  consideration 
of  the  legitimate  interests  of  the  state  regulatory  agencies  in  the  matters  raised  in 
the  Petition  for  a  Declaratory  Ruling.  Section  410(cl  of  the  Communications  Act 
provides  the  Commission  with  authority  to  refer  any  matter  "relating  to  common 
carrier  communications  of  joint  Federal-State  concern,  to  a  Federal-State  Joint 
Board."  "  This  statute  provides  a  mechanism:  under  which  national  primacy  is 
recognized,  yet  the  Commission  is  authorized  to  receive  and  consider  information. 
views  and  proposals  from  concerned  state  agencies  that  may  aid  it  in  reaching 
informed  and  wise  decisions. " 

It  is  clearly  in  the  public  interest  for  the  Commission  to  convene  a  Joint  Board  in 
this  proceeding.  A  Joint  Board  would  be  able  to  fully  evaluate  the  remedies  which 
should  be  applied,  if  anv,  in  light  of  the  serious  allegations  of  abuse  by  monopoly 
carriers  in  the  terminal  equipment  field.  The  petitioners  in  this  proceeding  have 
requested  that  monopoly  carriers  only  be  allowed  to  offer  terminal  equipment 
through  the  vehicle  of  a  totally  separate  arm's  length  subsidiary."  In  view  of  the 
serious  potential  for  cross-subsidization  posed  by  the  provision  of  competitive  termi- 
nal equipment  by  monopoly  carriers,  this  form  of  relief  appears  to  be  justified. 

Certain  telephone  carriers  have  expressed  concern  that  petitioners'  second  re- 
quested form  of  relief,  i.e.,  to  restrict  sales  by  a  carrier's  wholly  separated  terminal 
equipment  entity  to  areas  outside  the  parent  carrier's  general  telephone  exchange, 
may  be  overly  burdensome,  particularly  to  those  small  carriers  operating  in  rural 
areas.  Indeed,  the  comments  of  several  participants  allege  that  small  telephone 
companies,  including  a  carrier  which  has  allegedly  sold  only  20  telephones,"  will  be 
adversely  affected  by  the  remedies  proposea  to  the  extent  that  \  '  ' 
■  lal  ec    ■  .         .        ■   -  .  .  ■.  . . 


terminal  equipment  and  maintenance  may  no  longer  be  available  in  certain  rural 
areas."  While  IDCMA  cannot  attest  to  the  veracity  of  these  allegations,  it  is  uncer- 
tain whether  small  rural  telephone  companies  present  the  same  extent  or  degree  of 
problems  inherent  in  terminal  equipment  sales  activities  of  large  monopoly  carriers. 
such  as  AT&T  and  GTE.  IDCMA,  however,  is  aware  that  whatever  action  the 
Commission  may  take  as  a  result  of  this  proceeding  is  liliely  to  affect  all  carriers. 
including  small  carriers  as  well  as  large  telephone  companies  such  as  AT&T,  GTE 
or  Continental.  Therefore.  IDCMA   suggests   that   the  Commission   may  want  to 


■■  CBEMA  Comments  at  5-6. 

■•<TU.S.C.  B15ab)(1976). 

-North  CoTO/tno  Ulililies  Comm'n.  637  F.2d  at  792,  See  GTE  Service  Corp.  u.  FCC.  474  F,2d 
724  IZd  Cir.  19731.  In  GTE  Service  Corp..  the  Court  guBtained  the  Commiaeion'g  juriadinion  over 
s  connecting  carrier.  Msnkato  Citizens  Telephone  Company,  whoee  facilities  were  contained 
within  one  state. 

"47  U.S.C.  j410*cH1976).  ComjMre  Docket  20981  in  wliich  the  Commission  convened  a  Joint 
Board  to  analyze  the  potential  impact  of  terminal  equipment  competition  on  juriBdictional 
■eparations,  Cunlomer  Prrjvition  of  Terminal  Equipment.  63  F,C,C,2d  202  (1976);  Terminal  Equip- 
ment/Juriedictiona  I  Separations,  64  P.C.C.2d  733  (1971X 

"North  Carolina  Ulililies  Commn.  537  F,2d  at  794, 

~  '     '  a.  CBEMA  has  indicated  its  support  for  thi^poaition. 

'     '  ""elephone  Asaociation  lUSITAI  Comments  at  3. 
...        .     .     .      B  Association  INTCA)  Commenla  in  Opposition  at  3;  Set 

Rochester  Telephone  Comments  at  2. 
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consider  whether  a  full  or  partial  waiver  or  an  exemption  for  small  unafliliated 
telephone  carriera  would  be  in  the  public  intereat." 

This  issue  could  be  included  as  an  item  of  inquiry  in  any  Commission  notice  of 
proposed  rulemaking  which  may  result  from  this  proceeding.  Indeed,  in  light  of  the 
extensive  allegations  and  representations  which  have  been  made  by  all  parties. 
institution  of  a  rulemaking  proceeding  may  in  fact  be  necessary  to  aHBUre  that  the 

lakin 


is  made  that  carrier  sale  of  terminal  equipment  ii 
Board  or  the  Commission  should  promulgate  uniform,  nationwide  standards  t 
implement  its  decision.  These  standards  could  be  developed  either  in  the  Joint 
Board  proceeding  or  in  a  separate  rulemaking.  Pending  the  outcome  of  these  sug' 
geated  proceedings,  IDCMA  urges  the  Commiaaion  to  prohibit  any  monopoly  carrier 
subject  to  Commission  jurisdiction  "  from  engf^ng  in  the  sale  of  terminal  equip- 
ment. This  action  is  designed  to  maintain  the  status  quo  and  to  prevent  irreparable 
injury  not  only  to  the  suppliers  of  independent  terminal  equipment  but  to  the 
competitive  marketplace  as  welt.  If  any  carrier  believes  that  it  should  be  exempt 
from  this  action  on  account  of  the  limited  nature  of  its  terminal  equipment  offer- 
ings or  otherwise,  the  carrier  could  request  a  waiver  from  the  Commission.  The 
burden  of  proof,  however,  would  be  on  the  carrier  to  demonstrate  specific  facts  that 
would  justify  such  a  waiver.'* 

Wherefore,  for  the  reasons  set  forth  above,  IDCMA  respectfully  requests  that  the 
Commission: 

(II  Issue  a  declaratory  ruling  asserting  its  preemptive  jurisdiction  over  issues 
related  to  terminal  equipment  regulation; 

(2)  Undertake  expMlitiously  to  institute  a  Joint  Board  proceeding  to  consider  the 
complex  policy  issues  raised  by  monopoly  carrier  participation  in  the  terminal 
equipment  field;  and 

(3)  Prevent  monopoly  carriers  subject  to  federal  regulation  from  engaging  in  the 
sale  of  terminal  equipment  during  the  pendencv  of  tnis  Joint  Board  proceeding  or 
any  other  proceedings  established  to  consider  the  issues  raised  in  the  Petition  for 
Declaratory  Ruling. 

Respectfully  submitted. 

Herbert  E.  Marks. 
Stephen  R.  Bell. 

April  4,  1979. 

Senator  Hollings.  Very  good.  Thank  you,  Mr.  Carr. 

Mr.  Beach. 

Mr.  Beach.  Mr.  Chairman,  my  name  is  Stephen  H.  Beach  and  I 
am  a  member  of  the  board  of  directors  of  the  Association  of  Data 
Processing  Service  Organizations,  Inc.,  more  commonly  known  in 
the  computer  services  industry  as  ADAPSO.  I  am  also  vice  presi- 
dent of  Control  Data  Corp.  of  Minneapolis,  Minn.,  and  1  am  pres- 
ently assigned  as  general  counsel  of  the  Data  Services  Group  which 
is  headquartered  in  Greenwich,  Conn.  I  am  going  to  depart  from 
my  prepared  statement  in  the  interest  of  brevity,  and  I  request 
that  it  be  included  in  the  record  of  these  proceedings. 

On  behalf  of  ADAPSO'a  membership,  I  wish  to  thank  the  sub- 
committee for  this  opportunity  to  express  ADAPSO's  views  on 
S.  611,  the  Communications  Act  Amendments  of  1979,  and  S.  622, 
the  Telecommunications  Competition  Deregulation  Act  of  1979.  As 
an  association  of  both  large  and  small  users  of  telecommunications 
services,  ADAPSO  has  always  had  a  keen  interest  in  any  proposal 
which  would  affect  the  environment  in  which  both  domestic  and 
international  telecommunications  services  are  made  available  to 
users. 

"  There  is  precedent  for  such  an  exemption  in  the  Commission's  Computer  Inquiry  Rule*.  See 
47C.F.R.  S64.702lbM1977l. 

"  Ab  IDCMA  noted  supm  at  29-30.  the  Commi 
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Mr,  Chairman,  we  of  ADAPSO  have  reviewed  the  two  bills  now 
under  consideration  and,  frankly,  we  are  gratified  by  what  we  see. 
In  ADAPSO's  view,  both  S.  611  and  S.  622  take  needed  action  to 
liberate  innovative  and  competitive  telecommunications  service  of- 
ferings from  unnecessary  Federal  regulation. 

At  the  same  time,  however,  these  two  bills  reflect  a  realistic 
assessment  of  the  relative  power  of  the  participants  in  today's 
telecommunications  industry,  as  well  as  the  inevitable  pitfalls 
which  would  accompany  precipitous  deregulation.  The  subcommit- 
tee and  its  staff  are  to  be  commended  for  achieving  a  balanced 
approach  to  meaningful  deregulation  and  the  preservation  and 
promotion  of  effective  competition. 

In  the  limited  amount  of  time  available  to  me  this  afternoon,  I 
would  like  to  touch  briefly  upon  two  areas  of  interest  to  ADAPSO 
which  are  raised  by  the  proposed  legislation.  The  first  involves  a 
provision  of  S.  611  which,  in  ADAPSO's  view,  appears  to  be  some- 
what out  of  place  in  deregulation  legislation. 

Specifically,  1  am  referring  to  the  proposed  new  section  102  of 
the  Communications  Act  which  would  extend  the  jurisdiction  of  the 
Federal  Government  over  the  previously  unregulated  and  vigorous- 
ly competitive  information  services  industry. 

The  apparent  purpose  of  this  section,  at  least  when  read  in 
conjunction  with  the  prof)osed  revisions  of  section  203,  is  to  pre- 
empt regulation  by  the  States.  Although  ADAPSO  recognizes  that 
the  only  power  given  to  the  Commission  with  respect  to  informa- 
tion services  is  to  promote  competition,  regulatory  jurisdiction, 
once  obtained,  is  rarely  construed  narrowly  by  an  administrative 
agency;  even  more  rarely  is  it  voluntarily  abandoned.  Consequent- 
ly, ADAPSO  urges  the  subcommittee  to  consider  the  adoption  of  a 
brief  statement  of  Federal  preemption,  as  well  as  a  complete  pro- 
scription of  Commission  regulation  of  information  software  and 
services.  In  this  way,  the  subcommittee  will  achieve  its  laudable 
goals  of  competition  and  deregulation  without  creating  an  unin- 
tended opportunity  for  increased  regulation  in  an  already  vigorous, 
competitive  industry. 

The  second  point  I  wish  to  discuss  this  afternoon  involves  the 
provisions  of  section  204,  as  proposed  by  S.  611,  and  its  counterpart 
in  S.  622,  section  225(dX2KA). 

These  two  sections  enumerate  the  criteria  which  the  Commission 
is  directed  to  use  in  distinguishing  among  carriers  for  purposes  of 
determining  the  appropriate  level  of  regulation. 

In  essence,  both  bills  require  an  evaluation  of  a  variety  of  com- 
petitive criteria  which,  while  admittedly  relevant,  are  difficult  to 
quantify,  and  are  of  the  type  that  will  engender  protracted  dis- 
putes, will  encumber  the  Commission's  administrative  processes, 
and  will  otherwise  complicate  the  deregulation  process  contem- 
plated by  Congress. 

ADAPSO  is  of  the  view  that  more  satisfactory  results  could  be 
achieved  by  using  a  more  basic  standard  than  the  criteria  proposed 
by  S.  611  and  S.  622.  Specifically,  ADAPSO  siiggests  that  the  Com- 
mission be  directed  to  focus  upon  the  relationship  which  exists 
between  a  carrier  and  the  basic  transmission  facilities  which  it 
uses  to  provide  service.  Carriers  which  undertake  the  construction, 
acquisition,  or  operation  of  basic  transmission  facilities  and  which. 
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as  a  result,  exercise  absolute  control  over  the  access  and  use  of 
such  facilities,  should  be  considered  in  a  much  different  light  than 
those  carriers  which  do  not  possess  similar  power. 

In  S.  611  parlance,  carriers  which  own  or  control  basic  transmis- 
sion facilities  should  be  considered  category  II  carriers;  those  carri- 
ers which  merely  lease  or  enhance  leased  circuits  obtained  from 
other  carriers  should  be  considered  category  I  carriers.  The  use  of 
this  criterion  as,  at  least,  an  initial  demarcation  point  in  determin- 
ing the  appropriate  level  of  carrier  regulation  will  clearly  facilitate 
the  Commission's  processes. 

For  the  foreseeable  future,  various  telecommunications  services 
are  unlikely  to  be  subject  to  effective  competition  for  a  variety  of 
reasons. 

To  begin  with,  the  overwhelming  presence  of  American  Tele- 
phone and  Telegraph  Co.  in  the  national  market  cannot  be  ignored. 
In  exchange  markets,  local  telephone  companies  can  limit  competi- 
tion through  their  control  over  access  to  the  nationwide  switched 
telephone  network  and  over  access  to  the  intercity  networks  of 
specialized  carriers. 

Other  limitations  on  competition  are  imposed  by  high  entry 
costs,  as  is  the  case  with  satellite  and  terrestriid  microwave  sys- 
tems, and  by  the  scarcity  of  resources,  as  is  the  case  where  an 
allocation  of  the  radio  spectrum  is  involved. 

In  dealing  with  carriers  that  own  or  control  basic  transmission 
facilities  and  that  wish  to  engage  in  competitive  endeavors,  maxi- 
mum separation,  that  is,  the  requirement  of  a  fully  separated 
entity,  should  be  the  Commission's  primary  regulatory  tool. 

The  major  advantage  of  maximum  separation  is  that  it  effective- 
ly deals  with  a  number  of  regulatory  problems,  such  as  cross- 
subsidization  and  tying,  with  a  minimum  amount  of  agency  in- 
volvement. In  addition,  unlike  accounting  procedures,  the  require- 
ment of  a  fully  separated  entity  affirmatively  promotes  competition 
by  creating  a  new  and  distinct  corporate  profit  center. 

The  use  of  ownership  or  control  of  basic  transmission  facilities  as 
a  criterion  in  imposing  regulation,  will  not  unduly  broaden  the 
Commission's  jurisdiction.  Although  the  number  of  carriers  includ- 
ed in  category  11  might  be  somewhat  larger  than  under  the  present 
bill,  the  Commission  has  the  power  to  vary  the  quantity  and  qual- 
ity of  regulation  it  exercises  over  category  II  carriers. 

The  expansion  in  size  of  category  II  envisioned  by  ADAPSO, 
however,  will  help  prevent  anticompetitive  abuses  that  might  oth- 
erwise go  unr^ulated.  A  consideration  of  satellite  carriers,  whose 
numbers  are  limited  by  costs,  the  availability  of  orbits,  and  the 
availability  of  radio  spectrum,  demonstrates  this  point. 

Although  these  carriers  may  experience  competition  among 
themselves  for  transmission  services,  they  enjoy  special  economic 
power  with  respect  to  other  potential  competitors. 

If  classified  as  cat^ory  I  carriers  under  S.  611,  satellite  carriers 
would  not  be  required  to  provide  service  to  remote  access  data 
processors,  nor  would  they  be  required  to  interconnect  customer- 
provided  equipment.  These  satellite  carriers  could,  however,  offer  a 
bundled  data  processing/communications/equipment  service.  "Die 
effect  would  be  to  preclude  data  processors  from  offering  any  serv- 
ices via  satellite  facilities. 
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In  addition,  the  carrier's  customers  would  also  be  precluded  from 
using  their  own  equipment  or  that  of  a  remote  access  data  proces- 
sor for  satellite-beised  services. 

In  summary,  it  is  ADAPSO's  view  that  the  ownership  or  control 
of  basic  transmission  facilities  should  be  the  line  of  demarcation 
between  significant  and  de  minimis  regulation. 

Combined  with  the  Commission's  ability  to  vary  r^ulation  pur- 
BU£mt  to  congressionally  articulated  standards  fmd  the  use  of  maxi- 
mum separation,  the  above  approach  should  promote  competition 
and  minimize  Government  regulation. 

At  the  same  time,  it  will  provide  a  flexible  tool  to  meet  future 
changes  in  technology. 

In  closing,  Mr.  Chairman,  I  wish  to  reaffirm  ADAPSO's  support 
for  the  procompetition  principles  embodied  in  these  bills.  ADAPSO 
bias  offered  these  brief  comments  in  the  interest  of  assuring  that 
the  proposed  legislation  effectively  achieves  a  flexible  regulatory 
environment  in  which  full  and  fair  competition  is  fostered. 

With  the  subcommittee's  permission,  ADAPSO  will  supplement 
these  remarks  with  a  more  detailed  statement  and  analysis  of  the 
domestic  and  international  provisions  of  these  bills  and  suggested 
statutory  language. 

Thank  you  for  the  opportunity  to  participate  in  these  hearings. 

[The  statement  follows:] 


Mr.  Chairman  and  Members  of  the  subcommittee,  my  name  is  Stephen  H.  Beach 
and  I  am  a  member  of  the  Board  of  Directors  of  the  A^ociation  of  Data  Procesaing 
Service  OrganizationB.  Inc.,  more  commonly  known  in  the  computer  services  indus- 
try as  ADAPSO.  I  am  also  Vice  President  of  Control  Data  Corporation  of  Minneapo- 
lis, Minnesota  and  I  am  presently  aaaigned  as  General  Counsel  of  the  Data  Services 
Group  which  is  headquartered  in  Greenwich,  Connecticut. 

On  behalf  of  ADAPSO's  membership,  I  wish  to  thank  the  aubcommittee  for  this 
opportunity  to  express  ADAPSO's  views  on  S.  611.  the  Communications  Act  Amend- 
ments of  1979.  and  S.  622.  the  Telecommunications  Competition  Deregulation  Act  of 
1979.  As  an  association  of  both  large  and  small  users  of  telecommunications  serv- 
ices, ADAPSO  has  always  had  a  keen  interest  in  any  proposal  which  would  affect 
the  environment  in  which  both  domestic  and  international  telecommunications 
services  are  made  available  to  users,'  Mr,  Chairman,  we  of  ADAPSO  have  reviewed 
the  two  bills  now  under  consideration  and,  frankly,  we  are  gratified  by  what  we  see. 
In  ADAPSO's  view,  both  S.  611  and  S.  622  take  needed  action  to  liberate  innovative 
and  competitive  telecommunications  service  offerings  from  unnecessary  Federal 
regulation.  At  the  same  time,  however,  these  two  bills  reflect  a  realistic  assessment 
of  the  relative  power  of  the  participants  in  today's  telecommunications  industry,  as 
well  as  the  inevitable  pitfalls  which  would  accompany  precipitous  deregulation.  The 
subcommittee  and  its  staff  are  to  be  commended  for  achieving  a  balanced  approach 
to  meaningful  deregulation  and  the  preservation  and  promotion  of  effective  competi- 

In  the  limited  amount  of  time  available  to  me  this  morning,  I  would  tike  to  touch 
briefly  upon  three  areas  of  interest  to  ADAPSO  which  are  raised  by  the  proposed 
legislation.  The  first  involves  ADAPSO's  preference  for  the  approach  to  deregula- 
tion taken  by  S.  611,  as  compared  to  the  equally  valid,  but  less  effective,  approach 
envisioned  by  S.  622.  Althougn  the  substantive  Title  II  provisions  of  both  bills  are  in 
many  ways  symmetrical,  their  ultimate  efficacy  in  achieving  deregulation  and  pro- 


on  of  this  country's  2,600  data  prncsBsing  service 
organizationa.  By  dollar  volume,  ADAPSO'e  members  represent  approximately  4S  percent  of  the 
entire  computer  services  industry,  lie  member  companies  provide  the  public  with  a  broad  range 
of  computer  services  such  as  local  batch  processing,  software  design  and  support,  and  terminal- 
based  network  services.  Within  thia  latter  categc^  are  remote  access  data  processing  and  time 
sharing  services.  Again  by  dollar  volume.  ADAPSO's  members  account  for  85  percent  of  the 
remote  processing  services  performed  by  the  industry. 
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moting  full  and  fair  competition  will,  in  ADAPSO's  view,  differ  signiHcantly  because 
of  the  distinct  manner  in  which  the  operative  language  of  each  bill  is  couched. 

Whereas  S.  622  directs  the  Federal  Communications  Commission  to  prescribe 
regulations  to  achieve  certain  specified  objectives,  S.  611  itself  mandates  deregula- 
tion by  making  certain  forms  of  regulation  unlawful  and  it  promotes  competition  by 
prohibiting  certain  carrier  activities  unless  accompanied  by  various  structural  safe- 
guards. Notwithstanding  its  more  direct  and  detailed  approach.  S.  611  maintains 
r^^latory  flexibility  by  empowering  the  Commission  to  waive  a  number  of  statu- 
tory requirements  and  prohibitions.  Such  flexibility  is  essential  in  any  statute  which 
emerges  from  this  Subcommittee,  given  the  dynamic  technology  which  is  typical 
today,  and  which  will  certainly  be  typical  of  tomorrow's  information  services  and 
telecommunications  industries. 

By  making  legislative  decisions  as  to  the  appropriateness  of  various  regulatory 
tools,  however,  S.  611  will  provide  both  industries  with  a  greater  degree  of  certainty. 
Such  regulatory  certainty  will  redound  to  the  benefit  of  the  public,  the  inrormation 
services  and  telecommunications  industries,  and  the  nation.  To  b^in  with,  the 
Commission  will  be  able  to  commence  operations  more  quickly  under  its  newly 
amended  legislative  charter  with  a  significant  amount  of  congressional  guidance 
and  a  substantial  body  of  precedent  already  in  place.  In  addition,  carriers,  data 
processors,  and  others  will  be  able  to  plan  new  service  offerings  and  allocate  their 
resources  accordingly,  unhindered  by  the  specter  of  regulatory  uncertainty.  As  a 
result,  the  public  wilt  benefit  from  these  new  offerings  at  a  much  earlier  date.  The 
United  States  is  the  world's  leading  developer  and  user  of  telecommunications  baaed 
technologies.  To  create  an  environment  in  which  new  development  and  innovation 
become  tentative  could  threaten  that  leadership  position. 

The  second  area  of  interest  to  ADAPSO  which  I  will  address  this  morning  in- 
volves a  provision  of  S.  Gil  which,  in  ADAPSO's  view,  appears  to  be  somewhat  out 
of  place  in  "deregulation"  legislation.  Specifically,  I  am  referring  to  the  propooed 
new  Section  102  of  the  Communications  Act  which  would  extend  the  jurisdiction  of 
the  Federal  Government  over  the  previously  unregulated  and  vigorously  competi- 
tive information  services  industry.  The  apparent  purpose  of  this  section,  as  least 
when  read  in  conjuction  with  the  proposed  revisions  of  Section  203,  is  to  preempt 
regulation  by  the  States.  Although  ADAPSO  recognizes  that  the  only  power  given  to 
the  Commission  with  respect  to  information  services  is  to  promote  competition, 
regulatory  jurisdiction,  once  obtained,  is  rarely  construed  narrowly  by  an  adminis- 
trative agency;  even  more  rarely  is  it  voluntarily  abandoned.  Consequently, 
ADAPSO  urges  the  Subcommittee  to  consider  the  adoption  of  a  brief  statement  of 
Federal  preemption,  as  well  as  a  complete  proscription  of  Commission  regulation  of 
information  software  and  services.  In  this  way,  the  Subcommittee  will  achieve  its 
laudable  goals  of  competition  and  deregulation  without  creating  an  unintended 
opportunity  for  increased  regulation  in  an  already  vigorous,  competitive  industry. 

'The  third  point  I  wish  to  discuss  this  morning  involves  the  provisions  of  Section 
204.  as  proposed  by  S.  611,  and  its  counterpart  in  S.  622,  Section  226(dK2XA).  ThMe 
two  sections  enumerate  the  criteria  which  the  Commission  is  directed  to  use  in 
distinguishing  among  carriers  for  purposes  of  determining  the  appropriate  level  of 
regulation.  S.  611  directs  the  Commission  to  consider  whether  a  carrier  is  subject  to 
"effective  competition"  and  whether  it  offers  an  essential  service  that  would  not  be 
available  at  reasonable  rates  if  it  were  subject  to  competition.  S,  622.  on  the  other 
hand,  directs  the  Commission  to  look  to  such  factors  as  the  carrier's  market  share. 

Erice  leadership,  financial  resources,  customers,  and  competition.  In  essence.  b<Ah 
ills  require  an  evaluation  of  a  variety  of  criteria  which,  while  admittedly  relevant, 
are  difficult  to  quantify,  and  are  of  the  type  that  will  engender  protracted  disputes. 
will  encumber  the  Commission's  administrative  processes,  and  will  otherwise  com- 
plicate the  deregulation  process  contemplated  by  Congress. 

ADAPSO  is  of  the  view  that  more  satisfactory  results  could  be  achieved  by  using 
a  more  basic  standard  than  the  criteria  proposed  by  S.  611  and  S.  622.  Specifically, 
ADAPSO  suggests  that  the  Commission  be  directed  to  focus  upon  the  relationship 
which  exists  between  a  carrier  and  the  basic  transmission  facilities  which  it  uses  to 
provide  service.  Carriers  which  undertake  the  construction,  acquisition,  or  operation 
of  basic  transmission  facilities  and  which,  as  a  result,  exercise  absolute  control  over 
the  access  and  use  of  such  facilities,  should  be  considered  in  a  much  different  light 
than  those  carriers  which  do  not  possess  similar  power.  In  S.  611  parlance,  carriers 
which  own  or  control  basic  transmission  facilities  should  be  considered  Category  Q 
carriers;  those  carriers  which  merely  lease  or  enhance  leased  circuits  obtain^  from 
other  carriers  should  be  considered  Category  I  carriers.  The  use  of  this  criterion  as. 
at  least,  an  initial  demarcation  point  in  determining  the  appropriate  level  of  carrier 
regulation  will  clearly  facilitate  the  Commission's  processes. 
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For  the  foreseeabie  future,  various  t«leco[n[TiuniCBtionE  Hervices  are  unlikely  to  be 
subject  to  effective  competition  for  a  variety  of  reasons.  To  begin  with,  the  over- 
whelming presence  of  American  Telephone  and  Telegraph  Company  in  the  national 
market  cannot  be  ignored.  In  exchange  markets,  local  telephone  companies  can 
limit  competition  through  their  control  over  access  to  the  nationwide  switched 
telephone  network  and  over  access  to  the  intercity  networks  of  specialized  c 
Other  limitations  on  competition  are  imposed  by  high  entry  costs,  as  is  tl 
with  satellite  and  terrestrial  microwave  sj^tems,  and  By  the  scarcity  of  rc" 
is  the  case  where  an  allocation  of  the  radio  spectrum  is  involved. 

In  dealing  with  carriers  that  own  or  control  basic  transmission  facilities  and  that 
wish  to  engage  in  competitive  endeavors,  maximum  separation,  that  is,  the  require- 
ment of  a  fully  separated  entity,  should  be  the  Commission's  primary  regulatory 
tool.  The  major  advantage  of  maximum  separation  is  that  it  effectively  deals  with  a 
number  of  regulatory  problems,  such  as  cross-subsidization  and  tying,  with  a  mini- 
mum amount  of  agency  involvement.  In  addition,  unlike  accounting  procedures,  the 
requirement  of  a  fully  separated  entity  affirmatively  promotes  competition  by  creat- 
ing a  new  and  distinct  corporate  profit  center. 

The  use  of  ownership  or  control  of  basic  transmission  facilities  as  a  criterion  in 
imposing  regulation  will  not  unduly  broaden  the  Commission's  jurisdiction.  Al- 
though the  number  of  carriers  included  in  Category  11  might  be  somewhat  larger 
than  under  the  present  bill,  the  Commission  has  the  power  to  vary  the  quantity  and 

Suality  of  regulation  it  exercises  over  Category  II  carriera.  The  expansion  in  size  of 
ategory  II  envisioned  by  ADAPSO,  however,  will  help  prevent  anticompetitive 
abuses  that  might  otherwise  go  unregulated.  A  consideration  of  satellite  carriers, 
whose  numbers  are  limited  by  costs,  the  availability  of  orbits,  and  the  availability  of 
radio  spectrum,  demonstrates  this  point.  Although  these  carriers  may  experience 
competition  among  themselves  for  transmission  services,  they  enjoy  special  econom- 
ic power  with  respect  to  other  potential  competitors.  If  classified  as  Cat^ory  I 
carriers  under  S,  611,  satellite  carriers  would  not  be  required  to  provide  service  to 
remote  access  data  processors,  nor  would  they  be  required  to  interconnect  customer- 
provided  equipment,  liiese  satellite  carriers  could,  however,  offer  a  bundled  data 
processing /communications /equipment  service.  The  effect  would  be  to  preclude  data 
processors  from  offering  any  services  via  satellite  facilities.  In  addition,  the  carrier's 
customers  would  also  be  precluded  from  using  their  own  equipment  or  that  of  a 
remote  access  data  processor  for  satellite-based  services. 

In  summary,  it  is  ADAPSO's  view  that  the  ownership  or  control  of  basic  transmis- 
sion facilities  should  be  the  line  of  demarcation  between  significant  and  de  minimis 
regulation.  Combined  with  the  Commission's  ability  to  vary  regulation  pursuant  to 
congressional ly  articulated  standards  and  the  use  of  maximum  separation,  the 
above  approach  should  promote  competition  and  minimize  government  regulation. 
At  the  same  time,  it  will  provide  a  flexible  tool  to  meet  future  changes  in 
technology. 

In  closing,  Mr.  Chairman,  I  wish  to  reaffirm  ADAPSO's  support  for  the  pro- 
competition  principles  embodied  in  these  bills.  ADAPSO  has  offered  these  brief 
comments  in  the  interest  of  assuring  that  the  proposed  legislation  effectively 
achieves  a  flexible  regulatoiy  environment  in  which  full  and  fair  competition  is 
fostered.  With  the  Subcommittee's  permission,  ADAPSO  will  supplement  these  re- 
marks with  a  more  detailed  statement  and  analysis  of  the  domestic  and  internation- 
al provisions  of  these  bills. 

Thank  you  for  the  opportunity  to  participate  in  these  hearings. 

[The  following  information  was  subsequently  received  for  the 
record:] 

Wilkinson.  Cragun  &  BARKsit. 

Washington.  DC.  May  31.  1979. 
Re  S.  611— The  Communications  Act  Amendments  of  1979;  S.  622— The  Telecommu- 
nications Competition  Deregulation  Act  of  1979. 
Hon.  Erncst  F,  Hollings, 
Chairman,  Subcommittee  on  Communications, 
Russell  Senate  Office  Building,  Washington.  D.C 

Dear  Mr,  Chairman:  On  May  3.  1979,  Mr.  Stephen  H.  Beach  of  the  Association  of 
Data  Processing  Service  Organizations,  Inc.  (ADAPSO)  testified  before  your  Subcom- 
mittee with  respect  to  S.  611,  the  Communications  Act  Amendments  of  1979,  and  S. 
622.  the  Telecommunications  Competition  Deregulation  Act  of  1979.  Enclosed  for 
inclusion  in  the  record  of  these  hearings  is  a  supplemental  statement  which  further 
elaborates  ADAPSO's  views.  As  requested  by  your  Subcommittee  staff,  we  are 
forwarding  ten  copies  of  ADAPSO's  supplemental  statement. 
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If  you  should  have  any  questions  concerning  the  enclosed  material,  please  do  not 
hesitate  to  contact  us. 
Sincerely, 

Hbrbert  E.  Marks. 
Joseph  P.  Markoski. 
Enclosures. 

F  Data  Processing  Service 

On  May  3,  1979,  Mr.  Stephen  H.  Beach,  a  member  of  the  Board  of  Directors  of  the 
Association  of  Data  Processing  Service  Oreanizations,  Inc.  (ADAPSO),  appeared 
before  this  Subcommittee  and  outlined  ADAPSO's  views  on  S,  611.  the  Communica' 
tions  Act  Amendments  of  1979,  and  S.  622.  the  Telecommunications  Competition 
Deregulation  Act  of  1979.  The  followinestatement  is  submitted  as  a  supplement  to 
Mr.  Beach's  formal  remarks  and  ADAPSO  requests  that  it  be  included  as  part  of 
the  record  of  these  proceedings. 

ADAPSO  is  the  principal  trade  association  of  this  country's  2.600  data  processing 
service  organizations.  By  dollar  volume,  ADAPSO's  members  represent  approxi- 
matelv  48  percent  of  the  entire  computer  services  industry.  Its  member  companies 
provide  the  public  with  a  broad  range  of  computer  services  such  as  local  batch 
processing,  software  design  and  support,  and  terminal-based  network  services. 
Within  this  latter  category  are  remole  access  data  processing  and  time  sharing 
services.  Again  by  dollar  volume.  ADAPSO's  members  account  lor  85  percent  of  the 
remote  processing  services  performed  by  the  industry. 

Simply  defined,  remote  access  data  processing  enables  a  subscriber  to  access  and 
make  use  of  a  computer  that  is  physically  distant  from  the  subscriber's  premises. 
Time  sharing  services  permit  multiple  subscribers  to  use  a  physically  distant  com- 
puter at  approximately  the  same  time.  In  both  situations,  tne  connection  between 
the  subscriber  and  the  computer  is  usually  accomplished  through  the  use  of  tele- 
phone or  telegraph  grade  lines  and  satellite  circuits,  which  are  obtained  from 

A.  THE  COMPUTER  SERVICES 

Because  remote  access  computer  services  a 

hijih  quality  and  reasonably  priced  commor _ _ _  __.   ,  _ 

unique  relationship  has  developed  between  the  data  processing  and  telecommunica- 
tions industries.  This  relationship  has  stimulated  developments  and  improvements 
in  computer  communications  equipment  and  in  common  carrier  services  which 
otherwise  might  not  have  evolved.  In  responding  to  competition,  data  processors 
have  attempted  to  reduce  their  communications  costs  and  thus  their  prices  by 
making  the  most  efficient  possible  use  of  their  telecommunications  facilities.  As  a 
result  of  these  cost-saving  efforts,  manv  technological  improvements  in  data  commu- 
nications equipment,  software,  and  techniques  have  taken  place  which  improve  both 
the  speed  and  quality  of  data  transmission. 

These  innovations  have  been  brought  about  by  a  highly  competitive  industrv  that 
is  composed  of  many  independent  companies,  both  large  and  small.  The  varied  sizes 
of  the  industry's  participants  and  the  competitive  atmosphere  in  which  they  operate 
have  contributed  to  an  environment  in  which  the  unique  or  unusual  data  processing 
needs  of  a  few,  as  well  as  the  more  commonplace  requirements  of  the  many,  have 
all  been  amply  satisfied.  Whether  the  need  be  for  international  access  to  a  poison 
antidote  library  or  for  the  local  batch  processing  of  a  payroll,  the  data  processing 
requirements  of  the  American  public  have  been  met  efficiently,  reliably,  and  at  low 

The  universal  availability  of  sophisticated  data  processing  services  is  not  the 
result  of  a  government  conferred  monopoly.  Rather,  it  is  a  function  of  the  unfet' 
tered  operation  of  the  free  enterprise  system.  This  system  has  been  nurtured  by  the 
Federal  Communications  Commission,  which  has  kept  the  monopoly  power  of  com- 
munications common  carriers  within  proper  bounds  and  has  fostered  the  develop- 
ment of  an  increasing  variety  of  low  cost  communications  services.  Becauai  of  theae 
Commission  policies,  success  in  the  computer  services  industry  has  not  been  depend' 


'  With  Ihe  advent  of  these  services,  11  has  becomp  possible  for  lileraliy  anyone  in  the  m 
with  access  to  a  telephone  to  enjoy  the  iienefits  or  data  processing. 

■  Even  a  quick  review  of  two  non -exhaustive  eompilalions  of  data  processing  equipment 
service  vendors  reveals  [hat  there  are  virtually  no  areas  of  the  country  in  which  data  proces 
is  further  than  a  local  or  toll-free  phone  call  away.  See  Dalapro  Research  Corporation.  . 
Buyer's  Bible  TIIH-H)0-in.''>  iJuly  liKIKI;  Datapro  Research  Corporation:  Data  Qmmunicai 
Cill-lllO-lO.'-Kjuly  l!r7M), 
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ent  upon  either  immense  resources  or  control  over  eBsential  communications  facili- 
ties. Rather,  innovation,  efficiency,  and  service  to  the  consuming  public  remain  the 
keys  to  prosperity.  It  is  the  pursuit  of  these  goals  which  has  accelerated  both  the 
evolution  of  computer  systems  and  their  growing  importance  in  the  daily  lives  of  an 
increasing  number  of  Americans. 

It  is  ADAPSO'a  firm  conviction  that  the  American  public,  American  technology, 
and  the  nation's  economy  have  all  benefited  from  competition  in  the  computer 
services  and  telecommunications  industries.  It  is  for  this  reason  that  ADAPSO  fully 
endorses  the  provisions  of  S.  611  and  S.  622  which  rely  on  marketplace  forces  and 
which  foster  a  flexible  regulatory  environment  in  which  competition  is  encouraged. 
Although  the  underlying  philosophy  of  both  bills  is  equally  sound,  ADAPSO  views 
S.  611  as  the  preferable  vehicle  lor  achieving  a  relaxation  of  federal  regulation.'  In 
view  of  this  fact,  ADAPSO  has  focused  its  attention  on  S.  611.  Therefore,  the 
following  comments  pertain  largely  to  the  provisions  of  S.  611,  although  reference 
will  be  made  to  S.  622  where  similar  provisions  are  found  in  both  bills. 

B.   THE  SCOPE   OF   RECULATOBV   JURISDICTION 

One  aspect  of  S.  611  which  is  of  particular  concern  to  ADAPSO  is  the  proposed 
new  Section  102  of  the  Communications  Act,  This  section  enumerates  the  findings  of 
Congress  with  respect  to  the  difficulties  encountered  in  distinguishing  between 
interstate  and  intrastate  telecommunications.  It  also  defines  the  jurisdiction  of  the 
Federal  Communications  Commission.  Among  other  things,  Section  102  authorizes 
the  Commission  to  exercise  jurisdiction  over  "all  commerce  in  .  .  ,  information 
software,  and  information  services."  The  apparent  purpose  of  this  provision,  at  least 
when  read  in  conjunction  with  the  proposed  revisions  of  Section  203,  is  to  preempt 
regulation  of  such  services  by  the  States.*  Although  ADAPSO  recognizee  that  S«;- 
tion  203  prohibits  the  Commission  from  imposing  any  requirements  on  the  informa- 
tion software  or  information  services  industry  other  than  those  needed  "to  foster 
competition,"  ADAPSO  is  concerned  that  the  regulatory  authority  contained  in 
Sections  102(a)  and  203(d)  may  be  broadly  construed  by  both  the  Commission  and 
the  courts. 

In  order  to  avoid  an  unintended  and  unwarranted  extension  of  federal  regulation, 
ADAPSO  urges  the  Subcommittee  to  consider  an  alternative  statutory  approach.* 
Specifically,  ADAPSO  recommends  that  the  Subcommittee  incorporate  a  simple 
statement  of  federal  preemption  in  Section  102  and  that  it  delete  the  Section's 
expansive  expression  of  jurisdiction,'  With  respect  to  Section  203(d),  ADAPSO  rec- 
ommends that  the  Commission's  authority  to  prescribe  rules  related  to  the  intercon- 
nection of  customer-provided  equipment  be  more  clearly  circumscribed.  ADAPSO 
proposes  that  it  be  made  clear  that  Section  203(d)  is  not  intended  to  provide  the 
Commission  with  a  basis  for  exercising  jurisdiction  over  the  computer  services 
industry. 

A  related  problem  is  raised  by  Section  203(g),  which  could  be  construed  to  classify 
as  carriers  suppliers  of  certain  types  of  information  services,  such  as  time  sharing 
and  remote  access  data  processing  services,  despite  other  provisions  of  the  bill.  The 
defmition  of  "information  services"  in  Section  103(15),  for  example,  is  clearly  broad 
enough  to  encompass  remote  computing  services.  Similarily.  the  definition  of  "tele- 
communications carrier"  in  Section  103(5)  appears  to  have  been  specifically  drawn 
so  as  to  exclude  organizations  that  are  engaged  in  the  provisions  of  such  informa- 
tion services.  Section  203(a)  echoes  these  definitions  by  expressly  excluding  the 
K>visions  of  information  services  from  the  concept  of  telecommunications  service, 
e  apparent  purpose  of  Section  203(g)  is  to  clarify  the  status  of  schcalled  hybrid 
services  (both  communications  and  data  processing).  It  is  also  apparently  intended 
to  rectsnize  the  special  problems  presented  by  a  Category  II  carrier  such  as  Ameri- 
can Telephone  and  Tele^aph  Ckimpany  that  also  offers  services  through  a  separate 


'Then 
submitted  to  the  Si 


*  This  has  recently  been  conlirnwd  by  the  Chainnan  of  the  Subcommittee,  Senator  Hoilini 

Addrew  by  Senator  Ernest  F.  Hoilings,  ADAPSO  50th  Management  Conference  (May  16,  197 

'Specific  statutory  language  reflecting  ADAPSO's  propoeals  appears  in  Appendix  I  to  1 


No.  95-5(M,  the  Airline  Deregulation  Act  of  19T8.  See  49  U.S.C.  {  ISOSIaMll  (197(1).  This  provision 
has  already  been  enforced  by  the  courts.  See  Hushes  Air  Wat  v.  California  Public  Uiilitia 
Commiuion.  No.  78-28S0-SW  (N,D.  Cal.  March  9,  1»T9).  In  a  similar  vein.  ADAPSO  rrnom- 
mendathat  the  aasertion  of  jurisdiction  over  electronic!  equipment  also  be  qualifled. 
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Under  present  law,  a  computer  services  company  that  ofTers  r. 

Erocessing  is  not  a  common  carrier  and  is  therefore  not  regulated.  This  should  not 
B  changed.  Under  S.  611,  if  such  a  data  procesaing  company  were  to  offer  a 
communications  service,  it  would  be  a  Category  I  carrier,  but  would  be  subject  to 
virtually  no  regulation,  A  similar  result  would  follow  under  ADAPSO's  proposed 
classification  scneme.  which  is  discussed  below.  If  such  a  data  processing  company 
were  affiliated  with  a  Categoi^  II  carrier,  however,  the  Commission  would  have 
broad  power  under  Section  W5(b}  of  S.  61 1  to  prescribe  specific  structural  conditions 
to  prevent  any  anticompetitive  abuses.  This  would  also  extend  to  hybrid  services. 
Similarly,  under  the  ADAPSO  recommendation,  discussed  later,  specific  proviaioD  is 
made  for  the  problems  associated  with  a  dual  (communications — data  proceaaiiigl 
offering  by  an  afTiliate  of  a  carrier  that  offers  basic  transmission  services. 

Therefore,  the  problems  with  which  Section  203(g)  is  concerned  appear  to  be  dealt 
with  elsewhere.  By  eliminating  Section  203(g),  however,  a  number  of  ambiguities 
will  be  avoided.  If  eliminated,  no  basis  will  exist  for  asserting  jurisdiction  orer 
remote  access  data  processing  service  vendors  (even  as  Cat^ory  I  carriers)  simply 
because  they  offer  services  that  have  an  "integral"  and  incidental  communicationB 
component— even  though  the  primary  or  even  the  sole  purpose  of  such  service  is  to 
provide  data  processing  services  directly  to  the  consumer.  Therefore,  in  ADAPSO's 
view,  Section  203(g)  should  be  deleted. 

C.   THE  CLASSinCATION   OP  CARRJERS 

Section  204,  as  proposed  by  S.  611,  directs  the  Federal  Communications  Commis- 
sion  to  classify  and  regulate  all  carriers  subject  to  its  jurisdiction  as  either  Category 
!  or  Category  II  carriers.  Under  this  proposed  claBsilication  scheme.  Category  A 
carriers  are  subject  to  substantially  more  regulation  than  Category  I  camera. 
Section  225(dH2HA)  of  S.  622  is  similar  to  its  counterpart  in  S.  611  In  that  it  directs 
the  Commission  to  prescribe  regulations  which  classify  common  carriers  according 
to  the  degree  of  regulation  necessary  for  each  carrier. 

In  classifying  carriers,  the  Commission  is  directed  by  S.  611  to  consider  whether  a 
carrier  is  subject  to  "effective  competition"  and  whether  it  offers  an  eaaential 
service  that  would  not  be  eenerally  available  at  reasonable  rates  if  it  were  subject  to 
competition.  S.  622.  on  tne  other  hand,  directs  the  Commission  to  look  to  such 
factors  as  the  carrier's  market  share,  price  leadership,  financial  resources,  custom- 
ers, and  competition.  In  essence,  both  bills  require  an  evaluation  of  a  variety  of 
criteria  which  appear  to  be  designed  to  determine  the  relative  economic  power  of  all 
participants  in  a  particular  market,  the  ability  of  that  market  to  sustain  competi- 
tion, and  the  effect  which  competition  and  a  lessening  of  regulation  will  have  on  the 
availability  of,  and  rates  charged  for,  essential  telecommunications  services.  In 
ADAPSO's  view,  a  consideration  of  the  criteria  enumerated  by  S,  611  and  S.  622  will 
require  the  Commission  to  apply  a  number  of  abstract  concepts,  the  proper  applica- 
tion of  which  in  any  given  situation  will  be  a  matter  of  dispute  among  reasonable, 
let  alone,  interested  parties.  One  such  concept  which  undoubtedly  will  be  the  subject 
of  endless  disputes  is  the  definition  of  the  appropriate  market  in  which  the  Commis- 
sion should  conduct  its  requisite  competitive  analysis.  That  disputes  will  arise  is 
certain,  because,  at  least  with  respect  to  S.  Gil,  significant  differences  in  regulatory 
treatment  will  result  from  a  carrier's  classification. 

Although  ADAPSO  is  in  basic  agreement  with  the  concept  of  both  bills  that 
different  classes  of  carriers  warrant  different  levels  of  regulation,  the  classification 
schemes  envisioned  by  S.  611  and  S.  622  will  prove  to  be  unnecessarily  cumbersome 
and  time  consuming  in  achieving  their  desired  goals.  In  ADAPSOs  view,  more 
satisfactory  results  could  tie  achieved  by  suing  a  more  basic  standard  than  the 
criteria  proposed  by  these  two  bills.  Specifically.  ADAPSO  recommends  that  all 
significant  regulatory  decisions  be  guided  by  whether  the  carriers  involved  own  or 
control  the  basic  transmission  facilities  which  they,  as  carriers,  offer  for  hire.'  The 
use  of  such  a  standard  is  appropriate  because  it  takes  into  account  the  significant 
economic  power  which  certain  carriers  enjoy  by  virtue  of  their  control  over  access  to 
essential  transmission  facilities.  This  power,  which  is  in  many  respects  unrelated  to 
a  carrier's  size  or  business  acumen,  is  strictly  a  function  of  a  carrier's  ownership  or 
control  of  limited,  though  essential,  telecommunications  resources.  Because  of  this 
power,  these  carriers  have  the  ability  to  thwart  competition  and  stifle  ii 


'  As  used  herein,  basic  transmiBsion  facilities  mean  the  lines  "■hich  constitute  the  underlying 
pathway  for  transmiBaioii.  They  du  not  include  lines  or  circuits  created  soley  Iw  Bubdividing  or 
enhancing  the  quality  o(  an  existing  line,  where  the  carrier  subdividing  or  enhancing  the  line 
obtains  it  under  tariff  from  another  earner.  Similarly,  they  do  not  include  the  swilcnca  which 
may  be  employed  by  data  processors  end  others  in  connection  with  the  use  of  lei      ' 
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the  computer  services  industry  and  other  competitive  fields.  Those  carriers  which  do 
r  control  such  racilities.  but  merely  lease  them  under  tariff  from  other 
i,  do  not  possess  similar  power. 

American  Telephone  and  Telegraph  Company  (AT&T)  is.  obviously,  the  country's 
largest  carrier  and  it  owns  and  controls  the  vast  majority  of  this  nation's  telecom- 
munications facilities.  Its  dominance  in  the  marketplace  and  control  over  the  na- 
tionwide network  cannot  be  ignored.  The  same  is  true  of  the  Bell  operating  compa- 
nies, Even  independent  and  smaller  carriers,  however,  enjoy  similar  power,  albeit  In 
a  limited  geographic  area.  In  every  local  exchange,  the  local  facility-owning  tele- 
phone company  is  almost  always  the  sole  supplier  of  service  and.  as  such,  can  limit 
competition  through  its  control  over  access  to  the  nationwide  switched  telephone 
network  and  over  access  to  the  intercity  networks  of  specialized  carriers.  Consider- 
ations related  to  the  ownership  or  control  of  facilities  also  place  limits  on  competi- 
tion. High  entry  costs,  for  example,  such  as  those  associated  with  satellite  and 
terrestrial  microwave  systems,  limit  the  number  of  participants  in  a  given  market. 
Equally  Important  for  its  effect  on  competition  is  the  role  played  liy  scarce  re- 
sources, such  as  is  the  case  where  an  allocation  of  the  radio  spectrum  is  Involved. 

The  power  of  carriers  that  own  or  control  facilities  to  refuse  Interconnection  to 
users,  to  discrlmlnatorily  vary  the  parameters  of  service  ofTerings,  and  to  otherwise 
manipulate  or  restrict  network  access  should  not  be  underestimated.  Carriers  which 
merely  lease  their  facilities  under  tariff  simply  cannot  exercise  the  same  power  over 
users,  since  their  subscribers  can  obtain  service  directly  from  the  underlying  carri- 
er. If  the  underlying  carrier,  however,  refuses  service  or  requires  Ities)  the  use  of 
one  service  in  order  to  obtain  another,  the  subscriber  or  resale  carrier  has  no 
economically  viable  choice  but  to  comply  with  the  underlying  carrier's  conditions  if 
service  is  U>  be  obtained  in  a  timely  manner.  In  view  of  the  power  which  carriers 
that  own  or  control  basic  transmission  facilities  can  wield,  it  is  ADAPSO's  view  that 
the  tine  of  demarcation  between  significant  and  de  minimis  regulation  should 
depend  upon  the  carrier's  relationship  to  the  facilities  it  uses  to  provide  service. 

ADAPSO  therefore  urges  the  Subcommittee  to  consider  a  classification  scheme 
different  from  that  appearing  in  Section  20'1  of  S.  611  or  Section  225(dl  of  S.  622. 
Specifically.  ADAPSO  recommends  that  carriers  that  undertake  the  construction, 
acquisition,  extension  or  operation  of  basic  transmission  facilities  be  classified  and 
regulated  differently  land  potentially  more  extensively)  than  carriers  which  do  not 
undertake  such  activities.  In  other  words,  carriers  that  own  or  control  basic  trans- 
mission facilities  should  be  considered  Categorv  II  carriers  and  all  other  carriers 
should  be  considered  Category  I  carriers.  This  classification  scheme  will  not  unduly 
broaden  the  scope  of  regulation.  Although  the  number  of  Category  II  carriers  would 
admittedly  be  larger  than  under  the  present  provisions  of  S.  611.  the  Commission 
should  have  the  power  to  vary  the  quantity  and  quality  of  regulation  it  exercises 
over  these  carriers.  More  Importantly,  the  increase  In  the  number  of  carriers 
subject  to  greater  regulation  will  be  offset  by  the  ability  of  the  Commission  to 
prevent  anticompetitive  abuses  that  might  otnerwise  be  beyond  the  scope  of  its 
regulatory  powers. 

A  consideration  of  satellite  carriers,  whose  numbers  are  limited  by  costs,  the 
availability  of  orbits,  and  the  availability  of  radio  spectrum,  demonstrates  this 
point.  Although  these  carriers  may  experience  competition  among  themselves  for 
transmission  services,  they  enjoy  special  economic  power  with  respect  to  other 
potential  competitors.  If  classified  as  Categoi^  I  carriers  under  S.  611,  satellite 
carriers  woulo  not  be  required  to  provide  service  to  remote  access  data  processors, 
nor  would  they  be  required  to  interconnect  customer-provided  equipment.  'The  effect 
would  be  to  preclude  data  processors  from  offering  any  services  via  satellite  facili- 
ties. In  addition,  the  carrier's  customers  would  also  be  precluded  from  using  their 
own  equipment  or  that  of  a  remote  access  data  processor  for  satellite-based  services. 
These  satellite  carriers,  however,  could  offer  a  bundled  data  processing/communica- 
tions/equipment service.  In  order  to  avoid  such  a  regulatory  "loophme,"  ADAPSO 
recommends  that  the  classified  scheme  described  above  be  incorporated  in  S.  611  in 
lieu  of  the  present  provisions  of  Section  21)4,' 

D.   THE   USE   OK   FULLY   SEPARATED   ENTITIES 

As  noted  by  Chairman  Hollings  during  a  recent  address,  the  separate  entity 
requirement  of  S.  611  is  the  centerpiece  of  the  proposed  legislation  now  before  the 
Subcommittee.  This  concept,  which  is  given  substance  by  such  provisions  as  Sections 
103111)  and  2031b),  is  fully  supported  by  ADAPSO.  Indeed,  ADAPSO  is  of  the  view 
that  these  so-called  maximum  separation  provisions  should  be  strengthened. 
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During  the  recent  hearings  which  were  conducted  by  the  Subcommittee,  a 
number  of  parties  objected  to  the  separate  entity  provisions  of  S.  611  as  unnecessary 
and  as  unduly  burdensome.  In  the  view  of  these  parties,  troditianal  common  carrier 
r^ulatory  tools  such  as  ratemaking  and  accounting  procedures  provide  the  ConmuB- 
sion  with  sufficient  means  to  monitor  and  control  the  activities  of  common  carriers 
in  competitive  markets.  ADAPSO  has  reviewed  these  arguments  and  has  concluded, 
as  the  Subcommittee  did  originally,  that  when  carriers  such  as  AT&T  enter  compet- 
itive markets,  only  a  structural  remedy  will  protect  the  interests  of  monopoly 
ratepayers,  promote  competition,  and  foster  innovation.  In  other  words,  it  remains 
ADAI^O's  position  that,  as  a  general  principle,  carriers  that  own  or  control  basic 
transmission  facilities  should  be  permitted  to  engage  in  commercial  data  processing 
and  other  competitive  services  only  through  the  vehicle  of  a  separate  arm's-length 
corporate  afTiliate, 

The  use  of  such  a  structural  remedy  is,  in  ADAPSO's  view,  required  by  the  evib 
which  are  sought  to  be  prevented.  The  opponents  of  maximum  separation  and,  all 
too  often,  many  of  its  supporters  generally  focus  on  only  the  most  obvious  of 
anticompetitive  abusee^the  croaa-suliaidization  of  a  carrier's  competitive  service 
otieringH  with  the  revenues  of  noncompetitive  communications  services.  Consequ«it- 
ly,  a  great  deal  of  attention  is  also  focused  upon  the  relative  ability  or  inability  oF 
accounting  systems  to  identify  and  prevent  cross-subsidies. 

There  are,  however,  other  anticompetitive  abuses  with  which  the  Subcommittee 
should  be  equally,  if  not  more,  concerned.  Tying  arrangements  are  one  such  atMise. 
If  facility-owning  carriers  were  permitted  to  offer  both  competitive  and  noncompeti- 
tive services  directly  to  the  public,  these  carriers  could  require  their  customers  to 
purchase  competitive  services  as  a  condition  precedent  to  setTuring  basic 
noncompetitive  service.  In  other  words,  they  could  use  the  demand  or  abeolute  need 
for  their  noncompetitive  services  to  enhance  the  desirability  of  their  competitive 
offerings.  This  type  of  abuse  can  take  many  subtle  forms.  A  customer,  for  example, 
could  be  led  to  expect  more  prompt  installation  of  new  circuits,  or  better  repair 
service  for  these  circuits,  if  the  customer  also  purchased  its  competitive  services 
from  the  carrier.  Basic  leiecommunications  services  could  also  be  deliberately  struc- 
tured in  a  manner— unrelated  to  technical  performance — which  makes  it  unecono- 
mical, inefficient,  or  simpl][  more  bothersome  to  utilize  any  service  other  than  a 
carrier's  competitive  offerings.  These  anticompetitive  results  could  easily  be 
achieved  by  carriers  through  such  devices  as  selectively  tailoring  network  protocols 
or  eBtablishinE  restrictive  interface  standards. 

The  prior  Bell  System  requirement  of  a  Data  Access  Arrangement  CDAA)  is  a 
clear  example  of  the  type  of  action  which  can  be  taken  by  carriers  to  discriminate 
against  competitive  offerings.  Subsequent  to  the  Carterfone  decision,  the  Bell  System 
required  the  interposition  of  a  telephone  company  provided  piece  of  equipment,  the 
DAA,  between  the  network  and  all  competitive — but  not  Bell— data  equipment. 
Although  the  alleged  purpose  of  the  DAA  was  to  protect  the  network  from  harm, 
the  net  effect  of  this  requirement  was  to  increase  the  costs  and  thus  reduce  the 
desirability  of  competitive  equipment.  It  was  in  recognition  of  the  anticompetitive 
nature  of  the  DAA  requirement  that  the  Federal  Communications  Commission 
adopted  its  present  interconnection  policies  and  initiated  a  registration  program  for 
all  equipment  connected  to  the  telephone  network. 

Requiring  carriera  to  provide  competitive  services  through  a  separate  corporate 
affiliate  will  limit  the  possibility  of  the  above  abuses,  but  only  if  the  affiliate  is 
"fully  separated"  from  the  carrier  on  a  practical  daily  operating  basis.  By  requiring 
the  corporate  affiliate  to  operate  as  a  distinct  business  enterprise  with  separate 
personnel,  separate  facilities,  and  separate  books  of  account,  it  would  be  difficult  for 
the  carrier  to  cross-subsidize  or  engage  in  the  more  subtle  forms  of  unfair  competi- 
tion. Outright  transfers  of  funds  would  be  monitored  through  the  regulation  of  the 
carrier's  rate  base  in  ratemaking  proceedings.  Tying  arrangements  and  other  anti- 
competitive practices  would  be  discouraged,  because,  in  order  to  succeed,  the  aflili- 
ate's  offerings  would  have  to  be  structured  to  meet  its  own  competition  and  not 
merely  the  overriding  commercial  objectives  of  its  affiliated  carrier. 

The  maximum  separation  of  carrier  and  affiliate  would  also  have  a  beneficial 
impact  on  competition.  By  divorcing  competitive  and  noncompetitive  service  offer- 
ing maximum  separation  would  create  two  distinct  profit  centers.  The  afTiliate 
would  seek  to  maximize  its  profits  through  innovation  and  efficiency  in  the  competi- 
tive arena;  the  carrier  would  do  the  same  in  the  noncompetitive  telecommunications 
field.  This  division  of  the  profit  motivation  can  only  inure  to  the  public's  benefit.  In 
the  past,  for  example,  many  of  the  developments  in  the  computer  services  industry 
were  spawned  by  the  structural  tension  caused  by  the  interface  between  computer 
services  and  telecommunications.  As  noted  above,  data  processors,  in  their  efforts  to 
reduce  costs  and  compete  effectively,  have  generated  many  technological  improve- 
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merits  in  data  communications  equipment,  software,  and  techniques  which  improve 
both  the  speed  and  (juality  of  data  transmission.  Carriers  which  own  or  control  their 
transmission  facilities,  on  the  other  hand,  simply  do  not  have  the  same  economic 
incentive  to  improve  the  efficiency  or  accuracy  of  their  data  transmission. 

The  separate  entity  provisions  of  S.  611  do  not  obviate  the  need  for  reliable 
accounting  procedures.  Standing  alone,  however,  such  procedures  do  not  share  the 
utility  of  maximum  separation.  To  begin  with,  accounting  procedures  cannot  and  do 
not  affirmatively  promote  competition.  Equally  important  is  the  fact  that  such 
procedures  are  mcapable  of  addressing,  much  less  limiting,  any  anticompetitive 
abuses  unrelated  to  the  proper  allocation  of  funds,  such  as  those  concerning  access 
to.  or  the  quality  of,  telecommunications  facilities.  In  addition,  it  is  questionable 
whether  accounting  procedures  alone,  however,  rigorous,  can  prevent  cross-subsidi- 

Even  the  tiest  accounting  syst«m  is  limited  by  the  quality  of  the  data  which  it 
reflects.  When  dealing  with  an  organization  of  the  size  and  with  the  complex 
corporate  structure  of  AT&T,  the  identification  and  proper  attribution  of  expenses 
on  a  cost<:auBative  basis  is  difficult.  Because  of  its  size  and  organization,  AT&T  can 
"bury"  expenses  by  spreading  them  across  a  very  large  number  of  product  lines, 
both  competitive  and  noncompetitive.  It  can  also  "bury"  expenses  by  distributing 
activities  among  its  various  units:  Bell  Telephone  Laboratories,  Western  Electric 
Company.  Long  Lines,  the  general  departments,  the  Bell  operating  companies,  or 
among  any  combination  of  the  above.  Consequently,  it  would  be  difficult  for  any 
accounting  system  to  identify,  much  less  prevent,  intra-  and  inter-corporate  subsidi- 
zation within  the  Bell  System. 

Another  difficulty  with  which  accounting  procedures  cannot  contend  is  the  his- 
torical monopoly  position  of  AT&T.  Because  of  its  government  conferred  franchise, 
AT&T  has  over  the  years  amassed  tremendous  physical  resources.  These  valuable 
assets  have  virtually  all  been  acquired  at  the  expense  of  monopoly  ratepayers.  If 
these  assets  were  to  be  used  for  competitive  service  offerings,  it  would  be  virtually 
impossible  to  attribute  all  of  their  associated  historical  costs  in  any  reasonable 
fashion  to  the  competitive  services.  The  result  would  be  to  confer  an  unfair  and 
unjustifiable  competitive  advantage  upon  the  carrier. 

The  m^or  advantage  of  maximum  separation,  however,  is  that  it  effectively  deals 
with  a  large  number  of  regulatory  problems  with  a  minimum  amount  of  agency 
involvement.  This,  in  and  of  itself,  makes  the  use  of  fully  separated  entities  a 
desirable  regulatory  tool.  By  requiring  the  use  of  separate  subsidiaries,  S.  611  would 
ease  the  task  of  the  FCC  and  enable  it  to  act  simply  as  a  "t>order  guard"  l>etween 
noncompetitive  telecommunications  services  and  competitive  markets. 

The  parameters  of  maximum  separation  in  S.  611  are  established  by  Section 
103(11),  which  defines  the  terms  "fully  separated  entity"  and  "fully  separated  carri- 
er." In  large  part,  these  definitions  reflect  the  maximum  separation  provisions  of 
the  FCC's  Computer  Rules.*  Specifically,  Section  103(111  provides  that  in  order  for 
two  affiliated  entities  to  be  "fully  separated,"  they  must  have  separated  directors, 
officers,  employees,  financial  structure,  and  facilities.  In  addition,  they  must  deal 
with  one  another  on  an  arm's-length  basis  in  the  same  fashion  as  they  would  deal 
with  unaffiliated  entities.  Although  ADAPSO  is  in  basic  agreement  with  the  view  of 
maximum  separation  embodied  in  this  section,  certain  amplilications  are  in  order. 

As  drafted,  the  maximum  separation  envisioned  by  Section  103(11)  does  not  take 
into  account  all  of  the  forms  of  croBs-subsidizetion  and  anticompetitive  abuses  such 
as  tying  in  which  affiliates  can  engage  when  they  are  not  "fully  separated."  Joint 
marketing,  sales,  and  promotional  efforts,  for  example,  provide  many  of  the  same 
opportunities  for  cross-subsidization  as  do  the  common  use  of  facilities  and  person- 
nel. The  same  dangers  are  presented  when  a  carrier  engages  in  the  sale  or  promo- 
tion of  data  processing  or  other  competitive  offering  on  behalf  of  its  affiliates."*  In 
addition  to  cross-subsidies,  the  carrier  could  also  unfairly  share  its  knowledge  of  the 
identity  of  the  customers  of  its  affiliate's  competitors — information  which  the  carri- 
er gains  solely  by  virtue  of  its  role  as  sole  supplier  of  local  service. 

To  avoid  these  competitive  problems,  carriers  and  entities  that  are  maximally 
separated  should  be  prohibited  from  engaging  in  any  joint  undertakings.  Similarly, 
a  fully  separated  carrier  or  entity  should  be  prohibited  from  selling  or  promoting 
the  goods  or  services  of  its  affiliates.  In  addition,  as  the  Federal  Communications 
Commission  recognized  when  it  first  articulated  the  maximum  separation  require- 
ment, there  is  implicit  in  a  prohibition  of  joint  undertaliingB  a  similar  prohibition 
against  the  common  use  by  two  affiliates  of  the  same  corporate  name  and  promo- 

•47  C.F.R,  |64,7021bHdl  119781;  See  GTE  Service  Corpomlioa  u.  FCC.  474  F.Zd  724  (Zd  Qr. 
1973). 
"  Computer  Use  of  CommunicaHona  Facililiea.  28  FCC.  2d  267.  272  (1971), 


Dig,, z.d  by  Google 


activities  by  highlighting  their 

Section  103(111  should  also  be  amended 

symbols  by  fully  separa  ed  entities  and 

Although  Section  103(11)  requires 

on  an  arm's-length  basia  under  the 

unafRliated  organizations.  ADAPSO  suggests  that  this  concept  be  further  refined  by 
requiring  fully  separated  carriers  and  entities  to  secure  Iheir  transmission  aervicM 
from  their  carrier  affiliateB  pursuant  to  tariffs  of  general  applicability.  Such  a 
requirement  is  essential  if  there  is  to  be  any  meaningful  protection  against  crtWB- 
subsidization  and  other  unfair  competitive  practices.  If  affiliates  were  permitted  to 
deal  with  each  other  pursuant  to  contracts,  telecommunications  services  could  be 
configured  in  such  a  way  that  they  would  onlv  be  of  use  to  the  affiliate.  Aithou^ 
such  service  offerings  mi^ht  ostensibly  be  available  to  all  other  users,  the  intention- 
al manipulation  of  technical  or  other  specifications  of  the  service  could  render  such 
availability  an  empty  protection  against  "sweetheart"  contracts.  If  such  a  service 
were  reconfigured  to  meet  a  service  request  of  an  unaffiliated  organization,  price 
could  easily  be  manipulated  to  aid  affiliated  entities  or  carriers  at  the  eipenae  of 
unaffiliated  competitors." 

As  noted  at>ove,  ADAPSO  is  of  the  view  that,  as  a  general  principle,  maximum 
separation  should  apply  whenever  a  facility-owning  carrier  wishes  to  engage  in  a 
competitive  endeavor.  ADAPSO  also  recognizes,  however,  as  does  Section  203(b), 
that  there  will  arise  situations  where  strict  application  of  this  principle  would  cauae 
undue  hardship  and  might  adversely  affect  the  availability  of  service.  In  such  caaes, 
the  Commission  should  be  permitted  to  modify,  after  notice  and  hearing,  the  re- 

autrement  of  a  separate  affiliate.  In  exercising  this  discretion,  the  CommiaHion 
nould  be  directed  by  Congress  to  waive  only  those  requirements  of  maximum 
separation  as  are  necessary  to  assure  the  availability  of  service  to  the  public.  In 
addition  or  in  the  alternative,  the  Commission  should  be  permitted  to  impose  other 
conditions  that  might,  in  a  given  case,  adequately  protect  competition  without 
maximum  separation." 

When  a  facility-owning  carrier  does  use  a  separated  carrier  to  offer  a  competitive 
service,  the  question  arises  whether  that  separated  carrier  should  be  required  to 
offer  non-communications  services  through  a  separate  affiliate.  With  certain  basic 
transmission  carriers,  such  as  AT&T,  there  are  clearly  special  problems  that  require 
special  treatment.  For  example,  AT&T  might  offer  a  broadly  based  communications 
service  which  is.  to  some  extent,  competitive.  It  could  bundle  (that  is,  not  offer 
separately)  data  processing  within  that  service  with  no  separate  charge.  This  would 
have  a  very  detrimental  effect  on  competition  in  the  provision  of  computer  servicer. 
Similarly,  the  habit  of  vertical  and  horizontal  integration  bred  into  the  Bell  System 
will  not  disappear  overnight. 

This  and  related  problems  can  be  handled  either  of  two  ways.  First,  a  competitive 
service  carrier  affiliated  with  a  basic  transmission  carrier  could  be  required  by 
statute  to  offer  non-communications  services  through  a  separate  affiliate,  unless  the 
Commission  determined  that  it  was  appropriate  to  relax  the  restriction  in  whole  or 
in  part.  Alternatively,  maximum  separation  need  not  be  automatically  required. 
Rather,  the  Commission  could  be  authorized  to  prescribe  separation  or  other  condi- 
tions to  achieve  the  goals  of  increasing  competition  and  eliminating  anticompetitive 
practices.  These  conditions  could  be  impraed  for  varying  amounts  of  time.  Thus, 
such  a  provision  could  be  used  as  a  transition  mechanism  and  to  handle  the  special 
problems  posed  by  the  Bell  System's  size,  its  historic  monopoly  franchiae,  and  its 
past  attempts  to  limit  competition." 

E.   THE    1956   CONSENT   DECREE 

The  newly  proposed  Section  229  of  the  Communications  Act  is  intended  to  over- 
ride certain  provisions  of  the  antitrust  Consent  Decree  agreed  lo  by  AT&T  and  the 
United  States  Department  of  Justice  in  1956."  ADAPSO  questions  whether  legisla- 
tion is  an  appropriate  vehicle  with  which  to  modify  such  a  judicially  approved 
decree.  In  addition,  ADAPSO  is  concerned  that  such  l^islative  action  may  have  an 


"Specific  atatutory  language  incorporating  ADAPSO's  suggestions  with  respect  to  Section 

Sllllappearain  Appendix  I  to  this  statement. 

"Appropriate  statutory   language   incorporating  ADAPSO's  maximum   aeparation   proposal 

peara  in  Appendix  I  to  this  statement. 

"  This  alternative  amendment  appears  in  Appendix  I  to  this  statement. 

"Set  United  Slates  v.  Wealern  Electric  Co..  13  PAP  Rad.  Reg.  Z143  (D.N.J.  1956). 
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umustified  adverse  effect  on  the  pending  litigation  now  being  prosecuted  against 
AT&T  by  the  Justice  Department. 

If  Congress  ultimately  does  decide  to  modify  this  decree,  however,  it  is  essential 
that  the  provisions  of  S.  611  which  mandate  the  use  of  fully  separated  entities 
whenever  AT&T  wishes  to  engage  in  competitive  or  "resale"  type  enterprises  be 
retained.  It  would  be  most  unwise  to  liberate  AT&T  from  the  constraints  of  the  1956 
Consent  Decree  without  taking  prophylactic  measures  to  assure  that  AT&T's  newly 
permitted  entry  into  competitive  arenas  does  not  adversely  affect  competition  or 
stifle  innovation.  In  ADAPSO's  view,  requiring  AT&T  to  use  a  maximally  separated 
entity  whenever  it  enters  such  fields  is  a  non-punitive  and  potentially  beneficial 
way  of  ameliorating  an  otherwise  severe  competitive  danger. 


As  noted  previously,  communications  common  carriers  that  own  or  control  basic 
transmission  facilities  possess  special  mariiet  power.  Such  carriers  need  not  be 
enormous  corporations,  nor  must  they  enjoy  a  vast  geographic  monopoly  in  order  to 
exercise  this  power.  Rather,  it  is  the  ability  of  these  carriers  to  control  access  to  the 
nationwide  switched  network  and  to  the  networks  of  the  specialized  carriers  that 
gives  them  the  unique  power  to  engage  in  anticompetitive  practices.  These  cs 
can,  for  example,  wreak  tremendous  competitive  havoc  simply  by  refusing  t 
vide  service  or  refusing  to  interconnect  with  the  networks  of  competitive  cai 
with  the  private  telecommunications  systems  of  remote  access  data  processors,  or 
with  customer-provided  terminal  equipment. 

Although  Section  20B(bl.  as  proposed  by  S.  GU,  requires  Cat^ory  II  carriers  to 
provide  interexchange  service  upon  reasonable  request  and  Section  207(a>  rei^uires 
certain  telecommunications  carriers  to  interconnect  with  others,  these  provisions 
are  seriously  inadequate.  Under  these  provisions,  Category  I  carriers,  such  as  satel' 
lite  carriers,  need  not  provide  service  upon  request  nor  interconnect  with  customer- 
provided  equipment.  In  addition,  there  is  no  explicit  requirement  that  interconnec- 
tion be  provided  for  the  private  networks  of  remote  access  data  processors.  To 
remedv  these  deficiencies,  ADAFSO  recommends  that  Sections  207  and  208  be 
amenaed  so  as  to  require  all  carriers  to  provide  service  and  interconnection  when- 
ever a  reasonable  request  is  made." 


The  key  to  an  effective  regulatory  environment  in  which  competition  and  innova- 
tion can  fiourish.  whether  based  on  the  classification  scheme  embodied  in  S.  611  or 
as  suggested  above,  is  regulatory  flexibility.  Bather  than  proscribing  almost  any 
regulation  of  Category  I  carriers  and  imposing  certain  basic  duties  only  on  Category 
II  carriers,  a  preferable  approach  would  be  to  empower  the  Federal  Communications 
Commission  to  impose  or  relax  various  regulatory  requirements  pursuant  to  con' 
gressionally  articulated  standards  upon  given  findings  of  fact.  Regulatory  fiexibility 
: -ial  if  th-  -■ -  ---■-'--      ^•-'    ■ ■ 


is  essential  if  the  dynamic  technology  which  is  so  typical  of  today  is  U 
characterize  the  telecommunications  and  computer  services  industries  of  the  future. 
The  simple  fact  is  that  Congress  cannot  make  blanket  decisions  concerning  the 
appropriate  level  or  nature  of  regulation  for  tomorrow's  technoli^y  without  creating 
a  risk  that  such  regulation  or  lack  thereof  will  endanger  the  evolution  of  that 
technology.  To  a  limited  extent,  the  amendments  of  Sections  202  and  203  proposed 
by  S.  611  recognize  this  risk. 

Because,  as  noted  above,  different  classes  of  carriers  eigoy  varying  degrees  of 
economic  and  market  power,  the  Commission's  ability  to  vary  the  regulation  it 
exercises  should  be  circumscribed,  depending  on  the  class  of  carrier  witn  which  it 
deals.  As  concerns  those  carriers  whicn  own  or  control  basic  transmission  facilities, 
ADAPSO's  proposed  Category  11  carriers,  the  Commission  should  be  authorized  to 
forbear  regulation,  after  notice  and  opportunity  for  hearing,  where  the  carrier  or 
class  of  carriers  involved  affirmatively  demonstrates  that  regulatory  forbearance 
will  serve  the  purposes  intended  by  Congress.  The  burden  of  proof  for  increased 
forbearance  should  appropriately  rest  on  the  carriers  themselves  in  light  of  the 
power  which  they  possess,  b]f  virtue  of  their  ownership  of  basic  transmission  facili- 
ties, to  engage  in  anticompetitive  conduct.  The  Commission's  powers  should  be  more 
limited  with  respect  to  tnoee  carriers  which  are  unafTiliatwl  with  facility -owning 
carriers  and  which  merely  lease  their  transmission  facilities,  ADAPSO's  proposed 
Category  I  carriers.  These  carriers  should  not,  as  a  general  rule,  be  regulated  by  the 
Commission  unless,  after  notice  and  opportunity  for  hearing,  the  Commission  itself 
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afTirtnatively  adduces  Tacts  or  circumstances  which  demonBtrat«  the  need  to  regu- 
late such  carriers  to  achieve  the  purposes  set  forth  by  Congress.  Extensive  re^a- 
s  clearly  unwarranted  Tor  such  carriers,  since  their  power  to  engage  in  anti- 


competitive conduct  is  much  less  than  that  of  underlying  Ci. 

By  combining  ADAPSO's  proposed  classification  scheme  and  the  use  of  regulatory 
fort>earance  discussed  above,  the  Congress  will  assure  that  anticompetitive  abuse* 
are  minimized  and  that  basic  universal  telecommunications  service  remains  availa- 
ble for  all  those  who  desire  it  The  Subcommittee  will  also  achieve  its  desired  goal  of 
eliminating  regulation  where  marketplace  forces  render  government  involvement 
unnecessary.  While  doing  so,  innovation  and  technological  growth  will  continue 
unimpeded  by  both  government   regulation   and   the  abuse  of  economic  power." 

H.    INTERNATIONAL   TKLBCOWMUNICATIONS 

In  recent  years,  both  ADAPSO  and  representatives  of  its  member  companies  have 
become  increasingly  active  in  international  telecommunications  matters,  ADAPSO 
has  actively  participated,  for  example,  in  the  State  Department's  Public  Advisory 
Subcommittee  on  Transborder  Data  Flows,  which  has  been  advising  United  Statca 
representatives  to  the  Organization  for  Economic  Cooperation  and  Development 
(OBCD)  with  respect  to  the  OECD'e  proposed  guidelines  on  personal  privacy  and 
transborder  data  flow.  Similarly,  representatives  of  ADAPSO  a  member  companiea 
have  been  actively  involved  with  the  United  States  delegation  to  the  International 
Telegraph  and  Telephone  Consultative  Committee  ((XITT).  In  addition.  ADAPSO 
has  become  involved  in  a  number  of  proceedings  before  the  Federal  Communica- 
tions Commission  in  order  to  protest  the  erection  of  non-tariff  trade  barriers  by 
foreign  telecommunications  administrations  and  to  protest  the  discriminatory  treat- 
ment accorded  American  telecommunications  users  abroad. 

These  individual  and  collective  experiences  lead  ADAPSO  to  make  the  following 
recommendations  with  respect  to  the  international  telecommunications  provisions 
of  S.  611.  To  begin  with,  ADAPSO  applauds  the  Subcommittee  for  not  engaging  in 
pell-mell  der^ulation  of  international  telecommunications  services,  merely  because 
many  domestic  services  are  being  freed  from  government  regulation.  As  S.  Gil 
clearly  notes,  the  United  States  is  unique  in  the  world  because  it  allows  private 
industry  to  provide  international  telecommunications  services.  Even  with  the  mini- 
mal amount  of  comi>etition  which  now  exists.  American  carriers  and  users  have 
encountered  diRlculEies  in  dealing  with  foreign  administrations.  To  provide  for 
wholesale  deregulation  might  have  serious  disruptive  effects  on  American  users, 
particularly  those  who  utilize  international  private  leased  circuits.  Foreign  adminis- 
trations, particularly  in  Europe,  might  discontinue  or  restrict  the  use  of  such  lines 
by  American  users  if  they  believea  that  these  lines  were  not  subject  to  effective 
r^ulation. 

ADAPSO  also  applauds  the  Subcommittee  for  recognizing  the  value  of  user  par- 
ticipation in  the  formulation  of  United  States  international  telecommunications 
policy.  The  benefits  of  such  user  participation  have  been  clearly  demonstrated  by 
the  success  of  the  State  Department's  Public  Advisory  Subcommittee  on  Trans- 
border  Data  Flows.  This  Subcommittee,  by  bringing  together  users.  United  States 
representatives  to  OECD,  academicians,  and  others,  has  significantly  contributed  to 
the  formulation  of  a  sound  and  realistic  United  States  policy  with  respect  to  trans- 
border  data  flows.  In  ADAPSO's  view,  this  experience  can  effectively  and  efTiciently 
be  applied  to  all  aspects  of  international  telecommunications  policy  and  planning. 

In  a  related  vein,  ADAPSO  wishes  to  impress  upon  the  Subcommittee  the  abso- 
lute need  which  exists  for  the  United  States  to  exercise  more  active  leadeimhip  in 
the  development  of  international  telecommunications  and  information  policies 
within  such  groups  as  the  CCITT  and  OEKD.  At  present,  there  are  only  four  ofTicial 
United  States  delegations  to  represent  American  positions  and  protect  American 
interests  in  more  than  30  CCITT  study  groups  and  panels.  It  is  absolutely  essential 
that  the  United  States  take  a  more  active  role  and  positive  leadership  position 
within  such  groups,  if  it  is  to  assure  the  establishment  of  policies  which  balance  the 
needs  of  both  providers  and  users  of  telecommunications  services.  This,  in  turn,  will 
give  users  the  flexibility  to  select  services  which  best  suit  their  needs  from  both  a 
price  and  technical  standpoint.  In  bolstering  the  size  of  United  States  delwations 
and  thereby  the  leadership  they  can  offer,  the  government  should  avail  itself  of  the 
immense  expertise  available — in  both  the  government  and  private  sectors — to  repre- 
sent the  United  States  on  international  telecommunications  policymaking  bodiea. 
More  often  than  not,  such  expertise  is  readily  and  freely  available. 

"  Appropriate  statutoiy  language  reflecting  this  propoaal  is  contained  in  Appendix  I  (o  (hit 
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Further,  it  is  recommended  that  some  entity  within  the  United  States  govern- 
ment be  given  the  authority  and  reaponeibitity  to  assure  that,  once  international 
telecommunications  policies  are  established,  the  United  States  takes  all  appropriate 
action  to  remedy  violationa.  At  present,  there  is  no  one  government  entity  that  is 
willing  or  has  the  power  to  take  such  action.  As  a  result,  the  interests  of  American 
users  often  suffer  at  the  hands  of  foreign  administrations.  The  government  agency 
which  ultimalely  is  given  such  power  should  also  be  directed  to  assure  that  Ameri- 
can users  can  maximize  the  use  of  their  international  telecommunications  facilities, 
unimpeded  by  non-tarifT  trade  barriers  or  other  protectionist  restrictions.  As  an 
essential  element  of  this  power,  the  responsible  government  agency  should  be  em- 
powered to  withdraw  a  service  authorization  or  impose  restrictions  on  the  use  of 
international  facilities  where  such  action  is  taken  against  American  users.  The 
presence  of  this  power,  in  and  of  itself,  will  act  as  a  deterrent  to  restrictive  trade 
practices  by  foreign  administrations. 

Finally,  it  is  recommended  that  the  United  States  entity  responsible  for  jmrtici- 
pating  in  international  proceedings  related  to  the  construction  and  operation  (initial 
and  continuing)  of  telecommunications  facilities  be  specifically  directed  to  consider, 
and  to  take  action  to  remedy,  the  actions  of  foreign  governments  or  their  agencies 
that  use  telecommunications  facilities  or  services  as  non-tariff  trade  barriers. 
ADAPSO's  member  companies  have  encountered  situations  where  a  foreign  organi- 
zation will  restrict  an  American  data  processing  company's  use  of  a  telecommunica- 
tions service  in  order  to  aid  the  position  of  domestic  competitors.  The  United  States 
must  have  the  ability  to  respond  effectively  to  this  type  of  misuse  of  telecommunica- 


"  A  copy  of  a  recent  ADAPSO  petition  to  the  Federal  Communications  Commiasion  which 

diicusseB  such  b  situation  ia  attached  as  Appendix  11. 

■■Contrary  to  the  poeition  espoused  by  ADAPSO  and  other  useiB,  the  Federal  CommuniCd- 
tions  Commisaion  issued  a  decision  last  year  in  which  it  expressed  doubts  about  its  ability  to 
compel  foreign  adminiHtrationH  to  cease  restrictive  practices  as  the  price  of  gaining  access  to  the 
United  States.  See  ITT  World  Communicatiom  Inc..  File  Nob.  I-T-C-2664-2,  l-T-C-2658-2,  i-T- 
C-26S7-3  (July  12.  19781, 
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APPENDIX  I 

I.   In  order  to  saaure  chac  information  aoftwaxe 
and  aervices  are  not  subjected  to  regulation  by  the  Federal 
Coomunicationa  Conniaaion  and  in  ordei:  Co  preempt  regulation 
of  auch  software  and  aervicea  hy   cha  Statas,  ADAFSO  recomnenda 
that  Section  102,  aa  proposed  by  S.611,  be  amended.  ADAPSO 
also  recommends  that  the  assertion  of  federal  jurisdiction  over 
electronics  equipment  be  more  narrowly  defined. 

Section  102(a>.  The  Congress  finds  and 
declares  that ,  whereaa  noderh  efficient  incer- 
ezchange  teleconraunications  servicea  and  facili- 
ties are  eaaential  to  interstate  and  foreign 
connerce  and  whereaa  technological  advancea 
hava  led  to  a  convergence  of  interexchange 
telecomnunications  servicea  and  facilities , 
such  chat  it  ia  no  longer  possible  to  dia- 
cinguish  between  interstate  interexchange  and 
Intrastate  interexchange  telecommunlcacions 
simply  on  the  basis  of  State  boundaries  tflth- 
out  creating  artifical  and  irrational  barriers 
which  are  a  burden  on  interstate  and  foreign 
coDDterce  and  which  will  reduce  the  benefits 
otherulae  accruing  to  the  public,  the  pro- 
visions of  this  Act  shall  apply  to  and  the 
Comnission  shall  exercise  Jurisdiction  with 
respect  to:  all  interexchange  and  Intemaclonal 
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tel«co<UBun lea t Ions  and  all  transmission 
of  eleccromagnetlc  energy  bjr  radio,  iriilch 
originatea  and/oT  Is  received  within  the 
United  States ;  all  comnerce  in  tele> 
communicaClona  and  -cloatgoiiiaB  tele- 
communications equipment  and  services. 


including  electronici 

3   equipment 

intended 

to  be   connected  with 

any   teleco 

m- 

tminicationB   network: 

= 

^ 

Che 

licensing  and  regulating  of  all  radio 
stations  as  hereinafter  provided;  and  all 
persons  engaged  within  the  United  States  in 
such  teleconmninicationa  or  such  transmission 
of  energy  by  radio  or  such  coomierce. 

(b)  Except  aa  otherwise  provided  In 
title  II,  and  subject  to  the  provisions 
of  aectlon  301  of  this  Act,  nothing  In 
thia  Act  shall  be  construed  to  appljr  or 
to  give  the  Connisslon  Jurisdiction  with 
respect  to  charges,  practices,  services, 
facilities,  OT  regulations  for  or  In  con- 
nection with  exchange  telecommmicationa 
services  lAlch  do  not  form  part  of  an 
interexchange  service. 
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(c)  Ho  Stace  or  political  aubdlvlalon 
chereof  and  oo  Inceracate  anency  or  ocher 
political  agency  of  two  or  more  States 
shall  enact  or  eaforce  any  law,  rule,  regu- 
lation,  standard,  or  other  proviaion  havtnR 
the  force  and  effect  of  law  relation  to 
the  aale.  lease,  or  other  provision  of 
infonpation  software  or  information  aer- 
vicea  aa  defined  by  this  Act. 
Siailarly,  Section  203(d)(1)  should  b«  amended  to  remove 
any  suggescion  Chac  the  ConDSission  has  Che  authority  to 
regulate  information  software  and  services  either  directly  or 
indirectly.  The  Commlasion  should  be  directed,  however,  to 
assure  that  its  actions  do  not  adversely  affect  conpetiCion  In 
the  information  software  and  services  market. 

(d)<l)  The  Conmlsslon  may  establish 
and  enforce  such  requirements  with  respect 
CO  design,  manufacture,  and  maintanance 
standards  for  telecomniunl cations  equipment 
and  electronics  equiptnent  intended  to  be 
connected  with  any  telecommunications  net- 
work aa  are  necessary  Co  protect  such  net- 
work from  unacceptable  technical  or  opera- 
tional harm,  and  ta  toacac  The  Cotmnlsslon 
ahall  assure  Chac  such  Interconnection  require- 
ments do  not  limit  competition  in  the  relevant 
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telaconmunlcacions  equipment,  electronics 
equipment,  information  software,  and 
informatian  services  market  or  markets. 
Section  203(g>  should  be  deleted  In  Its  entirety. 

II.  S.611  amends  Section  ZOZ  by  empowering  the 
Federal  ConmunlcatioQa  Conmlsslon  to  vary  Che  quality  and  quan- 
tity of  regulation  it  exercises  over  carriers  and  their  services. 
The  Connnlsslon  Is  specifically  directed  to  exercise  only  so  much 
of  the  power  conferred  upon  It  as  is  essential  to  achieve  the 
purposes  of  the  Act.   ADAFSO  fully  endorses  this  approach  to 
regulatory  forbearance. 

ADAFSO  recomsends ,  however,  that  the  Commission  be 
given  somewhat  more  guidance  by  Congress  in  exercising  this 
power  to  forbear  regulation.  Among  other  things,  the  Com- 
mission should  be  directed  to  consider  the  importance  or 
essential  nature  of  specific  service  offerings  or  facilities. 
Where  a  service  or  facility  is  essential  and  would  not  other- 
wise be  made  available  unless  subject  to  regulation,  the  Com- 
mission should  formally  recognize  this  fact  and  exercise  its 
regulatory  powers  accordingly.  Similarly,  the  Commission 
should  be  specifically  directed  to  consider  not  only  actual 
competition  In  a  given  otarket,  but  also  the  potential  for 
future  competition  in  that  market.  As  part  of  this  consl- 
decacion,  the  CoinDlsslon  should  evaluate  the  economic  power 
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of  present  and  potential  market  entrants  and  the  ability 
they  possess  to  engage  In  anticompetitive  practices  such  as 
crosa-subsldlzstion  and  tying. 

By  directing  the  Conmisslon  to  consider  these  factors. 
Congress  will  assure  chat  deregulation  takes  place  without  any 
corresponding  harn  to  competition  or  adverse  impact  on  the 
avalLabilicy  of  essAnclal-  teleconnunlcaclons  services,  ^le  cod- 
sideracion  of  these  factors  will  also  assist  the  Conmisslon 
in  deterainlng  tdkat  tifpes  of  regulatory  safeguards  are  necessary 
and  which  requiremencs  are  superfluous.  ADAFSO  therefore 
recommends  Chat  Section  202  be  amended  as  follows  to  provide 
the  Commission  with  more  specific  guidance  than  that  provldad 
by  the  Incorporation  by  reference  of  Che  policies  of  Section 

201: 

Section  202.  In  order  Co  further  the 
policy  of  section  201  of  this  title,  the 
CoDniaslon  shall  exercise  only  so  much  of 
the  powers  conferred  upon  ic  under  this 
title  as  is  essential  to  the  purposes  of  this 
Act,  and  shall,  from  cine  to  time  and  when- 
ever necessary,  revise,  reduce,  or  eliminate 
any  rule  or  regulation  prescribed  pursuant 
to  this  title  wlch  respect  to  any  tele- 
conmunlcatlons  service  or  carrier  operating 
In  a  market  as  competition  develops,  such 
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that  the  need  for  regulaclon  or  super- 
vision accordingly  dimlnlBhes .  In  dater- 
mlnlng  Che  level  of  aarvlea  or  carrier 
regulation  that  Is  In  the  public  Interest. 
the  Comnlaalon  shall  cake  Into  consideration 
the  Importance  or  uniqueness  of  specific 
tranBMlBBlon  facilities  or  services,  the 
level  of  actual  and  potential  compeClClon 
which  exists  in  a  given  faellltT  or  service 
market,  and  the  poCenClal  for  antlcompeClClve 
conduce  by  any  preaent  market  partlclpanC 
or  potential  entrant. 
In  order  to  fully  Implement  the  approach  to  regulator7  for- 
bearance Buggested  by   ADAFSO,  the  following  amendment  of 
Section  205(a)  la  also  required: 

Section  205(a).  Conslatent  with  the 
purposes  of  this  Act  and  Che  policy  of  Chls 
title,  Che  Commission  may  prescribe  differenc 
requirements  for  different  categories  or 
subcategories  of  carriers,  different  claaaas 
of  services ,  or  combinations  of  carriers 
and  service  classes.  P»»wtd»d|- Thac,  wish 
tesyet  ta  CeBeg»sji  1  »*B»tB>Si  Bhe  6ew 
■iestaw  ehall  tmpaea  if  ■e^wijewiit  eiieepb 
as  eBharwtaa  BpaatftnaHy  pievtded  tn  8hte  title. 
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III.  ADAF50  proposes  ch«  following  « 
Section   103(11)    to   amplify  and  give  addltlona.1  Bubstance   to 
the  maxliDum  separation  concept   Implemented  by  later   provisions 
of  S.611: 

(11)      "Fully   separated   entity"  or  "fully 
separated  carrier"  means   an  entity  or   carrier 
own«d  or  concrollBd  by  or  under  coimon  owner- 
ship or  control  with  another  antity  or  carrier 
which  does  not  have  connan  directors,    officers, 
ttDployees,   operations .   marketing .    or  financial 
structure,    or  conmonly  owned   facilities  with 
such  och«r  entity  or  carrier,   and  which  deals 
with  such  other  entity  or  carrier  in  the 
sane  manner  (according  to  the  sane  arms -length 
arrangements)  as  it  deals  with  any  unaffiliated 
entity  or  carrier,  and  lAlch  deals  with  such 
other  entity  or  carrier  pursuant  to  tariff 
when  teleconnunlcacions  services  or  facilities 
are  involved. 

IV.  ADAPSO  proposes  the  adoption  of  the  following 
provisions  in  Lieu  of  the  «xlsting  provisions  of  Section  203(b), 
204(b).   204(c),   204((1),  and  2G4(e).     As  discussed  in  the 
supplenental  staceoenc  to  which  this  Appendix  is  attached,    these 
proposed  substitute  provisions  will   implement  ADAPSO's    suggested 
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approach  Co  Che  clasBlficacion  of  carriers  and  Che  use  ol 
fully  aeparaced  enCici«B  and  carriers. 

Section  204(a).   All  CelecomniunlcatlonB 
carriers  subject  Co  this  Act  shall  be  classi- 
fied and  regulated,  as  more  parcicularly  set 
forch  in  this  title,  as  either  a  Category  I 
carrier  or  a  Category  II  carrier. 

<1)   Category  II  shall  include 

those  carriers  which  undertake  the 

construceioo.  acgulsicion.  eiCen- 

aton  or  operaeioa  of  a  basic  crans- 

mlaslon  facility. 

(2)   Category  I  shall  include 

all  other  carriers. 

(b)  For  the  purposes  of  this  aection. 
"basic  transmiaaton  facility"  shall  mean  the 
line  which  eonatltutcs  the  underlylnj^  pathway 
for  transmission  and  shall  not  include  a  line 
created  solely  through  Che  derivation  or  sub- 
division of  an  existing  line,  or  the  enhance- 
ment of  the  quality  of  service  on  an  eiisting 
line,  where  the  carrier  dividing,  subdividing. 
or  enhancinn  such  line  obtains  the  use  o£  the 
basic  tranamiflslon  facility  under  tariff  from 
another  carrier. 


Dig,, z.d  by  Google 


1448 

(c)(1)  Tti»   CotmlaBlon  may,  after  noclc« 
and  opportunltT  for  hearing,  forbear  rcgwlatloo 
of  a  CatCftory  II  carrier  as  provldad  In  aeetlon 
202.  buE  Ehe  burden  of  proof  aa  to  the  appto- 
prlateneaa  of  forbeartnR  regulation  shall  be 
upon  the  Categorr  II  carrier  or  carriera 
affected;  provided,  however,  that  If  a  Category 
II  carrier  electa  to  engage  in  actlvltlea 
permlaaible  for  a  Categorr  I  carrier  or  to  offer 
nonteleeoomunlcatlona  aervlcea.  It  must  do 
ao  through  a  fully  separated  entity  or  carrier. 

(2)  A  fully  aeparated  entity  or  carrier 
affiliated  with  a  Category  II  carrier  may  be 
claaslfled  aa  a  Catagory  I  carrier,  ejicept  that: 

(A)  the  burden  of  proof  aa  to  the 
approprlateneaa  of  forbearing  regulation 
ahalL  reat  upon  the  afflllata d  Catagory 
I  carrier;  and 

(B)  the  affiliated  Category  I 
carrier  may  not  iCaelf  offer  any  service 
other  than  a  teleconmrunlcatlons  service . 

aa  defined  by  the  Comniasion.  except  through 
a  fully  aeparated  entity. 
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(3)  The  Conmiiaslon  may, 


opportunity  for  hearing,  modify  in  whole  or  in 
part  the  requirement  of  n  aeparace  affiliate 
prescribed  by  this  aubaection  (c)  If  it  deter- 
mines that  auch  modification,  and  the  extent  of 
such  modification,  are  conaiatent  with_che  pur- 
poaea  of  section  202. 

<d)  A  Category  I  carrier  which  ia.  not 
affiliated  with  a  CateRory  II  carrier  may  offer 
both  telecoinmunlcatlonB  and  nontelecomnninlca- 
tlona  aervlcea  and  may  not  be  regulated  unleaa 
the  Commission,  after  notice  and  opportunity 
for  hearinn,  affirmatively  finds  a  need  Co 
impoae  regulation  with  reapect  to  aervlcea 
subject  to  ita  juriadiction  to  achieve  the 
purposea  aet  forth  in  section  ZOZ> 
As  an  alternative  to  the  language  of  Section 
204(c)  (2)  (B>  quoted  above,  the  SubcoimiCCee  may  wish  to 
consider  the  following  provision  in  its  stead: 

<B)  Che  Commission  may  impose  upon  the 
affiliated  CateRory  I  carrier  auch  condition! 
aa  appear  appropriate,  includlnn  the  require- 
ment that  It  undertake  any  activity  other  than 
a  teleconmiunlcationa  aervice,  aa  defined  by  the 
Commtaaion,  through  a  fully  aeparated  encicy 
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f  tr   auch   tine  aa  may  be  neceaaarr  to  asaurg 
that   the  Cat«Kory   I  CHrrlcr'a   lnvolv«iiwnt    In 
auch  activity  reaulta   In   aiibatantlal  baneflta 
to   the  public   that  outwelah  potential   adverae 
competitive  e£fecta. 
Thla  alternative  expreaal;  empowera  the  Federal  Cofimunlcaclons 
Connisslon  to  require  maximum  acparation  or.   In  Lieu  thereof, 
to  Impoae  auch  other  condltlona  aa  may  be  In  the  public   Interest. 
Thla  authority  could  be  used  to  require  the  separate  marketing 
of  the  conmunlcatlona  component  of  an  information  aervic*,    Co 
prevent  tying,    to  prevent  the  bundling  of  service  options,    and 
to  prevent  other  anticompetitive  acts.     This  authority  could 
also  be  used   to   ease   the  problems   associated  with   the   tran- 
sition of  the   Bell   System  from   the  realm  of  pure  monopoly 
into  competitive  markets.     It  Is  for  this  reason  that  the 
CoDnission  la  empowered  to  prescribe  special  conditions   for 
aa  long  or  aa  brief  a  cranaitlon  period  as  it  deema  necaaaary. 

V.     ADAFSO  recosmenda  the  following  amendments  of 
Sections  203(c>,    207  and  208(b>,   as  proposed  by  S.6I1,    In 
order  to  assure  all  users  and  carriers  the  rights  of  inter- 
connection and  service  upon  reasonable  request  and  to  prevent 
anticompetitive   abuses   associated  with  the  bundling   of   services 
and  equipment. 
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Section  203(c)  should  be  amended  to  oake  its  prohi- 
bition against  the  bundled  offering  of  equipnenc  and  services 
applicable  to  all  carriers.   Such  a  prohibition  Is  essential 
if  the  Congreaa  does  not  adopt  AEiAFSO's  proposed  method  of 
classifying  carriers,  discussed  above.  Otherwise,  satellite 
carriers  and  carriers  aimilarl?  situated  would  be  able  to 
engage  in  unfair  competitive  practices  associated  with  the 
Joint  offering  of  a  bundled  coimuni cat ions /equipment /data 
processing  service. 

Section  203(c)  No  carrier  >ta»etii»d 
— -.*iMCa«e8e>y  II  eeMJM  mida*  neettaa  aOtj 
shall  offer  Celecoimiiunications  equlpmenc  as 
an  integral  part  of  a  teleconamnlcatioas  ser- 
vice, except  as  the  Conmission  may  allow  under 
such  conditions  as  It  may  prescribe  under 
section  205(b). 

In  order  to  assure  that  all  users  can  exercise  their 
right  to  interconnect  terminal  equipment  that  satisfies  the 
requiremencs  establishad  by  the  Coonission  pursuant  to  Section 
203(d)(1),  ADAFSO  proposes  Che  adoption  of  the  following  provlsloi 
as  Section  207(c): 

(c)  Every  earriar  shall  establiah 
connection  with  all  terminal  equipment  and 
terminal  devices  owned  or  leased  by  a  cus- 
tomer Artilch  meet  such  standards  as  the 
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Conwlaslon  may  pr««crlb«  by  ordw  or  by 

Finally,  Co  aasura  that  uaera  can  obtain  aervi.ce  upoo 
reasonable  request,  ADAPSO  proposes  a  broadening  of  Che  obli- 
gsCian  of  Category  II  carriers  to  provide  service.   Specifically, 
ADAPSO  recommends  that  Section  208Cb}  be  amended  as  follows: 
(b)   Every  Category  II  carrier  shall  make 
available,  upon  reasonable  request  therefor, 
any  Interexchangc  teleconmutlcaCions  service 

J>e»  6s  affeettwe  esmpsttrtut,  and  shall  estab- 
lish Just,  reasonable,  and  nondiscrlninacory 
tariffs  for  and  In  connection  with  such  service, 
and  any  such  tariff  that  is  unjust  or  unrea- 
sonable or- that  results  In  any  unjust  or  unrea- 
sonable discrimination,  preference,  or  advan- 
tage with  respect  to  any  person,  class  of  persons, 
or  locality,  for  or  in  connection  with  like 
telecomminlcetlons  services ,  is  hereby 
declared  to  be  unlauful. 
If  the  Subconniittee  does  not  adopc  the  approach  Co  the  classi- 
fication of  carriers  proposed  by  ADAPSO,  the  following  alter- 
nacive  amendment  of  Section  20S(b}  would  be  necessary  Co  essure 
chat  users  can  obtain  needed  service: 
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(b)  Every  ■6«tag»>y  II  carrier  shall  mak« 
available,  upon  reasonable  request  therefor, 
any  intecexchange  teleconmunlcatlons  service 
which  it  providea  and  £a»  whteh  US   ta  naB 
aiihjaab  Be  nttaeBtwa  eoapaBtBtaw,  and  may  not 
diacriminate  with  reapect  to  the  ratea .  terms . 
and  conditions  for  auch  service.  Every 
Category  II  carrier  ahall  establish  juat,  rea- 
aonable,  and  nondiscriminatory  tariffs  for  and 
in  connection  with  auch  service,  and  any  such 
tariff  that  is  unjust  or  unreasonable  or  that 
results  in  any  unjust  or  unreasonable  discri- 
mination, preference,  or  advantage  with  respect 
to  any  person,  class  of  persons,  or  locality  for 
or  in  connection  with  like  taleconniunicationa 
aervlcea,  is  hereby  declared  to  be  unlawful. 
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APPEHDIX  II 


B«£ac«   tha 

FBDERAI.  CGMITFNICATIOHS   COHHISSIOH 

Mashtngton,    D.   C.      20S54 


In   th*  HatC«c  of 

NE8TBIIH  UMIOM  INTBRMATIOHAL,  INC. 

Application  for  authority  to  acqulr* 
facllitlaa  and  Co  uaa  all  axtaClng 
and  futur*  authorltad  facllltlaa 
batwaan  tha  Dnltad  Stataa  and  Japan 
for  tha  provlalon  of  Databaaa  Sarvlca. 

In  tha  Hattar  of 

RCA  GLOBAL  COHNDNICATIOHS,  IMC. 

Application  for  auch  oodlflcaCion  of 
authority  aa  nay  ba  raqulrad  t 
vlda  Low  Spaad  Data  Sarvlca  ba 
tb«  Onltad  Stataa  l>lalnland  and  Japan, 
and  bayond' 

In  tha  Hattar  of 

m  WORLD  COHKONICATICmS  INC. 


Plla  MO.  Z-T-C-26TB-1 


Fila  No.  I-T-C-2657-B 


Flla  Mo.  I-T-C-2664-1 
lan  tor  provlalon    | 
msfer  Servic*.      ] 

Toi.  Tba  CoaMlsslon 

PETITION  TO  DEMY 
Tha  ASBOclation  of  Data  Procaaalng  Service  Organization 
Inc.  (ADAPSO),  by  Ita  attornaya.  haraby  patltlona  tha  Cosnlasion 
to  danyi   (a)  tha  application  of  Hastern  Onion  International,  Inc 
(WOI)  for  authority  to  provide  Database  Sarvtce  batwaan  th«  con- 
tinental United  States  and  Japan;   (b)  tha  application  of  RCA 
Global  ComBuni cation*.  Inc.  (RCA)  Cor  authority  to  provida  Low 
Spaad  Data  Service  between  the  aane  two  points  and  beyond;  and 
(c)  tha  application  of  ITT  World  CoaMunl eat ions  Inc.  (ITT)  for 
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authority  to  provide  Onlveraal  Data  Tc-  -  Service  between 
the   continental   United   States.    Japan,  ?s   served   via 

•ither  or  both  such  countries.      Sped  oapSO  urges   the 

Connlsston   to  deny   the   above-deaccibe.  rlons   unless   their 

approval  is  conditioned  upon: 

A.  the  renioval  of  all  restrictions  currently 
being  imposed  on  the  use  o£  private  line 
circuits  terminating  in  the  United  States 
by  the  applicants'  foreign  correspondent, 
Kokusai  Denshln  Oenwa  Co.  >  Ltd.  '  (KQI})  , 
that  are  Inconsistent  with  applicable 
CCITT  reconmendations] 

B.  th«  termination  of  all  existing  requlra- 
menta  that  current  subscribers  of  private 
line  circuits  transfer  their  conmunications 
traffic  to  the  applicants'  proposed  ser- 
vice offerings;   and 

C.  the  notification  in  writing  by  the  appli- 
cants of  all  their  current  subscribers  of 
private  line  circuits  that  all  restric- 
tions  on   the   use   of   such   circuits   between 
the  United  States  and  Japan  that  are  in- 
consistent with  applicable  CCITT  recom- 
mendations  have   been   removed   and   that 
the   ability   o£   subscribers   to   use   such 
circuits  will  not  be  affected  by  the  intro- 
duction  of   the   applicants'    proposed   data 

In  support  of  this  petition  to  deny,   ADAPSO  states  thst  approval 
of   the  carriers'   applications  will  not  serve  the  public  interest, 
convenience  and  necessity.      In  particular,    a  grant  of  Section 
214  operating  authority  will  facilitate  the   ii^osition  of  unlawful 
conditions  on  the  use  of  private  line  circuits  that  will  adversely 
affect  the  quality  and  cost  of  service  to  users,  will  undermine 
Dnited   States   trade   and  economic  policies,    and  will   otherwise 
be  detrimental   to  the  best  interests  of  the  United  States. 
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I.  Idftntl  election  ana  intecMt  of  ADAPSO 
ADAP50  Is  the  principal  trade  association  of  tb« 

nation's  1,600  data  proceaalng  service  organizations.     Hany 
of   Its  Dembecs  offer  the  public  a  variety  of  remote  access 
data  processing  services,   whereby  geographically  distant  cus- 
tomers  can  access   the   computers   of  ADAPSO  member   coapanles   through 
the  use  of  coimninl  cat  ions  facilities.      Dsually,    these  facilities 
are   telephone   and   telegraph  grade   lines   such   as   private   line 
circuits)  sonetlnesi   they  are  the  value-added  services  of   inter- 
national record  carriers.      Because  oC  their  dependence  upon  a 
wide  variety  of  International  telecoamuni cat ions  services  and 
fscllltiesi   ADAPSO's  members  are  vitally   Interested  in  and 
directly  affected  by  the  terms  and  conditions  pursuant  to  which 
basic  and  enhanced  overseas  comnunl cat Ions  services  ace  made 
available  by  international   record  carriers. 

II.  The  Proposed  Service  Offerings 

The  applications  of   the  three  international  record 
carriers  —  WDI,   RCA  and  ITT  —  describe  virtually   identical 

data  coDununi  cat  Ions  services.     Although  each  carrier's  service 

1/ 
bears  a  different  namei      all  three  proposed  offerings  are  de- 
signed to  permit  users  to  transmit  and  receive  data  on  a  Cully 
automatic,    two-way,   half-duplex  basis  in  digital  form  at  speeds 
of  up  to  9600  bits  per  second  between  a  host  processor  or  data 
terminal  In  the  continental  United  States  and  a  corresponding 


1/       HDI  offers  Database  Service   (DBS};   RCA  offers  Low  Speed 

Data  Service   (LSDS);   and  ITT  offers  Universal  Data  Trans- 
fer Service    (DOTS).      All   are   sometimes   collectively   referred 
to  herein  as  specialized  data  services. 
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host  processor  or  data   terminal   in  Japan.      The   carriers'   pro- 
posed data  services  utilise  packet -switching  techniques  and  are 
specifically  designed   for   tha   overseas   transmission  of   data 
between  computers  and  between  coapuCers  and  terninalB.      These 
services  can  be  accessed  by  users  in  the  CJnlted  States  through 
the  public  switched  network  and  through  the  communications  net- 
works of  Tymnet,    Inc.   and  Telenet  Communications  Corporation. 

As  the  carriers'   applications   indicatet    Che  proposed 
data  services  will  be  provided  jointly  with  Kokusal  Denshln  Denwa 
COw  Ltd.    (RDD),    the  carriers'  correspondent  In  Japan.      In  addi- 
tion to  providing  the  matching  half  of  transpaclCic  satellite 
and  cable  facilities,   KDD  will  market  its  own  version  ot  the 
carriers'   specialized  data  services  —  Valuable  and  Efficient 

Network  Utility  Service  (VENDS)  and  International  Computer  Access 

2/ 
Service    [ICAS].  Access  to  KDD's  data  services  in  Japan  will 

be  possible  through  the  Japanese  switched  telephone  network  and 
through  dedicated  private  lines  between  the  usar's  premises 
and  the  operating  center  oC  KDD.  Charges  Cor  the  Japanese  data 
services  will  be  computed,  like  their  American  counterparts,  on 
a  volume  and  uaage  sensitive  basis.  In  view  of  the  foregoing, 
KDD's  Involvement  is  an  essential  part  oC  the  applicants'  pro- 
posed offerings  and  KDD's  actions  becone  a  mandatory  subject 
for  Commission  scrutiny. 


2/       Throughout  this  petition,    reference  will  only  be  made  to 
VTNUS,   although  it  is  not  clear  whether  this   is  the  nana 
which  will  actually  be  used  by  KDD  for  its  International  service. 
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III.      Baclcq  round 

Viewed  in  l9olation>    the  three  pending  carrier  applica- 
tions for  Section  214  operating  authority  appear  to  b«  no  nore 
than  another  in  a  series  of  requests  to  extend  their  respective 
data  services   to   an  additional   geographic   location.      ADAPSO  has 
traditionally  welcomed  such  extensions  of  service  and,    in  princi- 
plei  has  no  objection  to  the  addition  of  Japan  as  another  location 
served  by  the  specialized  data  services  of  VOX,   RCA  and  ITT. 
Notwithstanding  the  foregoing,    ADAPSO  finds   itself  cODpelled 
to  oppose  the  instant  applications.      Recent  dealings  by  two 
of  ACAFSO's  member  companies  with  the  three  international  record 
carriers  and  their  foreign  correspondent  have  convinced  ADAPSO 
that  the  extension  of  the  applicants'   data  services  to  Japan   is 
integral  to,   and  will  result  in  the  maintenance  and  extension 
of,   unlawful  restrictions  on  the  availability  and  use  of  private 
leased  circuits. 

The  dealings  of  these  two  ADAPSO  ntenbers  with  KDD  and 
the  applicants  began  in  1976,   when  Tymshare,    Inc.    (Tynshare) 
and  Control  Data  Corporation   (CDC)    became   interested   in  acquiring 
private  line  circuits  between  the  United  States  and  Japan.      In 
Decenber  of   197E,  Tymshare's  Japanese  affiliate,   Rokusal  Tymshare 
Ltd.    (KTL),    inforinally  requested  a  private  line  from  KDD  between 
Tokyo,   Japan  and  San  Francisco,   California.  RDD  subsequently 

directed  KTL  to  provide   it  with  extensive  background  information 
about  RTL,   Tymshare,   and  Tymshare's  network  and  conputar  services. 

2/        See   i^pendix   I. 
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KDD  also  inatcucted  KTL  not  to  formally  apply  to  KDD  for  tha 
desired  private  Una  until  KDD  notified  KTL  tbat  It  waa  tlia 
proper  tine  to  do  so>  By  juna  o£  1977,  howavart  Tyiwhara  waa 
gravely  concerned  that  KDD  mlcrbt  navar  advlaa  KTL  to  flla  an 
application  and  tbat,  without  a  formal  application  by  KTL  to 
KDD,  no  data  would  be  available  upon  which  to  baae  a  complaint 
of  unraaaonabla  delay.   Tharatore,  in  June  of  1977,  KTL 
formally  applied  to  KDD  for  a  prtvata  Una; 

KDD  refused  to  authorise  or  install  tbla  circuit  unless 
cartain  specified  conditions  were  satisfied*   Among  theaa  con- 
dltlona  waa  tb«  raqulranant  that  the  caquested  circuit  be  connected 
to  only  cartain  specified  computer  systems  in  one  specific  com- 
puter canter  in  the  onited  States.   In  addition,  KDD  denandad 
that  this  circuit  not  be  connected  to  any  Dnited  States  public 
network,  including  that  of  Tymnet,  Inc.,  a  separata  arm's-length 
affiliate  of  Tymahare.   Finally,  KDD  demanded  that  KTL  discuss 
tha  use  of  RDD't  new  public  data  communications  service,  VEHUS, 
when  that  service  became  available,  in  lieu  of  private  line 
sarvlea.  Confronted  with  tha  option  of  acceding  to  the  demands 
of  KDD  or  of  not  providing  data  processing  services  to  Japan 
via  the  requested  circuit,  Tymshare  and  KTL  acceded  to  KDD's 
conditions.  On  Haech  22,  197B,  IS  Months  aftar  the  initial 
Informal  requeat  for  aervlca  waa  made,  the  private  Una  circuit 
requeated  by  Tymshare  was  finally  Inatallad. 

Tha  practical  affect  of  the  conditions  ln^osed  by 
KDD  has  been  to  Impair  Tyashare's  ability  to  use  its  leaaad 
transpacific  circuit  efficiently.  This  is  so  because  Tymshare 
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allocates  primary  responsibility  for  various  data  procsssln^ 
applications  anong  Its  savsral  diffsrsnt  conputsr  systsBS  which 
ara  locatad  at  a  nunbar  of  diffarant  locations  within  tha  Dnitad 
States.   Consequently,  the  only  data  processing  services  which 
Tymshare  can  offer  in  Japan  are  those  which  are  processed  on 
specific  cuiputers  at  one  eomputae  center  attached  to  tha 
leased  tranapacilic  circuit. 

Tymshare  hss  been  advised,  however,  that  the  needs 
of  its  data  processing  network  to  access  a  nunber  of  computer 
systems  can  be  satisfied  through  the  use  of  RDD's  VENUS  service. 
Because  VENUS  is  priced  at  usage  sensitive  ratesi  the  service 
is  not  an  economically  feasible  alternative  for  Tymshare.   If 
Tymshare  and  KTL  were  forced  to  use  VEMUSi  which  appears  to  be 
at  least  10  times  more  expensive  on  a  unit  cost  basis  than  the 
cost  of  a  private  line.  Tymshare 's  Japanese  affiliate  would 
be  unable  to  compete  effectively  either  with  computer  services 
which  use  coiqputerB  located  in  Japan  or  with  computer  services 
provided  in  Japan  which  are  connected  via  private  lines  to  com- 
puters located  in  other  countries. 

CDC's  experience  has  been  similar.   In  early  1976. 

CDC  requested  RCA  to  install  a  full  period  private  leased  voice 

grade  communications  circuit  between  CDC's  data  procasalng  center 

in  LaJcewoodi  Ohio  and  the  Tokyoi  Japan  office  of  its  Japanese 

i/ 
affiliate.  Data  Services  Par  East,  Japan  Branch  (DSFEJ).   As 

is  true  with  respect  to  other  of  CDC's  lines,  the  raquasted 


y       See  i^pendix  II. 
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circuit  was  int«nd«<I  to  b*  us«d  to  transmit  proc«aslng  Infonu- 
tion  to  and  from  tarmlnal  aqulpasnt  located  on  tba  pramlsaa  of 
euatomera  of  DSPEJ  in  Japan  and  CDC  data  procasalng  cantara 
located  in  the  Onitad  Stataa.      KDD,   bowaveri    refuaad  to  provide 
service   and   only   after  many   aontha   of   negotiationa   waa   the   re- 
quested circuit  inatallad.      In  doing  ao.   KDD  offered  CDC  and 
DSFEJ  the  aaoM  choice   it  offered  Tymahare  ~  agree  to  a  contract 
which  placed  substantial  restrictions  on  the  use  oC  the  circuit 
or  be  prohibited  from  marketing  data  pcocesaing  in  Japan. 

The  major  restriction  ii^osed  by  KDD  Involves  the 
Onited  States  teralnue  of  the  leased  circuit.  Much  like  the 
restriction  it  iqtosed  on  Tymshare.  KDD  demanded  that  CDC'a 
leased  circuit  be  connected  to  only  a  sinigla  computer  syatem 
in  a  single  location  within  the  United  States.  In  addition> 
KDD  demanded  that  when  VENUS  became  available,  CDC  would 
'respond  to  .  .  .  [KDD's]  consultation  with  a  premlae  of 
transfer  to  this  service'  by  CDC. 

As  la  true  of  Tymsharei   the  effect  of  the  first  re- 
striction is  to  inhibit  CDC's  ability  to  market  Ita  full  line 
of  data  processing  services  in  Japan.     This  result  is  a  function 
of  the  atructure  of  CDC'a  data  processing  network.     In  order 
to  maintain  aa  aecure  an  environment  aa  poaalble  for  its  cus- 
tomers' data  and  to  aaaure  the  continuous  reliability  of  its 
services,   CDC  allocates  production  of  its  data  processing 
services  in  a  number  of  centers  In  various  geographic  locations. 
CDC's  data  processing  network  moves  much  data  to  and  from 
custonnr  terminals  to  its  Lakewood,  Ohio  location  from  which 
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location   it   is  divartad  to  othar  CDC  dat«  proc«asln<|  c«iit*rs. 

BacauB«  prioary  proceaaing  capability  for  spaclEle  applicstlons 

lies  with  apacific  procasslng  cantarsi    th«  only  secTices  wblcb 

nay  b«  of£«ead   in  Japan  at  the  peasant  tlm«  ace   tliosa   that  ar-a 

procaasad  on  a  aystea  in  the  Lakawood  cantar- 

In  the   laat  round  of  corceapondanca  batwaan  CDC/DSFEJ 

and  KDD,   CDC  waa   informed   by  KDD  that   the  needs  of  CDC  for 

geographic  disperalon   of  proceaaing   could   ba    aatlaflad  with 

KDD's  propoaed   VENDS   aervice.      Again  as   ia   true  o£  Tyoahare. 

the  uaa  of  VENDS  will   not  be  econonlcally  or  technically   feasible 
5/ 

foe  CDC/DSPEJ. 

Since  tha  inatallatlon  of  the  requested  clrcnlt  in 
September  1977,  repreaentatlvaa  of  CDC,  DSPEJ,  and  ADAPSO  have 
taken  every  step  poaaibla  to  have  the  above  restrictions  on 
private  lines  removed.   These  Includai   negotiations  with  the 
Office  of  Telecommunications  Policy  of  the  Departaent  of  Stater 
negotiatlona  with  the  International  Programs  Division  of  the 
Common  Carrier  Bureau  of  the  Pedaral  Conmiuni cations  Coamiaaion; 
negotiations  with  tha  United  States  Special  Trade  Representatlva; 
negotiations  with  the  Joint  United  States-Jspan  Trade  Pacilita- 
tion  Conmittae  Staff,  Bureau  of  International  Economic  Policy 
and  Research,  Department  of  Conmercer  negotiations  with  the 
Telecommuni cations  Secretary  of  the  Embassy  of  Japan  in 
Washington,  D.C.;  negotiations  with  the  three  applicants) 
negotiations  with  the  United  States  embassy  In  Japan  by  DSPEJ; 


Sea  Section  IV.C,  at  21  infra. 
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nagotiatlons  by  DSPEJ  with  tha  Japanesa  delegation  to  th*  CCITT; 
and.  most  recently,  direct  negotiations  with  all  interested 
parties  In  Japan.  It  was  In  the  hope  that  these  most  recent 
negotiations  in  Japan  would  be  successful  that  ADAP50  requested 
an  extension  ot  tiae  within  which  to  file  this  petition  to  deny. 
At  the  present  tlaei  boweveri  reatclctlons  on  the  uee  of  private 
line  circuits  arc  atlll  being  Imposed  on  ADAPSO's  nembars. 

The  foregoing  recitation  of  events  clearly  demonstrates 
that  American  users  have  been  subjected  to  unreasonable  delays 
by  KDD  before  being  provided  with  private  line  service.   It  is 
also  clear  that  KDD  has  imposed  unreasonable  restrictions  on 
the  use  of  such  service  and  that  these  restrictions  are  extra- 
territorial in  effect.   Finally,  It  is  apparent  that  KDD  Is 
effectively  atten^tlng  to  increase  its  rates  by  li^roperly 
restricting  the  availability  of  private  line  service. 

IV.   Approval  of  the  Carriers'  ^plications  Mill  Be 
Inconsistent  With  the  Public  Convenience  and 

Necessity. 

As  the  Comnlsslon  and  courts  have  found  on  a  number  of 

occasions,    the  public  interest,   convenience  and  necessity  test 

is  sn  all-enconpasslng  standard  that  requires  the  Commission  to 

1/ 
examine  a  variety  of  relevant  factors.  At  a  minimum,   it  re- 


6/        See,    e.g.,   Pochet   Phone   Broadcast   Service,    Inc.    v.    FCI 
^         TT^  F-ia~44?,    451    ib.g.    Cir.    iJH)  i    Network   Project  — 
FCC,    Sll   F.2d   786,    793    {D.C.    Cir.    1975);    Hawaiian   Telephoni 
?o7  V.    FCC,    498  F.2d  771,    776   tD.C.    Cic.    1974);   Carter 
Hountain"fran3miasion  Corp.    v.    FCC,    321   F.2d    359,    362 
(D.C.    Cir.    1963);    Carroll   Broadcasting   Co.    v.    FCC.    258 
F.2d   440.    443    (D.C.    Cir.    1958);    Aiperican   Telephone   &   Tele- 
.    52    P.C.C.2d    128, 
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quicat   that  a  proposed  lervica  offaring  be  lawful  and    that    it 
be  conaiatent  with   the  Coantsslon's    'primary  ob]eccive*    of    pro- 
BOtlng   'capld,   efficient.    Nation-wide,    and  world-wide  wire    and 
radio  cosmunt cations  service. *  On  a  aoaewhat  broader    level, 

the  public  convenianc*  and  necessity  require  that  a  particular 
offering  be  considered  In  the  context  of  a  variety  of  national 
policies,  such  as  those  favoring  universal  access  to  conmunica- 
tion*  tacilttlea  and  the  free  flow  of  infomatlon,  and  Onited 
Statea  trade  and  econonlc  policy.  In  every  situation,  howevoir, 
the  public  interaat,  convenience  and  necessity  require  consider- 
ation of   all  the  facts  and  clrcuastances  which  aay   be  celevent 


In  the  context  of   this  proceeding,    this  Mans    that 
the  carriers*   appllcationa  oust   be  evaluated    in  light  of    the 
actions  which   their  foreign  correspondsnt  has  taken  with   respect 
to  private   line  service.      This   is  so  because,    by  word  and  deed, 
KDD  has   inextricably   linked  private   line  service  and  the   carriers' 
proposed  data  services.      More  accurately,   KDD  has   linked   re- 


y 

6/       Carroll  Broadcasting  Co.  v.  PCC,  supra,  258  F.Jd  at  443. 

The  baalc  charter  of  the  Commiasion  la,  of 
course,  to  act  In  the  public  Interest.   It 
grants  or  denies  llcsnses  as  the  public 
Interest,  convenience  and  necessity  dictate. 
Whatever  factual  elements  make  up  that  cri- 
terion in  any  given  problem  —  and  the  pcoblem 
may  differ  factually  from  case  to  case  —  must 
be  considered.   Such  la  not  only  the  power  but 
the  duty  of  the  Comaission. 
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strictlons  on  th«  use  of  prlvat*  leasad  cicculta  to  ths  Intro- 
duction of  Its  verBLon  of  the  applicants'  proposed  service 
offerings.  Further,  KDD,  its  capabilities,  and  Its  character 
ace  essential  eieMents  of  the  applications  now  pending  before 
the  Comisslon.  Conse(]uently,  no  evaluation  of  the  carriers ' 
applications  can  be  complete  without  an  evaluation  of  the  above 

The  first  connection  between  private  line  service  and 

VBNCS  was  established  by  KDD  by  contract  in  1977  and  again  In  1978, 

whan  KDD  inposed  the  following  condition  on  the  Japanese  atfillatas 

of  CDC  and  Tynshars  as  part  of  their  private  line  agreernentst 

When  "B"  IKDDI  shall  Start  service  through 
a  new  public  data  networ)^  called  'VEHUS* 
which  is  now  under  planning.   A"  Ithe 
American  user]  ahall  respond  to  *B*'s 
[KDO  s  consultation  with  a  preniae  of 
transfer  to  this  sec7ico  by  *A.*  ^ 

Many  months  later,  when  the  introduction  of  vends  appeared  to 

be  iminent,  KDD  established  the  second  and  most  recent  connection 

between  private  line  service  and  the  carriers'  specialized  data 

SBcvicas.   In  a  letter  dated  February  1,  1979,  KDD  informed  CDC 

that  the  restrictions  that  RDO  had  inposad  on  the  use  of  CDC's 

private  line  circuit  would  not  be  removed.   In  doing  so,  however, 

KDD  noted > 

for  your  information,  as  you  may  be  awarei 
KDD  is  planning  to  inaugurate  new  public 
data  services  coming  spring  and  sunner, 
called  ICAS  and  vends,  between  cs  mc's. 


9/   Appendix  II,  Attachnent  B,  at  1  5. 
10/   Appendix  II,  Attachaent  D,  at  2. 
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In  oth*r  words,  CDC  and,   £or  that  aatteri  All  Aavrlcan  UB*rs 

could  avoid  the  restrictions  KDD  had   imposed  on  tb«  use  oC  private 

11/ 
Unas    if   they   singly  began   using   VENUS.  The  mesaage    la   clear 

and  so  is  the  connection.     Consequently,    the  pending  carrier 
applications  cannot  be  viewed  In  isolation. 

Aaong  the  factors  which  the  Comnission  should  consider 
in  evaluating  the  carriers'    applications  is  the  appropriateness 
of  authorizing  a  service  provided  in  conjunction  with  KDD  in 
light  of  KDD's  failure  to  coolly  with  CCITT  recovmendations , 
Its  use  of  teleCoinnuni cations  facilities  as  non-tariff  trade 
barriers,   and  its  Imposition  of  restrictions  on  American,   as 
opposed  to  Japanese,   users.      In  addition,   the  Ccnnisslon  should 
consider  the  impact  on  American  users  —  both  in  teras 
of  price  and  quality  of  service  —  of  substituting  usage  sensi- 
tive services   for  flat  rate  services.     Also,    the  Commission 
should  consider  the  Impact  which  approval  of  the  proposed  service 
offerings  will  have  on  the  nation's  balance  of  payments  and  on 
the  position  of   the  United  States   in   future   bilateral   trade 
negotiations  with  Japan. 

A,     Approval  of  the  carriers'   applications  will 
be  Inconsistent  with  United  States  tele- 
comauni cat Ions  policy. 


Or  a  number  of  occasions  in  the  past,   the  Comlsalon 
has  'sharetdl    the  concern  of  ADAP50  .    .    .  over  the  continued 


11/     The  willlngnega  of  KDD  to  allow  VENUS  to  be  used  in  a  manner 

that  private  line  service  cannot  be  used  bears  on  the 
propriety  of  KDD  Imposing  the  restriction  in  the  first  Instance. 
Indeed,   this  fact  alone  would  appear  to  msKe  the  restriction  on 
private  line  service  an  unreasonable  discrimination  in  violation 
of  Section  202  of  the  Act. 
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availability  o£  private  line  services.'     On  one  such  occasion, 

the  Commission  explicitly  recogni2ed  "the  technical  and  economical 

advantages  to  lac^e  volume  users  inherent  in  the  ua«  of  overseas 

private  line  services*  and  expressly  held  that  '[sluch  services 

cannot  be  curtailed  without  appropriate  authorization  fron  the 

12/ 
Commission  pursuant  to  Section  214.*     In  doing  so.  the  Coninls- 

slon  was  reflecting  the  longstanding  Dnltad  States  policy  In  favor 

of  tha  unrestricted  availability  of  such  circuits  among  nations. 

The  United  Stataa  has  forcefully,  and  perhaps  most- 

cogently,  made  known  its  views  with  ceapaot  to  private  line 

service  through  its  participation  in  Study  Group  III  of  the 

CCITT.   In  two  contributions  to  that  group,  the  United  States 

has  made  it  unequivocally  clear  that  it  waa  this  nation's  'flm 

position  that  leaaed  clrcuita  charged  on  a  flat  monthly  rental 

i*/ 
basis  remain  available  to  all  usees  who  require  them.*    As 

concerns  the  use  of  these  clrcuita  by  remote  access  data 

processors,  it  has  alao  been  made  clear  that  the  'continuation 

of  leased  circuits  and  networks  foe  use  in  data  processing  aystams 

and  other  cuatotner  activities  Is  a  matter  of  primary  concern  to 

15/ 
the  United  Stataa.' 


12/   Memorandum  Opinion,  Order  and  J^uthoclsation.  Pile  Dos. 

I-T-C-2664-2,  I-T-C-2658-2,  I-T-C-26S7-3,  at  I  27  {July 
12,  197B)t  see  Craphnet  Systems,  Inc.,  63  P.C.C.2d  402.  410  n. 
(1977),  reconsideration  donied,  67  F.C.C.2d  1020  (1978). 


13/      63    F.C.C.2d   at  410    i 
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Ths  BuppoEt  of  the  DniCed  SCatss  foe  the  continued 
availability  of  private  line  circuits  has  not  been  advanced 
without  regard  to  the  legltlnate  concerns  of  other  nations. 
To  the  contraryi  the  Dntted  states  has  nade  It  abundantly  clear 
that  It  adheres  to  and  enforces  the  legitimate  CCITT  restrictlona 
Imposed  on  the  use  of  private  line  circuits  ei^loyed  'In  conjunc- 


tion with  conputers  (data  processing  centres)  operated  by  custc^Mn 

16/ 
and  providing  data  processing  services  to  others.*    Hieee  re- 

strictlonsi  which  in  essence  prohibit  message  switching  and 


16/  CCITT,  Ceneral  Tariff  Principles,  Lease  of  Circuits  for 
Private  Service,  vol.  ii.l,  Dec.  D.l,  S  f   11971)   (Orenge 
Book).   The  restrictiona  imposed  on  private  line  circuits  used 
In  conjunction  with  conputers  are  essentially  liaited  to  the 
following  prohibitions  and  conditions: 

a)  leased  citcults  connecting  users  with 
a  data  processing  centre  nay  not  be 
used  for  the  exchange  of  infocnatlon 
between  user  tenlnals  either  directly 
or  on  a  store  and  forward  basis  .    .    ,t 

b)  the  ttansBission  of  messages  between 
users  having  access  to  a  data  processing 
centre  shall  not  be  pemltted  through 
that  data  processing  centret 

c)  the  list  of  users  thus  connected  or 
having  access  through  the  public  net- 
works aiust,  upon  desmnd,  be  communicated 
Cor  agreement  to  the  Administrations  of 
the  countries  of  residence  of  these 
users.   Such  Information  shall  be  held 

in  strict  confidence,  taking  into  account 
national  Law  or  established  practices 
including  those  with  respect  to  right 
of  privacy] 

d)  the  customer  shell  not  be  permitted  to  operate 
in  the  manner  of  an  Administration  by  providing 
telecosugunications  services  to  others. 
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other  conuBunicatlont  b«tH«en  us«rsr   ate  fully  supportad  by 

ADAPSO.      Inased.    tvo  annexes   to  a  recent  United  states   submission 

to  CCITT  concerning    the  procedures    used    to  prevent    Imptrapec 

message  switching  were  prepared  by  two  of  ADAPSO's  membera.   one 

17/ 
of  which  la   involved   in  the  current  dispute  with  kdd. 

As   the   appendices   to   this  petition  demonstrate  and 
as  discussed  abov*)    the   restrictions   imposed  on  the  use  of 
private  line  service  by  KDD  go  Car  beyond   the  restrictions  con- 
templated by  CCITT  Recommendation  D.l  and  supported   by  the  United 
States.      Indeed)   KDD's  restrictions  are  so  draconian  that  they 
have  seriously  diminished   the  economic  utility  of  private  lines 
to  large  volume  users  such  as  CDC  and  Tynshare.     As  such,   KDD's 
actions   ace   In  direct  conflict  with  established  Onitecl  States 
policy.      Since  approval  of  the  pending  applications  will  aid 
and  abet  ROD  In  the   Inplenentatlon  of   Its   restrictive  private 
line  policy,   the  carriers'   applications  cannot  be  approved  with- 
out doing  violence  to  well-established  United  States  CCITT  tele- 
communications policy. 

The  carriers'   applications  also  cannot  be  approved 
for  another  reason.     As  noted  above,   discontinuance  of  service 
requires  approval  by  the  Commission  pursuant  to  Section  214 
of   the  Communications  Act.      Although  KDD's  imposition  of 
restrictions  on  the  use  oC  private  lines  May  not  amount  to  a 


12/     CCITT  Study  Scoup  III,   Contribution  No.   38    (Feb.    1978). 
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discontinuation  of  ••rvlc*  within  tha  ncanln^  of  Section  214, 

thes*  reatclctlont  claarly  conatltut*  a  rvductlon  or  iipalrm*nt 

18/ 
oC  saTvlcs  within  tha  Daanlng  oC  that  aaction.     Aa  audi,  EDD'a 

actiona,  aa  inpleamntad  by  tha  Anarican  cacriaca,  cannot  ba  undar- 
takan  unilatarally  without  a  finding  by  tha  Canalaalon  that 
auch  action  la  conalatant  with  tha  public  Intaraatr  convenlanca. 
and  nacaaslty.     To  curtail  aarvlca  without  tha  Intarrantlon 
of  th*  Coanisaion  la  not  only  Inconslatent  with  tha  public 
Intaraat,  it  la  unlawful.   SiallaEly,  alnca  a  earrlar  cannot 
lawfully  lapoaa  raatrictlona  or  condltiona  on  tha  us*  or  availabi- 
lity of  sarvlca  unlaaa  auch  reatrlctiona  or  condltiona  appear  in 

22/ 
tha  carrlara'  publiahed  tariffs,    th*  Imposition  oC  unpublishsd 

conditions  on  the  usa  of  private  llnaa  la  plainly  bontrary  to  the 
public  intaraat,  as  wall  aa  unlawful.  As  documented  herein. 
the  American  international  record  carriers  were  unable  to  pro- 
vide aervlce  in  response  to  a  demand  for  an  unrastrtctad  pelvata 


IB/  A  de  facto  discontinuance  or  impalment  of  aervlce  requires 

Section  214  authority,  as  ITT  and  RCA  should  be  well  aware. 

See  ITT  World  Conaunicatlona  Inc.  v.  Haw  torlt  Telephone  Co.,  3S1 


19/  See  Craphnet  Svateas, 

The  Comalaslon's  Rulea 
See,  e.g.,  47  C.F.S.  SS  Gl.GO,  63. SI,  fi3.62,  fi3.500,  e3.505  (1977). 

20/     47  D.S.C.   S   203   (1970). 
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B.  Approval  of  tha  carriers'  applications  will 
b«  inconsiat«nt  with  the  best  Interests  OC 
the  United  Statea  and  Its  trade  and  economic 

Although  all  of  the  Kotlvea  behind  KDD's  lopoaition 
of  restrictions  on  private  line  circuits  and  its  attest  to 
shift  usees  to  VEH05  are  known  only  to  KDD,  the  effects  of  its 
actions  are  quite  obvious.     KDD  has  rendered  private  line  cir- 
cuits exCrenety  IneCClclent  and  baa  made  the  only  available 
substitute  —  VENDS  —   lncr«dlbly  expensive.  Consequently,    if 
the  carriers'   proposed  data  services  are  approved,    they  —  In 
conjunction  with  the  restrictions  KDD  has  imposed  on  leased 
circuits  —  will  act  as   non-CarlEE  trade  barriers  to  American 
data  processors  wishing  to  operate  In  Japan.     As  such,    tha  pro- 
posed services  will  b«   inconsistent  with  the  public  Interest, 
since  they  will  thwart  Onited  States  foreign  trade  policy,  which 
Is  opposed  to  the  Interposition  of  non-tariff  obstacles  to  free 
trade. 

As  noted  above,   the  restrictions  imposed  on  the  use 
of  private  lines  by  itDD  inhibit  the  ability  of  Anerlcan  data 
processors  to  caapete  In  Japan.     Thla  is  so  because  American 
companies  are  unable  to  provide  their  full  range  of  processing 
applications,  since  their  private  lines  are  United  to  the  nse 
of  specific  coaputers  or  coaputer  centers.     A  side  effect  of 
this  restriction  is  to  Increase  the  unit  cost  of  transpacific 
data  transnlaalon,   since  private  lines  cannot  be  used  to  transalt 
data  unrelated  to  a  particular  computer  center. 

In  order  to  compete  in  Japan  with  services  processed 
on  Japanese  computers  or  with  services  processed  by  computers 
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In  oth«c  countriaa  conn*ct«d  via  prlvat*  lincB  to  Japan,   an 
American  data  processor  haa  three  cholcias  —  none  o£  which  pro- 
vides slgnlClcant  competitive  relief.      First,   the  American  com- 
pany can  sacure  —  at  unnecessary  expense  and  after  much  delay  — 
additional  private   lines   to  «ach  of   Its  Dnlted   States  processing 
locations.     This  would  result   in  several  private   lines  being 
inefficiently  used.      Second,   the  data  processor  can  reconfigure 
its  United  States   faellitiea  so  as  to  aggregate   its  coi^uting 
facilities   into  one  system  in  one  location.   This  would  be  a 
highly  expensive  and   technologically  unacceptable  option. 

nie   third  choice,   equally  unacceptable!    is   foe  the 
data  processor  to  transfer   Its  service  to  VENDS  and  one  of  its 
American  counterparts    now  under  consideration.       If   this   option 

were  chosen,    the  American  company  would  become  an   Ineffective 

21/ 
competitor  and  KDD  would  multiply   Its   revenues.  A  few  esai^les 

22/ 
demonstrate  this  point.      At  current  rates,        an  average  low  speed 

user  <300  baud)  who  transmits  29,000  characters  per  hour  would 
pay  S,B20  Ten  or  $44  per  hour  if  using  VENUS.  A  typical  time- 
sharing vendor  could  provide  the  same  service  using  a  private 


21/     In  addition  to  Increasing  the  carriers'    revenues,   a  shift 

in  traffic  to  VENDS  would  affect  the  services  of   remote 
access  data  processors  and  other  users,  by  requiring  them  to 
use  the  protocols  of  the  carriers'   services  and  preventing   them 
froM  designing   their  own  networks  based  on  transparent  private 
line  service. 

22/     Assuming  a  conversion  rate  of   200  Yen  per  dollar,   the  pro- 
posed  connection   charge    for  VENUS    is    3,600   Yen   or   $18   per 
hour  and    the  proposed    transmission  charge    is    ISO   Yen  or  90    cents 
per   1,000    characters.      In   addition,    there  will   be   a    fixed  monthly 
charge  of  8,000  Yen  or  $40  if  local  access   Is   through   the  pub- 
lic network,   or  15,000   to  17,000  Yen,    $75   to  S8S,    if  local 
access   is   through  a  dedicated   1200  baud  line. 
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linm  at  4,700  Ten  or  $23  pec  hour  without  cagacd   to  eh>  nuBb«r 

of  charactecB  tcansalttcd.      IE   Coccttd  to  use  VBNUS,    th«  tta«aharlng 

vendoc'a  scononlaa  o£  seal*  would  disappear. 

Coi^arlng  ■   leased  9600   baud   line  and  VEHIIS,    the  cost 
dttfecentlal   Is  astounding.      If  a  fully  loaded   line    Is  assuaed 
to  run  sis  hours  pec  day  foe  20  days  a  aonth  uaing   SO  percent 
of  the  aaxlaun  through-put  of  such  a  line>   the  revenue  for 
KDD  froB  VENtlS  would  be  over  ¥237,000.      This   Is  over  10  tlwes 
the  revenue  RDD  would  receive  for  an  equivalent  leased   line. 
If  Aaerlcan  data  procesaora  were  forced  to  pay  these  ouch  higher 
rates  and  increase  their  prices,   they  would  lose  their  ability 
to  coapete  affectively  with   their  Japanese  counterparts. 

On  the  basis  of  the  foregoingi    it  Is  clear  that,    if 
approved,    the  carders'   proposed  data  services  will  act  as  non- 
taclff   trade  barriers  to  Aoerlcan  data  processors  operating   In 
Japan.     As  auch,    they  cannot  be  approved  by  the  Conmlsslon  con- 
sistent with   the  public  intareat  and  Cnited  States   foreign  trade 
and  eeonoMle  policies.      Evan  it   It   is  assuned  that  the  ROD  has. 
no  aconoBlc  Botlves  for  Its  actions  other  than  its  singular 
view  of  what   is  a  peraisslble  use  of  private  line  circuits, 
the  pending  applications  aust  still  be  denied  since  the  effect 
of  XDD'a  actions   is  still  the  same.      Bowever  Innocent,    the   fact 
rualns  that  ROD  la  not  atteaptlng  to  enforce   Its  vleir  of  what 
is  proper  in  Japani   rather,    it  is   trying  to  do  so  in  the  United 
States.     This  is  clearly  not  proper.     As   the  Coraslsalon  haa 
statsd   In  a  soaewhat  different,    though   relevant,    contest,    'con- 
siderations of  national  sovereignty  and   International  coalty 
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raqulra  that  no  nation  hav*  a  final  untlataral  datamlnatlon 
with   raspact  to  faalllty  daploynant  and  uaa.'  Thla    la   partic- 

ularly appropriate  whara,   aa  hera,    auch  unilateral  action   Hill 
act  aa  a  non-tariff  barrlar  to  cooiarca. 

C.     Approval  of  the  carrlera'    appllcatlona 
will  raault  in  laaa  afflclant  uaa  of 
International  and  doneatlc  talecooBuni- 
eatlona  fecllltlaa. 

Aa  recoqnliad  by  the  Onltad  Stataa   In  ona  of    Ita   aub- 
Biaaiona  to  CCtn  Study  Croup  Hit        baalc  private   Una   aervlce 
baa  playad  •  alqniflcant  role  In  the  growth  and  developaant  of 
Innovative  data  procesalng  services.     Through  the  us*  of  sophiatl- 
eated  coaputer  technologyt   both  data  processing  sarvtca  coa^aniaa 
and  private  network  operators  have   Incraasad   the  <]uality  and 
efficiency  of  private   Una  circuits  and  have  satisfied    the  highly 
spacialized  data  proeaaalng  naada  of  thamsalvea  and  their  custoaeca 
The   Inpetus  and   incentive   for  thia  development  has  been    the 
availability  of  unrastricted  private  l,ine  service  at  econoaical 
flat  monthly  rates. 

The  rastrlctiona  impoaed  on  the  use  of  private  Unas 
by  KOD,  howaveri  discourage  th*  efficient  utilization  of  such 
circuits.     Rather  than  encouraging  the  aaximuB  amount  of  use 
possible,   KDD   limits  private  lines   to  ths  traffic  which    is    gener- 
ated or  received  by  one  computer  site.      As  a  practical  mattar, 
thia  means    that  private  line   circuits  will  operate  at  less    than 

23/     Overaeaa  Cowmunlcationa,   62   F.C.C.2d   *51,   457    (1976). 
24/    cciTT  Study  Group  III,  Contribution  Mo.   34   (Feb.   1978). 
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full  capacity.  Hor*ov«r>  absent  any  need  to  Improve  trananission 
efficiency,  the  Incentive  which  usees  nonnally  have  to  develop 
new  techniques  or  otherwlae  Increase  tranamlaaion  speeds  or 
accuracy  will  diminish. 

In  addition  to  a  loss  of  efficiency  In  the  use  of 
private  lines,  KDD's  actions  will  have  another  adverse  effect 
on  remote  access  data  processocs  and  on  companies  that  wish  to 
develop  their  own  private  computer  networks.   If  CDC>  foe  In- 
stancef  were  compelled  by  KDD  to  transfer  ita  service  to  VENDS, 
CDC  would  Incur  unnecessary  costs  and  be  forced  to  use  unnecessary 
equipment.  This  is  so.  because  many  of  the  features  offered  by  - 
VENDS,  ODTS,  OBSi  and  LSDS  are  already  present  in  CDC's  ewn 
remote  access  data  processing  network. 

The  CDC  network,  for  example,  currently  provides  for 
a  quality  of  trananission  and  error  correction  at  least  as 
good  as  that'proposed  by  KDD  and  the  American  carriers.  Thus, 
as  far  as  CDC  and  its  customers  are  concerned,  the  addition 
of  the  equipment  and  software  proposed  by  the  three  applicants 
and  KDD  will  be  unnecessary  and  the  costs  thereof  duplicative. 
In  addition,  the  requirement  that  a  custoaer  use  the  regular 
CDC  network  and  then  interconnect  to  a  special  network  will 
odd  needlesa  complexities  and  costs.   If  compelled  to  use  these 
specialised  data  services,  CDC  would  be  required  to  utlllia 
additional  equipment  to  Interface  Its  network  with  these  special- 
ised data  services  and  to  modify  customer  access  proceduceSf 
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instructions,   and  training  to  acccmModata  the  non-standard 
Ceatures  of  thass  specialized  data  secrices. 

Th«  CoBBtasion'a  'priiMEy  objective'   und«r  th«  Cob- 
aunlcattons  Act  of  193*  Is  *ta  make  avaiiablet   so  far  as  posslblsi 
to  all   the  people  of  the  nnlted   states  a  rapid,    efClelenti   Nation- 
wide,   and  world-wide  wire  and   radio  coaaunlcatlons  service  with 

«/ 
adequate   facilities  at  rsasonabls  charqas   .    .    .    .*  As  the 

statute   itself   Indicates,    this  responsibility  extends   to  both 

26/ 
<3o*estlc  and   International  telecomnunlcations .  In   light  of 

this  congressional  Mandate,    the  Comnisslon  cannot  approve  the 
pending  applications  because  they  are  linked   to  RDD's  li^erais- 
slble  restrictions  on  the  use  of  private   line  service.      It  la 
clear  that  the  public  will  not  benefit  from  the  Inefflcisnt 
use  of  International  private  lines  and  domestic  data  processing 
and  connunlcations  facllltiss.     It   is  equally  clear  that  the 
public  will  not  benefit   from  unnecessary  requirements   for  dupli- 
cation of  connunlcations  equipment  and  services  and   the   increased 
costs  attendant   thereto.     As  presented  to  the  Crannlssion   in 
Che  context  of  RDD's  actions,    the  carriers'    applications  will 
not  serve  'the  present  or  future  public  convenience  and  necessity.' 


25/      47  n.S.C.    5    151    (1970). 
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Per  th«  reaaons  act  forth  abova.  It  ia  cl««e  that  th« 
'  appllcatlona  cannot  be  grantad  conslatent  with  tha 
public  Interaat.   The  Commlaalon,  howavar,  can  appcova  thaaa 
appltcationa  if  it  axacciaaa  its  authority  undar  Sactton  ll<(c) 
of  tha  Act  and  inposea  thraa  exprasa  conditions  on  tha  carrlara' 
grant  of  authority.  Spaclflcallyi  tha  Cotnisalon  can  afflcMativaly 
act  on  tha  carriara'  appllcatlona  conatatant  with  the  public 
Intarast  If  thalc  approval  is  conditioned  uponi   (a)  tha  removal 
of  all  raatrlctlona  currently  being  Impoaed  by  KDD  on  the  uae  of 
private  line  circuits  tamlnatlng  In  the  Onlted  States  that  at« 
Inconalstant  with  applicable  CCITT  recooaendatlonsi  (b)  the 
teralnatlon  of  all  requlranents  that  subscribers  of  private 
line  aervlca  transfer  to  VCN03  and  its  American  equivalents] 
and  tc]  the  notification  in  welting  by  the  applicanta  o(  all 
thflie  current  private  line  subscribers  that  all  restrictions 
on  the  uae  of  such  circuits  between  the  United  States  and  Japan 
that  are  Inconslatent  with  applicable  CCITT  teconmendations  have 
been  ranoved  and  that  the  availability  and  use  of  such  circuits 
will  not  be  affected  by  the  Introduction  of  the  applicants'  pro- 
posed data  services. 

In  AOAPSO's  view,  all  thra*  conditions  ars  nocaaaacy 
if  tha  public  intaraat  is  to  be  adequately  protsctad.  The  three 
conditions  are  also  reasonable.  Tha  fitat  condition  merely  re- 
quires adherence  to  the  existing  International  c 
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pctniasible   ija«  of  privaCa   Una  circuits.     Appcoxlmacaly   a   year 
agOf  (torklnq  Party  III/l  of  CCI^  study  Group  ill  unantnoualy 
decidad   to  retain  the  principle   that  leased  circuit   service 
should   continue  to  be  a  coanuni cat ions  user  option.      tn    addition, 
this   condition  affactlvaly  directs   the  carriers   to  antlafiy   their 
afflroatlve  obligation  'to  make  reasonable  efforts   to  arrange 
for  tba  necessary  connecting   facilities   required  locally  and 
abroad.*         In  this  cass,   ths  necessary  connecting  facilities 
would  be  unrestricted  private  line  service. 

The  second  condition  renoves   the   iapecnisalble    linkage 
iriiich  KDD  established  between  private  Una  service  and    the   carrier*' 
proposed  dats  services.     In  other  words>   It  requires  that  users 
be  permitted  to  choose  a  particular  service  on   its  own  merits, 
unrelated  to  any  econonic  ot  other  power  which   the  aervice  vendor 
■ay  possess.     This   Is  con^letely  consistent  with  United    States 
conmunicatlons  policy. 

Ths  third  condition,    that  current  private   lin«   sub- 
scriber* be  advised  of  the  eliminstion  of   restrictions   on  the 
availability  and   use  of  such  circuits,    is  necessary  for  a  nuaber 
of  reasons.     To  begin  with,  other  users  may  have  similar  re- 
strictions imposed  on  their  use  of  private  lines.     Qnleas    they 
are   Comally  notified   that  these   restrictions  hava  been   rttmoved, 
they  will  continue   to  operate  under  the   Impression  that   they 


27/     Hocatta  Hetals  Corp.    v.    ITT  ( 

srp.c.c.id  i5*,  lis  (t9ts). 


mlcations    Inc.  , 
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still  8xlat.      S*condi   oth«r  uacra  may  b*  luidtr  an  obligation 

to  transEer  tttxt  pclvat«  lln«  s«rvlc«   to  VENDS  wh«n  th«  carrlars' 

applications  ar*  approvad.      In  ordar  to  aaaura   that  uaara  do  not 

do  Bo  involuntarily ,   all  privata   lin«  uaars  ahould  be  advlaad 

that  thay  naad  not  do  ao  and   that   thay  can  continue  to  utilize 

unrestricted  private   line  service. 

Only  by  imposing  the  above  conditions  will  the  public 

Interest  In  the  efficient  use  of  United   telecomaun lea t ions  ce- 

souEces  at  reasonable  costs  be  protected.      In  addition,   these 

conditions  will  assure   that  the  Commission  does  not  promote 

non-tariff  trade  barriers  and  conmunl cat lens  policies   that  are 

In  fundamental  conflict  with  American  trade,   economic,   and  tela- 

comnuni cat ions  policies. 

VI.      In  the  Alternative,   the  Conmilssion  Should  Conduct 
an  Investigation  and   Hearing  with   Respe-ct   to  the 
Connection  Which  May  Exist  Between    the   Proposed 
Data  Services   and   Restrictions   on  the  Availability 
and    Use   of    Prlvace    Line   Clrcuies. 

If   the    Commission    is   not  yet  prepared    to  deny   the 
carriers'   applications  or  condition  them  as  requested  herein, 
it  should,   at  a  minimum.   Investigate  and  conduct  a  hearing  with 
respect  to  KDD's   actions   in  restricting  prlvata   line  service 
and  promoting/requiring   the  use  of  the  carriers'  epeclallzed  data 
services. 

A.     Scope  of  theihearlnq. 

Among  other  thingsi   a  Connlssion  investigation  and 
hearing  should   focus  upon  the  agreements  —  both  disclosed  and 
undisclosed  -—  which  nay  exist  between  KDD  and   the  thrae  American 
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earrt«ca  concerning  tha  introduction  of  the  propoaed  data  services 

28/ 

and  the  availability  of  private  line  circuits.    As  a  prelittl- 

nary  nattari  the  Commlsalon  should  call  upon  the  applicants  to 
file  all  Bgreenents  and  reports  of  negotiations  that  pertain 
to  Che  acrangamants  or  understandlnga  between  KDD  and  any 
applicant  concerning  private  line  service  or  the  applicants' 
proposed  aecvlces.  When  recelvedr  these  materials  should  be 
dlsclossd  and  interaated  parties  should  be  invited  to  coment 
thereon. 

The  Comnlsslon  should  also  Investigate  the  extent 
to  which  KDD  has  Inposed  similar  or  other  restrictions  on 
other  users  of  private  leased  circuits  between  the  Cnlted 
States  and  Japan  which  aret 

(i)    contrary  to  CCITT  recoanendatlons i 

(tl) 

(iill 
(iv) 

(V) 

All  of  these  factors  are  relevant  to  the  Conaisslon's  dstemlna- 
tlon  whether  the  pending  applications  are  consistent  with  the 
public 'interest,   convenience,   and  necessity.     As  noted  above. 
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th*  Connlaslon  la  obligated  to  sxamlne  all  oZ   th«  relevant 
facts  and  clrcumstancca  aurroundinq  a  proposed  aarvlce  ofCerln?. 
Aa  part  o£  any  hearing  whlcb  the  Connlsaion  may  conduct>  the 
carriers  should  be  called  upon  to  denonstrate  what  actions  they 
have  token.  If  any,  to  have  these  cestrictions  renoved.   In 
addition,  other  users  of  international  telecomuni cat ions 
services  should  be  Invited  to  participate. 
B.   Report  to  Congress. 

If,  for  any  reason,  the  Commission  concludes  that  it 
lacks  the  power  to  take  any  action  —  either  with  or  without 
a  hearing  —  which  would  effectively  eliminate  the  restrictions 
lapsed  by  KDD  on  private  line  service,  it  should  so  advise 
Congress.   In  light  of  the  conaldaratlon  now  being  given  by 
Congress  to  amendnenta  of  the  Conauni cat ions  Act,  such  action 
would  be  especially  appropriate.  ADAPSO,  however.  Is  of  the 
view  that  remedial  legislation  Is  unnecassary.   The  Conmlssion 
currently  possesses  adequate  authority  to  take  meaningful  action 
to  regulate  foreign  communications. 

VII.  Cone lu» Ion 

For  the  reasons  set  forth  above,  ADAPSO  requests  that 
the  Commission  deny  the  Section  214  applications  of  WDt,  RCA, 
and  ITT,  unless  the  conditions  enumerated  above  are  Imposed. 
In  the  alternative,   the  Conmlssion  should  investigate  these 
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applications   and   conduct   a  public  hearing   to   consider   the 
isBuee   raised   herein. 

Respectfully  submitted. 


By:      Herbert   E,    Harks 


Joseph   P.   Harkoski 


WILKINSON,    CRAGHN    S,    BAHKBR 
1735   New  Ifork  Avenue,    N.H. 
Washington,    D.C.      20006 
(202)    833-9800 


Its  Attorneys 
April   11,    1979 
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APPENDIX   I 

AFFIDAVIT 

Aldan  Helntz,   being  duly  swora,  deposes  and  ssys: 

1.  I  un  Vice  Presideat,   Internatiooai  and  Corporate  OperalioDS  of 
Tymsbare.  Inc.  {Tymshiro).  20705  Valley  Green  Drive,  Cupertino.  Califoraia. 
In  tbia  capacity.  I  am  peraooally  [amlllar  with  the  operaCioa  of  Tymshare's 
latematloaal  remote  access  data  processing  network.    Id  addition,  I  ha^e 
become  directly  involnd  In  negotiations  between  Kokusai  TTtaahare,   Ltd. 
(KTL),  a  Tymshare  afmiate,  and  Kokusai  Densbln  Denva  Co. ,   Ltd.  (E£DD) 
concerning  the  acqulaillon  and  uae  of  a  private  line  circuit  between  the 
conllneatal  United  States  and  Japan. 

2.  Tymsbare  currently  provides  a  variety  of  timesharing  and  remote 
•cceas  data  processing  services  to  a  number  of  International  locations.  IQ- 
cloding  Japan.    Tymshare  provides  these  services  through  ttie  uae  of  private 
line  elrcuita,  which  it  obtaina  from  international  record  carriers.     Because 
In  the  past  these  leased  circuits  have  been  made  available  \n  accordance  with 
applicable  CCITT  recoumendations,  Tymshare  has  had  the  incentive  to  and 
has  Invested  substantial  funds  in  equipcaent,  aoftware,   research  and  develop- 
ment to  improve  the  quality  and  capacity  of  these  circuits  and  to  Integrate 
them  in  Tymstiare's  specialized  data  proceBsing  network. 

3.  In  December  197S,  KTL  Informally  requested  a  private  line  between 
Tokyo  and  San  Francisco  from  KDD  for  the  purpose  of  transmitting  data 
between  KTL  customer  terminal  el]uipment  in  Japan  and  certain  Tymshare  data 
processing  caatera  in  the  U.  S.  A.    KDD  instructed  KTL  to  provide  eitenaive 
background  Information  about  KTL.  Tymshare,  Tymshare's  network,  computer 
service,  etc. .  but  alao  im  tructed  KTL  not  to  apply  formally  to  KDD  for  the 
private  line  untU  KDD  told  KTL  it  was  the  proper  time  to  do  ao.    By  June  19TT, 
Tymshare  was  gravely  concerned  that  approval  from  KDD  might  never  be  given 
to  KTL  and  that  without  a  formal  application  by  KTL  to  KDD,  no  application 
date  would  be  available  on  which  a  complaint  of  unreasonable  delay  by  KDD 
could  be  lodged  by  either  KTL  or  Tymshare.    Therefore,   in  June  19TT.  KTL 
[Utally  mvJe  a  formal  application  to  KOD  for  Che  private  line.     The  Japanese 
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carrier,  KDD,   reluaed  to  i.uIborlze  or  Inatall  Ihia  circuit  unless  certiin 
8p«cm«d  coadUlons  wera  satisfied.    Among  tbesa  conditloas  was  the  require- 
meat  Ibat  KTL  and  Tymshare  agree  that  tbe  circuit  be  connected  only  to 
specific  ccmputcr  syslems  la  only  one  ccmputer  center  location  in  the  United 
States.    Id  addition,  KDD  demanded  tbat  this  circuit  not  be  coooected  to  any 
United  States  public  netiroric,   including  tbat  or  Tymnet,  Inc.,  a  separata 
ann'B'lengtb  aCfiliate  oITymsbare.    Finally,  KDD  demanded  that  KTL  con- 
alder  tbe  use  of  KDD'a  new  pnbllc  data  cocmnunicatlona  network  service  known 
alternately  as  tCAS  or  VENUS  at  tbe  time  that  KDD  initiated  such  service. 

4.  Tymsbare  and  KTL  wera  confronted  with  the  option  of  acceding  to 
tbe  demands  of  KDD  or  of  not  providing  service  via.  transpaciOc  circuit  in 
Japan.    Accordingly,  Tymshare  and  KTL  have  agreed,  under  protest,   to  KDD's 
conditions.    On  March  22,   19TS,   16  months  after  the   initial  Informal  request 
for  service  was  made,   tbe  private  tine  circuit  requested  by  Tymshare  was 
installed. 

5.  At  ttie  present  time,  Tymahare  allocates  primary  responsibility  [or 
variouB  data  processing  applications  among  its  several  different  kinds  of 
computer  systems  which  are  located  at  «  number  of  different  locations.    Conse- 
quently, the  KDD  requirement  that  a  private  line  circuM  between  the  United 
States  and  Japan  tie  connected  to  only  one  cccnputer  site  In  the  United  States 
inhibits  Tymshare's  ability  to  offer  its  lull  range  of  data  proceasing  services. 
This  is  so  because  the  only  services  which  Tymahare  can  offer  in  Japan  are 
tboae  wbich  are  processed  on  specific  computera  at  one  computer  center 
attached  to  the  leased  transpacific  circuit.    Although  Tymstiare  has  «  need  for 

a  private  leased  circuit  wbich  will  enable  It  to  efficiently  use  its  data  processing 
network.  Tymahare  has  been  denied  such  service. 

8,    The  services  offered  by  Tymsbare  are  fully  in  accord  with  relevant 
United  States  regulations  and  with  tbe  Ree cxmnendatlons  of  the  Consultative 
Cmnmlttee  for  International  Telegraph  aod  Telephone  of  the  International  Tele- 
cotnmunicatlona  Union. 
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7.    TyiiistiaT«  has  advised  tbat  the  needs  oF  Ita  data  proceaaiog  network 
to  access  a  number  of  ctxnpeCiCive  eyatems  can  be  satisfied  through  the  use  of 
KDD's  ICAS  or  VENUS  aervice.     VENUS,   hawever,  which  Is  priced  at  usage 
sensitive  rates,  is  not  an  economicallj  feasible  service  tor  Tymsbare.    If 
TjTnahare  waa  forced  to  use  ICAS  service  which  appears  to  be  at  Uast  10 
timea  more  expansive  on  a  unit  cost  basis  for  our  purposes  ttian  the  cost  of 
a  private  line,  our  affiliate  would  be  usable  to  compete  econonlcally  In  Japan 
with  computer  services  based  on  computers  located  in  Japan  and  also  unable 
to  compete  with  cwnputer  services  provided  In  Japati  via  private  lines 
connected  to  computers  located  in  ottier  countries.  .  ,,  /  -> 

' — -~~'*  Alden  Helntz         T^T 

Subscribed  and  sworn  to  before  me  this  27th  dajr  of  March,  1979. 


.'jii.iLA^x-|ic.GL^ 


Notto-y  Public 
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APPBHDU  II 
AFFIDAVIT 

Phillip  C.   Onstad,   baing  duly  sworn,    d«pos«s  and  aayt: 

1.      I  (Ui  Chairman  of  tha   Intarnatlonal  Coapetltion  and   Data 
Co^unicatlona  Conmittsa  of   the  Aasociatlon  of  Data  Procaaatn^ 
Service  Organizatlona,    Inc.    (M)AP30| .      I   an  also  Hanagar  of  Talecoa- 
Bunicatlcns  Policies  for  Control  Data  Corporation   (CDC)   and  a  duly 
authorlitd  rtpresentatlve  for  Talacoaaunicatlons  Pollctee  of  Data 
Services  Far  East,    Inc.    (DSFE) ,    a  wholly  owned  subsidiary  of  CDC  and 
Data  Services  Far  East,   Japan  Branch    (DSFEJ) .      I  naka   this  affidavit 
In  support  of  ADAPSO'a  petition   to  deny  the  applications  of  Western 
Onion   International,    Inc.    (Hni) ,   RCA  Global  Comunl  cat  ions.    Inc. 
(RCA),    and  ITT  World  CoBmunicatlona  Inc.    (in)    for  authority  to  pro- 
vide  their   respactlva  data   services  between  the  continental  United 
States  and  Japan  and  points  beyond. 

2,     In  ay  capacity  aa  COC'a  Hanager  of  Telecomunicatlona 
Policies  and  as   reprasentatlve  of  DSFE  and  DSFET,    I   an  personally 
fantliar  with  the  operation  of  CDC 'a    International  react*  access 
data  processing  network.      I  an  also   faniliai   with  and  have  partici- 
pated  In   the  negotiations  which  have   taken  place  between  DSFBJ  and 
Kokusal  Oenshln  Denwa  Co.   Ltd.    (KDD)   concerning  the  acqulaltlon  and 
use  ot  a  full  period  private  leased  voice  grade  coHPun teat Ions  cir- 
cuit between   the  united  States  and  Japan. 
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3.  CDC  utills*s  such  prlvat*  laaa*d  circuits  to  proTide 
reBOta  accasa  data  piocaaalng  satvtcaa  to  vaclous  qsogcaphic  loca- 
tions throughout  tha  world,  including  Japan.  Bacausa  in  tha  past 
thasa  laaaad  circuita  hava  baan  mada  availabl*  by  tha  intarnational 
racocd  carriers  in  sccordanca  with  applicabla  CCITT  tacoMwndations, 
COC  has  bad  tha  tncantiva  to  and  has  invaatad  aubatantlal  funds  in 
•quipaantf  softwaca,  rasaatch  and  devalopmant  to  tn^cova  tha  quality 
and  capacity  of  thasa  olrculbs  and  to  integcata  tham  in  CDC'a  spa- 
clalltad  data  pcocaasing  natnotk. 

4.  In  aarly  1976,  CDC  raquaatad  RCA  to  Install  a  Cull 
parlod  prlvata  laasad  volca  gcada  cotnunlcationa  circuit  batwaan 
CDC's  data  ptocBSsing  cantar  in  tiskevood,  Ohio  and  tha  Tokyo,  Japan 
offica  of  D3PBJ.  Aa  la  tcua  with  raapact  to  othai  of  CDC's  llnaa, 
tha  raquaatad  circuit  was  intendad  Co  ba  uaad  to  transnic  processing 
inCocMation  to  and  fron  tarninal  aqulpnent  located  on  the  preaisas 
of  customers  of  DSFKJ  in  Japan  and  CDC  data  processing  canters 
located  in  the  dnited  States.   KDD,  tha  Japanese  carrier,  objected 
to  and  refused  to  Install  the  raquastad  circuit.  After  many  laonths 
of  negotiationsr  tha  requested  circuit  was  Installed  in  September  of 
1977.  Tha  KDD,  bowavar,  offered  CDC  and  DSFEJ  the  choice  of  agree- 
ing to  a  contract  which  placed  subatanttal  restrictions  on  the  uae 
of  tha  circuit  by  CDC  and  DSFEJ  or  being  prohibited  Ccom  marketing 
tbair  sarvicas  in  Japan.  A  copy  oC  this  contract  appears  aa  Attach- 
ment A  to  this  affidavit.  A  HMiaoranduffl  addition  to  tha  contract 
provided  that  when  KOD  initiated  its  own  public  data  service,  DSFSJ 
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and  CDC  would  be  pcasaacad  to  ttaDat«r  sarvtc*  ttam   the  laas*d  clc- 
culc  to  th*  naw  kdd  data  aarvica.  Saa  Attactmant  B. 

5.  nia  major  rastrletlon  lapoaed  by  tha  contract  Involvaa 
th«  Onltad  Statat  teialnua  of  tba  laasad  clrcale.   Spaclf Ically,  the 
contract  provldaa  that  tha  circuit  can  ba  connactad  to  only  a  alngla 
coaputar  syatan  In  a  alngla  location  within  th*  Onitad  Statas.   Tha 
aftact  o£  this  rastrletlon  la  to  Inhibit  CDC'a  ability  to  Mrkat  Its 
full  Una  ot  data  procaaalng  aarvlcaa  in  Japan.  Thla  result  ia  a 
tunotlon  of  CDC'a  data  procaaalng  network  structure.  In  order  to 
Maintain  aa  secure  an  anvtconHant  aa  possible  for  Its  eustotaera' 
data  and  to  aaaura  tha  contlnuoua  reliability  of  Its  aarvlcaa,  CDC 
allocatea  production  ot  Ita  data  procaaaing  sarvleas  aaong  centara 
in  locatlona  such  aa  Lakawood,  Ohio,  Rockviller  Hacyland,  Ca^ball, 
Cslitornla  and  KinneapoliSf  Minnesota.  In  this  Manner,  cuatoBsr 
data  basaa  and  application  pcoceastng  are  spread  over  a  nuabar  of 
physical  locations  tc  provide  safeguards  including  aMrgancy  back 
up.   CDC's  data  procaaaing  network  Moves  Much  data  to  and  froa  eua- 
toMar  tarMinals  to  the  Lakawood  location  from  which  location  It  la 
diverted  to  varioua  CDC  data  processing  cantara.  Prlnary  procaaaing 
capability  for  apaclfic  applicatlona  Ilea  with  spaelflc  processing 
centers.   Howavar,  the  only  sarvlcaa  which  may  ba  offered  In  Japan 
at  the  present  tlaw  are  thoaa  that  are  processed  on  a  syataa  In  the 

6.  Tha  geographic  dispersion  of  procaaaing  functions  par- 
for»«d  by  CDC's  network  dees  not  allow  tb*  transMiaaion  of  aaaaagea 
between  custoser  taCBlnala.  Aa  evidenced  by  Attachaent  C  to  chia 
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affidavit,  CDC  has  alwaya  Ukan  pracautiona  to  Inhibit  the  usa  of 
Ita  natwork  by  cuatcmaca  for  naaaaga  awitchlng.   The  aarvicea  olfar- 
•d  by  CDC  ara  fully  In  accord  with  ealevant  Unttad  statas  ragula- 
tlona  and  tha  Racomendatlona  of  tha  Consultative  C^lBlttea  on 
Jntetnational  Telegraph  and  Talaphona  of  the  Intacnatlonal  Talecoa- 
munlcatlons  Onion.   Hotnl tha tending  tha  focagotng,  tha  Japanaaa 
authorities  maintain  that  CDC's  allocation  of  procaaalng  to  various 
U.S.  centeca  Itaelf  conatltutea  naaaage  awitcblng  which  will  not  ba 
peraltted  on  circuits  which  connect  In  Japan. 

7.   Since  tha  installation  of  tba  raquastad  circuit  In 
September  1977,  CDC  and  DSFEJ  have  taken  every  step  poaaible  to  hava 
the  above-mentioned  restriction  removed.   Thesa  Includei   negotia- 
tions with  the  Office  of  Telecommunications  Policy  of  the  Department 
of  State]  negotiations  wltb  tha  International  Programs  Division  of 
the  Coomon  Catrtar  Bureau  of  tha  Fadacal  Communl cat tons  Commissionr 
nagotlatlona  with  tha  Onitad  Statat  Spactal  Trade  Repreaentativai 
negotiations  with  tha  Joint  Dnitad  States-Japan  Trad*  Facilitation 
CoBffllttae  Staff,  Bureau  of  international  Bconcaic  Policy  and 
Research,  Department  of  Commercai  negotiations  with  the  Talaconnuil- 
catLons  Secretary  of  tha  Embaaay  ol  Japan  in  Nashlngton,  D.C.t  nego- 
tiations with  tha  American  International  record  carriers)  negotia- 
tions with  the  United  States  Embassy  in  Japan  by  DSPBt  negotiations 
by  D6FBJ  with  the  Japanaaa  delegation  to  the  (XITT.   Although  these 
negotiations  have  bean  continuing  at  all  levels,  the  Ministry  of 
Posts  and  Telecommunications  has  refused  waiver  of  the  restriction. 
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8.   tn  tha  moat  c«e*nt  coiiaspondanc*  batwvan  COC/DSPBJ  and 
RDD,  CDC  was  IntOEMd  that  KDD  Hould  not  attvnpt  any  fuithar  nagotl- 
ationa  with  eh*  Mlnlstiy  of  Poata  and  Telecommunications  In  ocdac  to 
hav*  tba  EaatElctlon  on  tha  us*  of  CDC'a  laassd  circuit  r^nvad. 
RDD  Indicated,  bowev«r,  that  tha  naads  of  CDC  foe  ^aogtapbte  dlapat- 
ston  of  pEOceaalng  couia  now  ba  aatiafiad  with  RDD'a  naw  public  data 
sarvicaa,  ICAS  and  VSHUS.   Saa  Attachwant  D.   Thaaa  naw  data  aac- 
vlcea,  which  are  pricad  at  uaaga  senaltlve  rates,  will  ba  oftatad  in 
connaction  with  tha  apaclaliied  data  aecvices  of  MDI,  RCA,  and  ITI. 
The  uaa  of  thaaa  apaclalliad  data  aarvicaa  will  not  ba  aconoatcally 
or  technically  feaalbla  foe  CDC/DSFEJ  since  aany  of  tha  faatnrea 
thay  offer  are  already  peasant  In  CDC's  own  csBote  acceaa  data  pro- 
oasalng  natwock.  Foe  axaapla,  tha  CDC  network  cuceently  ptoTidaa 
for  a  quality  of  tranaBlaalon  and  aecoe  coeeactlon  at  least  as  good 
as  that  pcopoasd  by  the  applicants*  aeevlcea.   Consequently,  as  far 
as  CDC  Is  concerned,  the  addition  of  the  equlpaent  and  sottwara  pEO- 
poaad  by  tha  applicanta  is  unnaoaaaaey  and  the  coats  duplicative. 
In  addition,  the  eequtcamant  that  a  customee  use  tha  regular  CDC 
natwock  and  than  Interconnect  to  a  special  network  adda  needless 
co^lezlties  and  coats,   if  coapelled  to  use  these  apectaliied  data 
services,  CDC  would  ba  required  Co  utillie  additional  equipaant  to 
Interface  Ita  network  with  theae  data  secvlcaa  and  to  aodify  cus- 
tovae  accaas  procedurea,  Inatcuctlons,  and  training  to  accoaaodate 
tha  non-standaed  features  of  these  apeclal  data  seevlcaa. 
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9.  During  th*  v*ak  of  April  1-7,  1979,  at  ths  roquaat 
of  KDD,  I  travailed  to  Tokyo,  Japan  to  furthec  dlscuia  this  matter 
vitb  official*  of  KDD.   During  the  courae  of  these  dlacusaiona, 
Japanese  counsel  for  CDC/DSFEJ  advised  the  partlea  that  KDD  Itaelf 
could  waiva  th«  rastrictions  it  had  inpoied  on  tb«  ua«  of  private 
line  circuits,  without  the  intervention  of  the  Hinistry  of  Posts 

and  TalecooBunlcations.   I  have  been  advised  that  KDD  is  now  investi- 
gating this  natter.  h»   of  April  11,  1979,  however,  restrictions 
are  still  baing  in^sad  by  KDD  on  tba  uaa  of  private  Una  circuits 
by  CDC/DSFEJ. 

10.  I  have  read  ADAPSO's  petition  to  deny  and  the  facts 
contained  therein  are,  to  the  bast  of  my  prasant  knowledge  and  belief, 
troa  and  correct.  "^         ^ 


ik^io:^ 


this  lltb  day  ot 


Hy  Coodttlasion  expires: 
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Data  SarrlcH,   Far  East,    Inc.  Japan  eraneh(har*l 

Iwralnaftar  eallad  aa  'D']    far  uaaga  af  tha  Intamatisoal  ai 
tna  batvaan  Tsk^a  and  San  rranclaca(RCji)Aake>«a4i   Ohta  Jali 
and  Sarvlca  Dureau  Caapanr,   a  Dtvlaton  ef  CantreL  Data  Carpai 
Had  aa  "SK")  baaed  on  tha  I>u0l£c  talgcMounleatlon  Lavt  Iiaui 
Ipulatad  In  19;]): 


1)  C 


t)      Intarnattanal    i   Takra  • 
11)      Lacal  t   Data  Sei 

BIdo.  Ni 
Takys   lati 
^1-Q-l,  Oh  I 
(3)  Crada   >  Y 

Ij)     Na.  of  Uaaad   linat    KOna) 

Ik)     Uaaga  atatuai  Data  coMunlcatlan  COOO 

(J)     Oparattng  Kaurai  2'>  haura  a  day 


■nctacaCnCA) 

Tar  Eaat,    Inc.,   Japan  Srancb,    Kaa 
10,   2-fc-S,    Bopijonol,    Hlnsta-ku,   Takra 
irnational  Circuit  Lino  Control  Duraau, 

ii,   Chifsda-ku,    Takya 


Ida  Zt 


Tha   lii 


J.     Tb. 


a  Gbargs  far   tha  1 


I    intematlanal 


<],700,000.- 
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laaaad  Una,   «tc.   innll  bt  rizod  try  Nlhon  ncnAtiin  Den>a  Kasha. 

Currant  monthly  ehnrna:      K17,000.- 
J.     When  Mdlflc.itisn  at  tho  Gharges   In   ttia   forr^ina  such   Itsu  ihotl 
be  ■■(!■,   "O"  ihall   notltj  the  la>a   to  "»"  at   «neh  neeailon. 

*r-tUl«   li 


by  the  end  of  the  e arras pond Iny  annth. 

2p      Doaorl  en  a  ■eparatn  afjraonient  wtth  SHC,    "A"  itliaH    pay   the   line 
uiatia  ehar^c  eoverino  thn  U.S.    .tde  of   the   Internal  Innnt   apeeirlr-,! 
leaied  lino  -lileh  ihoulri  he  paid   ta   the  canmn  c.irrinr.    II. C. A.  ClnUa 
Co— unleatlnna    Inc.   by  SIK,    to  "11"  by  tlia  atimiJitml  HnailUnn  ilate  a 

Global  Covimieatien-i    Inc. 


rtlcla 


Vh«n  "A"  ahall   net  bo  able   ta  uae  the  tnl 

■ro  apDllArt   for   [n  c.i^>-  af  aultlpU   rigurea  of   'I* 
2.    .When  "A"  ah.-ilt   hreome  iinnhln  to  uai 
lonaot   Una.    "A"   ahall    promptly  natify 
Cir-eult   Lino  Control   ll.irenn  -h^re  "D"  !■ 
J.      The   inoperative  hniira  of   the   I.itcn. 

tho  preceding   ttoHior  tho  line  when  Tokyo    Inlernailf 


pecirinl   IcnHRd   lln 
not  attrlhiilahia 
el   for  ray<"n  l»n 
ary  to  ii.iy  Dy  "A" 

ly-l 

onal   *peetrlc-l 
to  Tokyo   Inccrnati 

ti-cl  Iciacd  line 
ten  ncncioncd  in 
al  Circuit  Line 


I    Dure.iu  ahall    lenrn   It   prior 
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I/J  of   th'   wKiiint     ^tained  by  dividing   tha  Bonthl]       ingn   chnrga   In 
Artlela  2  »T  }0(hnr«inarLRr   enlled   aa   "Dalljr  uanQft   eharo*")    tor  tirerj 
threo  conaacutlvs   houra  on.)   if   It   ahull   be  within   ::'■   hniira   eouniimj   I 

caaa.      If   It   atiall   cicacd  mora    th.in   2'i   huiira,    (He  ralAtivB   aicec<ling 


Whan   "A"   ahall   alart   or   tenainnta   tKa   intemnl  innAl   npeclflcil    l-*».-.l 
line  uaagn  iienCioneH    in   Artiela   1    in   Iha  mi.i.llc  fiC    the  iinndi,    the  mnnOily 
uaaga  charge  ah.!!!   be   cnlcutnCcrt   tiy  lultinlrinn   txe   ilnilr  -it'O-   ch.ir^tn 
taf   th*  nunbnr  sC  riajr^   used. 

■^' f 


"*"   ahali   Jointly  uae   the   inierniit ional    ■t>'-etri.;d    lanii^    lino  ■onlinnml    In 
Article   1   Hllh   3DC,   only   in   cnan  SllC   ahnll   nttrr  CALL   1Tn( Knnnijrn'nt 
Ti-e   Sharing  Snrdcc) 'and  CALL-l-LUadlatch   a^rvler)    (ll-rninnrtnr  cnl  l.-l   ai> 
"Service")   Dy  uslnn   a   caoputer   inntaliol   in   ilin  a.inH-   pr>— inn*   n»   Klu:--< 


(2)  Contents  of   * 
■(J)   Statu,  of   lln 

(«]    Inacillatinn 

(3)  Any  othrr   -hi 
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When  th«  naea  wd    tscBtlon  of  "k-  or  3DC  ihall  t 
notify   CO   that   affoct   prOB»tlr  in  vrltlno   to  "D. 

Article  <H 


Whan  "«"  ar  SOC  shall   vislata   Iha  Public  ToIaeoHunieatlsna  U'  (1 
97  atipulatwl   In  199)1.   othar  ralatlvo   lava  and  ragulatlsna,    e 


in  tho  prceedlno  Itcs  ahall    fit    in  Cha   technici 

than  "A"  ahall  Install  tho  caoBunteallan  at 
lolodacd  Or  "B"  BcesrdLnn  to  the  preeedlno 
retlan  and  ansll  ba  alto>ed  to  uae  Cha  a<u» 
:a  that  the   installation  shall    fit    In   tha   I 


Bodsi.  oovino  or  tarathation  ahall  ti 


iostallod  by  "A"   i 


ntlon,   widiriciitlan 

r  "*,"   "A"   shall  notify 
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to  that  afCvct   to  "B"   la  advane*. 

a.     In  caj*  of  additional   Inatallatioti,  nadol  chango  or  aovlna 

of  ttia  eonunicatlon  equtpaant  •ontlonod  tn  the  proctding    Itca,    "*" 

ahall  bo  allovod  to  ua*  tha  coaaunlcation  aquttaiant  aftar   rccalpt  of 

acknovledgooant  and  tnapaetloa  aantlonad  In  tha  pracading   artlcto. 

Arttda   12i 

Vh«n  a  nacaaaitf  ahall  ariao  for  adjuataont  of  tha  aqulpaant,  taatlng 
tha  lina,  or  awitchlng  avor  th«  fr«queiicr<  ate-  ^T  "B,"  "B"  ahall  nati 
to  tha  affodt  to  "A"  and  atop  tha  Una  uaaga  taaporartly. 

*rtlcta_I2: 

"B"  ahall    Halt   tb*  Una  uaaga  hour*    In   thla   contract  or    atap    the   apan 

tn  eaaa  af  a  natural   calaalty  or  any  othar  aaargancy  or    forcv   iiajcura. 

Artlela   1^1 

"A"  ahall  not  ba  allavad  to  transfar  tha  right  aade  In  thla  contract   ti 

a  third  party. 


■orgar  or 
of  "A"  aantioni 
a>     Tha  party 
tha  pro coding 
tha  cortlfiad 


It  ba  Kada  on  "A,"   tha  aztatlng  corporation  after   tlio 
abliahad  corporation  by  tha  aargar   ahatl    auceoad    tha    »l 


1   tha   ■ 


I  of  t 


■uball 


,h   frofi   tha  dot 


iport   af  auccaaaton   togothar    vie 
donca  of  auecoaaar   In   thla   contract    to    "G 


Artiela  16: 

Thla  contract  ahall  ba  effaeti 

of  thla. contract  ahall  b 


counting  froa  tha  affocti**  data.. 
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Ilowkver,  In  eaaa  "A"  or  "B"  ahall  not  notify  MCh  othor  of  tha 
teralnatlon  up  until  tan  day*  prior  to  ttta  ezplraCion  date,  tho 
parted  ahall. ba  extended  for  another  aonth.   The  aztenaian  of 
the  contract 'period  hanceforen  ahall  be  aade  In  the  aaaa  aanner. 

Article  171 

Vhen  thla  contract  ahall  bo  BO^lflad,  the  nodlficatlon  ahall  be 

«ade  upon  diacuaslon  between  "A"  and  "B," 


Aa  evidence  of  thla  contract,  tvo  eopica  of  tl 

prepared  and  algnod  and  aoaled  by   rcapoetlvo  partlea  and  one  copy 

each  ahall  be  retained  by  "A"  and  "B." 

0«tei        9/n»/n77 

"A"  DATA  SEnVICES,    FAR  EAST,    INC.    JaPaH  DRaWCH 
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Preeldcnt   and  Hanaoing  Dtrectori    H,    ttano 
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DATA  SCBVICES^   PAR  EAST,    IKC. 
aa  -A")   and  KCKUSAI  OSfSHIH 
eallad  aa  "B")  alkali  eanclud< 
tb*  contract  at  tha  Incamat 
br  "A"  and  -B"  an      l/V'AfT. 

t,  -A"  and  SDC,  Ita  Joint  oai 
Caapanyi  a  Olvialoa  of  Coatn 
ta  uaa  Uia  lotamatlanal  apa- 
lal    in  al 


Japan  Branch  (haralnaftar  callad 
ICNWA  KADUSItlKI  KAISHAdiaralnaftar 

inal  apaclllod  laaaad  Una  uaaga  eichangad 


atlpulated  by 


"B"  upon  approi 
leralnafli 


infirB  tbo  fact 


ir  In  tha  U.S.A 


(SerTicB  Duraao 


ralnaftar  called  a 


Xlntatara^  tha  Paata  t 

ral  atandard  Tar  third 
I  flaw  (hrsugh  inla  ipacifl 
Input/eutput  darlee  to  ana  u 

■IttMUt  ■odlfylne  tha  cante 
■rial  aubalaalsn  to  -A,' 


t  alas  tit    in 
Ihall  raapand 
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(I)     Huaa  and  addr****!  at  Ui*  ciuteura  •Am  "A"  alull  lat  u 

na*  Ui*  ipcctfi^d  lauad  lilt*. 
Ca)      B*C*r«nca  UBUBKilKludlBa  COHWIID  ItBt)  u  ■•rvl 

(3)     An?  atli*r  aatarlal  ts  lia  eanaldarad  nacaaaai 

■oAtionad  purpaaa  upon  csnaultatlsn  bj  Mth  partj 


la  uaa  tna  apaeltlad 


J,     ■>■  ahall  ba  allsvad  ta  Bsnltar  tha  apaclrlK 

dar  cs  canfln  irtiathar  tha  tneaalno/aut gains 
a  ahall   fit  in  Ui«  appraval  atandard   far  tha  I 


parer'a  uaaga 


[  aaaaaar  af  "D"  atiall  antar  Uia  liuta 
>f  data  eownleatlan  af  *Jir  sr  SDC  v 
,  In  srdsT  to  canflra  tha  fact  that  L 
td  lauBd  lint  fit  In  Uia  appravol  at 
laaga,   'A'  ahall  raapend  ta   tha  raquaat 


J.     Mian  "B"  an 
eallad  ■VtHUS" 


nav  under  plaming,   'A"  alull  raapand  te  'O''^ 
■laa  af  tranafar  to  thla  aarviea  »r  "1." 


■  Satai 


a  iMvo  acKnavladgad  tha  abava  ttaiaa  and  aigno 


"A"    Data  Sarvieaa,  Far  Eaat,  Inc.  Japan  Branch 


"B"    Eakuaal  Oonihin  Danua  KabuahUcl  Kaiaba 
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H  Itl-No.  Sff-E       —     ATTACBKEHT  C 
It  M  N  E  A  1 


January  27,  1978 


The  United  Statea  Regulatory  Agency  eaCablislMd  cei'tain  rules 
and  regulafclons  in  iCa  'Ccmputar  Inquiry"  laganJing  the  uee 
of  communications  services  by  Data  Processing  Services  Organ- 
izations, (DFSO's) . 

The  content  of  these  rules  and  the  content  of  the  D.l  Racoa- 
nendations  of  the  CCITT,  prohibit  a  DPSO  from  using  cooBnuii- 
cations  services  it  leases  fron  domestic,  intecaatlonal  or 
foreign  coomtuni cations  carriers  to  transmit  information  for  its 
users  which  is  not  part  of  a  "single  integrated'  data  process- 
ing lervlce.   That  is,  all  information  transmitted  must  be 
directly  related  to  the  data  processing  applications  or  service 
provided  by  the  DPSO. 

Control  Data  Corporation  is  a  major  provider  of  many  types  of 
remote  access  data  processing  services.  Control  Data  is  fully 
aware  that  it  runs  the  risk  of  having  its  communications  servic* 
discontinued  under  the  provisions  of  these  rules  and/or  CCITT 
Becomnendatlons  or  tariff  provisions  of  the  carriers  if  it  allows 
users  of  its  data  procassing  services  to  transmit  information 
over  its  data  processing  services  networks  vhich  is  prohibited. 

Control  Data's  data  processing  services  are  very  dependent 
on  the  use  of  private  leased  circuits  throughout  the  world. 
Control  Data  has  a  continuing  program  to  Dak*  certain  that 
all  rules,  CCITT  Recommendations  and  tariff  provisions  of 
communications  carriers  and  Administrations  pertaining  to  the 
proper  use  of  communications  services  used  in  connection  with 
its  data  processing  services  are  being  followed  by  Control 
Data  and  its  users . 
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Although  no  data  prooBsslng  ayj-Leiii  Is  foolproof.  Control  Data 
has  taken  stops  to  design  its  systema  to  discourage  the  improper 
use  of  its  data  processing  services  in  a  mannes  which  is  pro- 
hibited by  these  rules. 

In  addition.  Control  Data  takes  the  (ollouing  steps  i 


Special  training  sessions  for  its  salesmen  and  customer 
service  personnel  to  instruct  them  on  the  restrictions 
regarding  the  coomunications  aspects  of  Control  Data  data 
processing  services. 

1  restrictions  on 

Clauses  in  agreements  training  manuals  and  operations 
manuals  and  sign  on  procedures  reminding  the  customer  of 
the  restrictions  regarding  the  comnnini  cat  ions  aspects  of 
the  data  processing  services. 

Periodic  checks  of  the  system  logs  to  attempt  to  spot  any 
conditions  which  might  indicate  that  a  customer  may  be 
using  the  data  processing  service  in  a  manner  which  is 
prohibited. 

Further,  Control  Data  has  on  file  with  all  its  international 
c^mnunications  carriers  and,  (^on  request,  will  provide  to  any 
administration  from  which  Control  Data  obtains  cotranunications 
services   memoranda  whereby  Control  Data  agrees  that  if  a 
carrier  has  reason  to  believe  chat  a  customer  of  Control  Data's 
data  processing  sei^vices  is  using  the  service  in  any  manner 
which  is  prohibited  by  the  rules  oE  the  international  communi- 
cations carrier  or  Administration,  and  presents  to  Control  Data 
some  evidence  of  such  violation,  control  Data  will: 

Immediately  meet  with  the  customer  to  determine  if  the 
complaint  is  valid,  1,*.,  that  the  service  is  being  used 
in  a  manner  which  is  not  in  compliance  with  the  rules. 

Remind  the  customer  of  the  restrictions  regarding  the 
communications  aspects  of  the  data  processing  service  and 
caution  the  customer  that  any  use  of  the  service  which  are 
not  In  compliance  with  the  rules  will  force  Control  Data 
to  cancel  the  aaBtaaai't   data  processing  services. 

If  the  customer  continues  t 
which  is  prohibited,  after 
agreed  with  the  internatior 
-the  customer's  data  processing  service 

Control  Data  feels  that  these  procedures  have  been  very  effec- 
tive as  we  have  not  received  a  single  complaint  from  any  communi- 
cations carriers  or  Administrations  concerning  the  misuse  of  the 
communicatflons  aspects  of  our  data  processing  services. 


Phillip  C.  Onstad 
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^  ATTACBMEHT   D 

KOKVSAI  IVENSMSN  DK?rnb%v|UQ9>X.XIP. 


■ss:ate  H"«fl''s 


Tokyo,   February  1,   1979 


Kr.   l<tilUlp  C.   Ooatad 

ilanager  of  Teleconmunlcationa  Policiea 

Control  Qata  Corporation 

;00  West  Putnam  Avenua 

Groanwicli,  Coanactlcut 

U.  J.  A. 


Uaar  ilr.  Onetad, 


I  beliave   that  we  had  vary  useful  dlscuBsion  over  phona 
l33I  Tuesday.      I  am  pleased   to  write   to  you  to  aaka  claai-  our  . 
situation  and  to  give  you  furtbar  inrormation.. 

1.  Coming  buck  to  Tokyo,  aa  I  promised  you  in  Senava,  1 
r.^jissed  your  desire   to  our  Connarcial  Uepartnent   trtvich  handlaa 
;.ll  such  contract  with  leasad  lina  cuatooara. 

2.  I  was   reported   that  ilr.   Hiaaahibata   of  Zud  Conmerciil 
.^action  uiio   is   in  charge   cf  this  natter  nada  contact   to 
piT.   Tanabe   of  Da?i   In  Tokyo  and  replied   that: 


irough  L)Jf£  i 

Any  uaj I   as  for  your  proposed  amendicant  of   the  contract, 
can  fully  understand  your  Intontlnn  of  oakinfi   it  sure  tn 
-.e  contract   that  CDC  does  not  do  nor  allow  Its  custoriers   to 
D  my  neESoge  avltching  as  you  mentioned   in  ueneva  and   was 
Cteated   by   PCC   representative  Mr.   Barbery. 
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5-  but,  iinf or tunat 8 ly ,  our  reeuifAtion  (precisely  sp-iaklne, 
criteria  i-i  icceptance  of  applications  for  specialized  leased 
circuits  to  "ue  used  by  data  proceoain/;  cuatooers)  wliich  was 
approved  by  the  Oovernment  Authority  clearly  forbid  the  "line 
usage  status"  in  which  plural  computers  installed  at  separate 
locations  could  be  accessed  by  the  data  processing  oustoners. 

5.        Tola   is   just   wnat   I   explained   to  you   in  Geneva,   and    the 
reason  for  this  provision  seema  to  be  that  go  far  as  the  CrU's 
are  located  in  other  countries  we  have  no  effective  way  to 
check  whether  these  OKI's  are  mechanically  or  operiationally 
separated  from  other  terminals  so  as  to  avoid  fonalcg  public, 

7.        In  this  connection,    though  I  fully  understand  what  your 
draft  axerdment   uear.s,   KDD  haa  no   intsr.tion  at   this   stage   to 
auboit  any  ajnendment  to  the  regulation  for  Govemniental 
approval . 

S.  By  the  way,  it  is  reported  these  days  tiiat  a  movement 
forwards  fundamental  araendment  of  lai.s  and  regulations  con- 
cemins  data  communlcj.tion  has  been  underway  by  the  hand  of 
the  Hinistry  officials  since  the  end  of  last  year. 

We  are  not  sure  whether  actual  draft  wil?.  be  submitted 
to  the  Di<;t  in  this  s-'saion,   but  I  think  if  the  repoi-t  is 
true,  any  other  ■inendnent  In  this  field  may  not  be  accepted 
before  this  oiover.ent  be  settled. 

3.  r'o:-  your  information,  as  yeu  rsay  be  aware,  KDD  is  planning 
tc  inaugurate  new  public  data  services  cooing  spring  and  summer, 
called  ICAJ  ard  VW.Tja,   between  US  IHC's. 

I  believe  that  your  requirement  proposed   in  Oeneva  will 
be  fulfilled  with    our    new  services.     3o,    please  contact  to 
LiC's  data  service  people  if  you  are  Interested   in  our  new 
services. 

issary  arrangements 


lith  best  regards, 

Sincerely  yours. 
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Senator  Holungs.  Thank  you,  sir. 

Mr.  La  Blanc. 

Mr.  La  Blanc.  Senator,  the  teBtimony  I  am  going  to  give  is 
slightly  reworded  from  the  prefiled  testimony.  The  example  is  the 
same.  I  don't  think  you  will  find  tremendous  differences. 

I  am  Robert  La  Blanc,  vice  chairman  of  the  board  of  Continental 
Telephone  Ck)rp.,  a  post  I  have  recently  assumed  after  10  years 
with  Salomon  Bros.,  one  of  America's  largest  investment  firms.  My 
last  responsibility  in  that  firm  was  that  of  partner  in  charge. 
Telecommunications  and  Information  Technologies  Group.  Prior  to 
joining  Salomon  Bros,,  I  served  with  the  Bell  System  in  varying 
capacities  for  13  years. 

As  many  of  you  know,  the  Continental  System,  although  the 
third  largest  of  the  nonBell  companies,  is  basically  one  of  the  most 
rural  of  rural  companies.  If  measured  in  subscriber  density.  Conti- 
nental's telephone  base  is  made  up  of  predominantly  small  ex- 
changes serving  rural  America. 

Of  our  1,827  exchanges,  over  half  are  under  600  lines  with  the 
aversige  size  of  all  our  exchanges  just  over  1,000  lines.  A  600-line 
exchange  supports  a  community  of  approximately  750  to  800  house- 
holds and  business  establishments — communities  like  Show  Low, 
Ariz.;  Jackson,  S.C.,  and  others. 

Even  though  Continental's  assets  are  large,  our  subscriber  base 
is  basically  drawn  from  rural  areas,  and  in  many  cases,  firom 
people  in  low  economic  circumstances.  We  offer  our  rural  subscrib- 
ers the  most  advanced  communication  technologies  available.  Con- 
tinental is  planning  right  now  to  compete  as  widely  and  totally  as 
economics,  the  law,  and  good  business  sense  eiIIow  us.  And,  we  will 
attempt  to  remain  viable  in  either  a  competitive  or  noncompetitive 
arena  as  long  as  we  can  compete  on  equal  terms. 

We  recognize  that  both  S.  611  and  S.  622  have  as  their  major 
purpose  the  application  of  the  advantages  of  competition  and  mar- 
ketplace forces  in  place  of  regulation  wherever  [>088ible.  There  are 
some  areas  in  which  this  objective  may  be  reached  and  provide 
affected  publics  with  a  very  positive  contribution. 

After  years  of  intensive  debate.  Continental  still  does  not  see 
how  our  subscribers  in  Greer,  Ariz.,  with  150  lines,  and  thousands 
of  communities  of  like  size,  will  benefit  from  intercity  competition 
either  economically  or  technologically. 

Despite  access  charges,  basic  maintenance  progreuns,  and  techno- 
logical hopes,  our  companies'  subscribers  living  in  more  remote  and 
lower-density  areas  will  probably  have  to  pay  more  for  interex- 
change  calls  and  local  rates,  and  face  a  gradual  deterioration  of 
service. 

My  Wall  Street  experience  proves  to  me  that  increasing  the 
number  of  competing  vendors  of  telecommunications  facilities  and 
services  increases  the  risk  of  investment.  Greater  yield  on  corpo- 
rate securities  will  be  demanded,  of  course,  to  compensate  for  uie 
increased  risk.  Fixed  rate  of  return  at  levels  considered  adequate 
by  Commissions  today  may  or  may  not  satisfy  tomorrow's  inves- 
tors, thus  increasing  the  costs  to  our  predominantly  rural  subscrib- 
ers. 

The  intent  of  both  bills,  to  allow  telecommunications  companies 
greater  freedom  to  move  into  diverse  ventures  within  the  telecom- 
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munications  areas  where  they  can  maximize  profit  potential,  is 
laudable  but  may  not  be  realistic  for  a  rural  company  such  as 
Continental. 

In  addition,  it  is  essential  that  the  regulators  allow  us  to  sepa- 
rate our  competitive  and  regulated  business  for  ratemaking  pur- 
poses, or  the  risks  will  outweigh  the  benefits  for  subscribers  of 
companies  like  Continental. 

While  we  are  unconvinced  of  the  immediate  benefits  of  competi- 
tion that  will  accrue  to  the  Continental  Telephone  subscribers,  let 
me  address  some  of  the  details  of  S.  61 1  and  S.  622. 

We  are  extremely  concerned  with  the  wide  latitude  given  the 
FCC  in  both  bills  to  bring  about  the  competitive  clime.  Both  bills 
promise  to  keep  the  industry  in  even  a  greater  state  of  flux  and 
structural  uncertainty  than  it  experiences  today,  a  situation  which 
both  bills  are  purportedly  trying  to  correct.  S,  611  sets  no  time 
limit  on  achieving  deregulatory  and  competitive  goals.  We  serious- 
ly doubt  it  is  in  the  nature  of  a  Federal  agency  to  put  itself  out  of 
business  without  being  legislatively  executed. 

A  phased  approach  to  deregulation  is  essential  to  avoid  adverse 
economic  impact  to  the  rural  subscriber.  It  is  not  known  whether 
immediate  deregulation  will  cause  harsh  latent  economic  effects. 
We  cannot  jeopardize  entire  segments  of  the  rural  population  by 
proceeding  without  caution.  The  effort  toward  deregulatory  com- 
petitive goals  must  be  gradual  and  certain  in  order  to  allow  the 
industry  and  the  subscribers  to  adjust. 

Of  particular  interest  to  rural  telephone  companies  is  the  broad- 
band issue.  Technological  advances  in  the  future  will  permit  a 
single  circuit  to  carry  a  wide  range  of  services  ranging  from  CATV 
to  voice,  probably  all  passing  essentially  as  indistinguishable  data 
in  a  digital  format. 

It  is  difficult  to  foresee  how  voice  communications  will  be  separa- 
ble for  regulatory  purposes  in  such  a  situation.  The  public  will 
certainly  want  to  take  advantage  of  all  possible  services  that  can 
be  provided  via  a  single,  efficient,  economic  service,  when  technol- 
ogy and  good  business  judgment  permit. 

Thus  a  competitive  philosophy  which  would  Jillow  telephone  com- 
panies to  provide  all  types  of  broadband  services,  including  broad- 
cast retransmission,  while  permitting  other  companies  to  offer 
voice  communications,  should  be  included,  we  believe,  in  the  legis- 
lative proposals.  Whoever  will  take  the  risk  of  offering  any  or  all  of 
the  broadband  facilities  or  services  to  the  subscribers,  should  be 
allowed  to  do  so. 

In  regard  to  permitting  telephone  companies  to  compete  on  an 
equal  basis  with  other  companies  in  the  provision  of  broadband 
services,  an  equitable  depreciation  program  must  be  permitted. 
Otherwise,  telephone  companies  will  be  unfairly  burdened  with 
technologically  outmoded  plants  and  the  consumer  will  ultimately 
be  disadvantaged. 

It  is  indeed  most  difficult  for  us  to  comment  on  the  quite  differ- 
ent access  charge  and  local  exchange  support  mechanisms  in  both 
bills  in  the  brief  time  allowed. 

We  note  that  both  Senate  bills  recognize  the  requirement  for  a 
cost  element  reimbursable  to  the  local  exchange  operator  for  origi- 
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nating,  terminating  and  transferring  interexchange  traffic  plus  a 
separate  support  element  for  local  exchange  rates. 

The  declining  contribution  envisioned  by  these  bills,  if  not 
counter-baleuiced  by  other  sources,  will  require  a  corresponding 
increase  in  charges  for  local  service  rates.  This  transfer  of  burden 
appears  to  be  contrary  to  the  intent  of  the  bills  to  keep  local 
service  rates  affordable. 

As  an  example,  if  the  contribution  were  eliminated  immediately. 
Continental  would  have  to  increase  its  charge  for  local  service  by 
35  to  40  percent.  Rather  than  make  a  detailed  bill  by  bill  analysis, 
we  would  like  to  offer  what  we  believe  is  a  less  disruptive  and 
equally  responsive  method  to  accomplish  the  aims  of  both  bills. 

We  concur  with  the  idea  of  an  access  charge  and  a  separate 
charge  for  support  of  local  exchange  rates.  Continental  recom- 
mends that  rather  than  impose  a  new  and  untested  method  of 
calculation  of  these  two  elements,  existing  separations  be  retained. 
Today's  separations  methodology  can  calculate  both — an  access 
charge  based  on  unweighted  relative  use  (SLU),  with  the  local 
exchange  rate  support  being  the  additional  costs  assigned  to  inter- 
city services  by  use  of  current  FCC/NARUC  negotiated  weighting 
(SPF)  of  intercity  traffic. 

Whatever  method  finally  evolves,  we  firmly  believe  that  the  costs 
reimbursable  to  the  local  exchange  operator  for  originating  and 
terminating  of  interexchange  traffic  should  be  beised  on  relative 
use  of  total  commonly  used  local  distribution  facilities,  not  just 
those  facilities  that  vary  with  the  level  of  service  provided  (traffic 
sensitive). 

This  conforms  to  legal  precedent  that  the  usage  of  the  facility 
involved  should  be  recognized  in  the  allocations  of  cost. 

Today's  separations  formulas  can  be  directly  used  to  meet  what 
appears  to  be  the  requirement  for  a  transitional,  declining  level  of 
support  for  local  rates.  This  can  be  accomplished  simply  by  reduc- 
ing the  weighting  now  given  to  interexchanged  traffic.  We  have 
attached  to  this  testimony  an  example  of  how  this  might  be  accom- 
plished. 

Methods  of  calculation  of  both  elements  should  be  specified  on  a 
uniform  basis  and  address  both  the  level  of  contribution,  pooling  of 
the  contributed  dollars  and  uniform  redistribution  back  to  the 
interexchange  carriers. 

We  particularly  oppose  the  idea  of  the  FCC  being  the  distribution 
agency  for  any  iundB  for  the  basic  exchemge  maintenance  pn^ram. 
This  would  become  a  massive  bureaucratic  FederEil  program.  The 
current  separations  and  settlement  procedure  for  internal  distribu- 
tion with  Federal  oversight,  are  adequate  and  have  stood  the  test 
of  time. 

The  existing  separations  and  settlement  procedures  have  evolved 
over  years  and  years  of  complex  industry,  FCC  and  NARUC  negoti- 
ations. If  the  current  system  is  retained  to  determine  these 
charges,  the  contractual  arrangement  among  all  the  companies 
now  providing  this  joint  service  can  be  maintained  without  disrup- 
tion, and  the  impact  on  local  ratepayers  can  be  minimized.  Other- 
wise, we  foresee  chaos  for  a  long  time  to  come. 
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Finally,  we  hope  that  whatever  legislation  evolves  will  take  into 
consideration  the  need  for  a  public  network  which  can  be  effective- 
ly managed. 

It  is  our  belief  that  the  telecommunications  industry  can  manage 
itself,  with  recourse  to  the  Commission  and  courts  to  police  and 
control  ethical  conduct  of  all  participants. 

Strong  enough  antitrust  protection  should  be  written  into  the 
law  to  allow  the  affiliates  of  that  network  to  work  together  effi- 
ciently and  effectively,  with  existing  antitrust  laws  being  the 
framework  for  surveillance  of  these  activities. 

I  thank  you. 

IThe  complete  statement  follows:] 


Gentlemen.  I  am  Robert  La  Blanc,  Vice  Chairman  of  the  Board  of  Continental 
Telephone  Corporation,  a  post  I  have  recently  assumed  after  10  years  with  Salomon 
Brothers,  one  of  America's  largest  investment  firms.  My  last  responsibility  in  that 
firm  was  that  of  Partner  In  Charge.  Telecommunications  and  Information  Technol- 
ogies Group.  Prior  to  joining  Salomon  Brothers,  I  service  with  the  Bell  System  in 
varying  capacities  for  13  years. 

Ah  many  of  you  know,  the  Continental  System,  although  the  third  largest  of  the 
non-Bell  companies,  is  basically  one  of  the  most  rural  of  rural  companies.  If  meas- 
ured in  subscriber  density,  Continental's  telephone  base  is  made  up  of  predominant- 
ly small  exchanges  serving  rural  America.  Of  our  1.627  exchanges,  over  half  are 
under  600  lines  with  the  average  size  of  all  our  exchanges  just  over  I.OOO  lines.  A 
600-line  exchange  supports  a  community  of  approximately  750-800  households  and 
business  establishments — communities  like  Show  Low,  Arizona;  Jackson,  South 
Carolina  and  others.  Even  though  Continental's  assets  are  over  $2.5  billion,  our 
subscriber  base  is  basically  drawn  from  rural  areas,  and  in  many  cases,  from  people 
I.  We  offer  our  rural  subscribers  the  most  advanced 


technologies  available.  Continental  is  planning  right  now  to  compete 

B  widely  and  totally  as  economics,  the  law,  and  good  business  sense  allow  us.  And, 
we  will  survive  in  either  a  competitive  or  noncompetitive  arena  as  long  as  we  can 
compete  on  equal  terms. 

We  recognize  that  both  S,  611  and  S.  632  have  as  their  major  purpose  the 
application  of  the  advantages  of  competition  and  market  place  forces  in  place  of 
regulation  wherever  possible.  We  concede  that  there  are  some  areas  in  which  this 
objective  may  be  reached  and  provide  effected  publics  with  positive  contribution. 

But,  after  years  of  intensive  debate,  Continental  still  does  not  see  how  our 
subscribers  in  Greer,  Arizona,  with  150  lines,  and  thousands  of  like  communities 
will  benefit  from  intercity  competition  either  economically  or  technologically.  De- 
spite access  charges,  basic  maintenance  programs  and  technological  hopes,  our 
companies'  subscribers  living  in  more  remote  and  lower-density  areas  will  probably 
have  to  pay  more  for  interexchange  calls  and  local  rates,  and  face  a  gradual 
deterioration  of  service, 

Mv  Wall  Street  experience  proves  to  me  that  increasing  the  number  of  competing 
vendors  of  telecommunications  facilities  and  services  increases  the  risk  of  invest- 
ment. Greater  yield  on  corporate  securities  will  be  demanded,  of  course,  to  compen- 
sate for  the  increased  risk.  Fixed  rate  of  return  at  levels  considered  adequate  by 
Commissions  today  may  or  may  not  satisfy  tomorrow's  investors.  The  intent  of  both 
bills,  to  allow  telecommunications  companies  greater  freedom  to  move  into  diverse 
ventures  within  the  telecommunications  area  where  they  can  maximize  profit  po- 
tential, is  laudable  but  may  not  be  realistic  for  a  rural  company  such  as  Continen- 
tal, In  addition,  it  is  essential  that  the  regulators  allow  us  to  separate  our  competi- 
tive and  regulated  business  for  ratemaking  purposes,  or  the  rislu  will  outweigh  the 
benefits  for  subscribers  of  companies  like  Continental. 

While  we  are  unconvinced  of  the  immediate  benefits  of  competition  that  will 
accrue  to  the  Continental  Telephone  subscribers,  let  me  address  some  of  the  details 
ofS.  611andS.  622, 

We  are  extremely  concerned  with  the  wide  latitude  given  the  PCC  in  both  8,  611 
and  S.  622  to  bring  about  the  competitive  clime.  Both  bills  promise  to  keep  the 
industry  in  even  a  greater  state  of  ilux  and  structural  uncertainty  than  it  experi- 
ences today,  a  situation  which  both  bills  are  purportedly  trying  to  correct.  S.  611 
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sets  no  time  limit  on  achieving  deregulatory  and  competitive  goats.  We  seriously 
doubt  that  is  is  in  the  nature  of  a  federal  agency  to  put  itself  of  out  of  business 
without  being  legislatively  executed. 

In  this  regard,  a  phased  approach  to  deregulation  is  essential  to  prevent  economic 
dislocation  to  the  Continental  Telephone  rural  and  suburban  Bubacriber.  Of  particu- 
lar interest  to  us  operating  in  rural  areas,  is  the  exploding  and  explosive  broadband 
issue,  inclusive  of  CATV.  We  would  point  out  that  technological  advances  are  such 
that  one  day,  a  single  circuit  will  cari?  a  wide  range  of  services  from  CATV  to 
voice,  probably  all  passing  essentially  indistinguishable  data  in  a  digital  stream. 
How  voice  will  be  regulated  as  part  of  this  stream  is  not  easy  to  envisage.  But.  the 
public  will  certainly  want  to  take  advantage  of  all  of  these  services,  even  in  our 
remote  areas,  from  a  single,  efficient,  economic  source,  when  technology  and  good 
business  judgment  permits.  We  suggest  that  the  competitive  philosophy  in  treat- 
ment of  broadband  in  H.R.  3333,  be  considered  for  adoption  in  the  Senate  bills. 
Whoever  will  take  the  rist  of  offering  any  or  all  of  the  broadband  facilities  or 
services  to  the  subscriber  should  be  allowed  to  do  bo.  If  the  CATV  companies  decide 
to  offer  voice  in  our  areas  and  we  do  not  meet  the  challenge,  then  we  must  accept 
the  potential  consequences.  All  we  ask  is  an  equitable  depreciation  program  bo  that 
we  will  not  be  burdened  unfairly  with  technologicallv  outmoded  plant. 

It  is  indeed  most  difficult  for  ua  to  comment  on  the  quite  different  access  chaise 
and  local  exchange  support  mechanisms  in  S.  611  and  S.  622  In  this  brief  time. 

We  note  that  both  Senate  bills  recognize  the  requirement  for  a  cost  element 
reimbursable  to  the  local  exchange  operator  for  originating,  terminating  and  trans- 
ferring interexchange  traffic  plus  a  separate  support  element  for  local  exchange 
rates.  The  declining  contribution  envisioned  by  these  bills  will  require  a  correspond- 
ing increase  in  charges  for  local  service  rates.  This  transfer  of  burden  appears  to  be 
contrary  to  the  intent  of  the  bills  to  keep  local  service  rates  affordable.  As  an 
example,  if  the  contribution  were  eliminated  immediately.  Continental  would  have 
to  increase  its  charge  for  local  service  by  35  to  40  percent.  Rather  than  make  a 
detailed  bill  by  bill  analysis,  we  would  like  to  offer  what  we  believe  is  a  le» 
disruptive  and  equally  responsive  method  to  accomplish  the  aims  of  both  bills. 

We  concur  with  the  idea  of  an  access  charge  and  a  separate  charge  for  support  of 
local  exchange  rates.  Continental  recommends  that  rather  than  impose  a  new  and 
untested  method  of  calculation  of  these  two  elements,  existing  separations  be  re- 
tained. Today's  separations  methodology  can  calculate  both— an  access  charge  based 
on  unweighted  relative  use  (SLUI.  with  the  local  exctiange  rate  support  being  the 
additional  costs  assigned  to  intercity  services  by  use  of  current  FCC/NARUC  negoti- 
ated weighting  (SPFI  of  intercity  traffic.  Whatever  method  finally  evolves,  we  firmly 
believe  that  the  costs  reimbursable  to  the  local  exchange  operator  for  originating 
and  terminating  of  intorexchange  traffic  should  be  based  on  relative  use  of  tottJ 
commonly  used  local  distribution  facilities,  not  just  those  facilities  that  vary  with 
the  level  of  service  provided  (traffic  sensitive).  This  conforms  to  the  l^al  precedent 
in  Smith  vs.  Illinois  Bell  that  the  usage  of  the  facility  involved  should  be  recognized 
in  the  allocations  of  cost. 

Today's  separations  formulae  can  be  directly  used  to  meet  what  appears  to  be  the 
requirement  for  a  transitional,  declining  level  of  support  for  local  rates.  This  can  be 
accomplished  simply  bv  reducing  the  weighting  now  given  to  interexchanged  trafTic. 
We  have  attached  to  this  testimony  an  example  of  how  this  might  be  accomplished. 

Methods  of  calculation  of  both  elements  should  be  specified  on  a  uniform  basis 
and  address  both  the  level  of  contribution,  pooling  of  the  contributed  dollars  and 
uniform  redistribution  back  to  the  interexchange  carriers.  We  particularly  oppose 
the  idea  of  the  FCC  being  the  distribution  agency  for  any  funds  for  the  basic 
exchange  maintenance  program.  This  would  become  a  massive  bureaucratic  federal 
program.  The  current  separations  and  settlement  procedure  for  internal  distrubu- 
tion  with  federal  oversight,  are  adequate  and  have  stood  the  test  of  time. 

The  existing  separations  and  settlement  procedures  have  evolved  over  years  and 
years  of  complex  industry,  FCC  and  NARUC  negotiations.  If  the  current  system  is 
retained  to  determine  these  charges,  the  contractual  arrangement  among  all  the 
companies  now  providing  this  joint  service  can  be  maintained  without  disruption, 
and  the  impact  on  local  ratepayers  can  be  minimized.  Otherwise,  we  foresee  chaos 
for  a  long  time  to  come. 

Finally,  we  hope  that  whatever  l^slation  evolves  will  take  into  consideration  the 
need  for  a  public  network  which  can  be  effectively  managed.  It  is  our  belief  that  the 
tolecommunications  industry  can  manage  itself,  with  recourse  to  the  Commission 
and  courts  to  police  and  control  ethical  conduct  of  all  participants.  Strong  enough 
antitrust  protection  should  be  written  into  the  law  to  allow  the  affiliates  of  that 
network  to  work  together  efficiently  and  effectively,  with  existing  antitrust  laws 
being  the  frameworks  for  surveillance  of  these  activities. 

I  thank  you. 
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Attachment 
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Senator  Holungs.  Thank  you,  Mr.  La  Blanc. 

Mr.  Garnett. 

Mr.  Garnett.  Mr.  Chairman,  members  of  the  subcommittee,  I 
am  Wilson  B.  Garnett,  executive  vice  president  of  Central  Tele- 
phone &  Utilities  Corp.  I  am  here  today  to  express  Centel's  views 
regarding  provisions  of  S.  611  and  S.  622  relating  to  domestic 
telephone  service. 

I  want  to  thank  you  for  giving  me  this  opportunity  to  appear 
before  the  subcommittee.  Actually,  this  is  the  second  time  I  have 

In  March  1977  I  testified  on  behalf  of  the  United  States  Inde- 
pendent Telephone  Association  in  my  capacity  as  president  of  that 
organization.  At  that  time  I  asked  the  subcommittee  to  consider 
certain  issues  regarding  national  telecommunications  policy.  Since 
then  you  have  obviously  worked  hard  to  identify  and  study  the 
issues  and  you  have  produced  two  bills  to  address  them.  I  commend 
the  subcommittee's  efforts  in  this  regard. 

Today  I  will  offer  some  brief  remarks  regarding  three  areas  of 
concern  that  Centel  has  with  these  bills.  With  your  permission,  Mr, 
Chairman,  Centel  will  also  submit  a  detailed  statement  on  a  broad- 
er range  of  issues  than  can  be  dealt  with  here. 

The  three  issues  on  which  I  will  focus  are:  One,  the  impact  of  the 
bills  on  nationwide  telephone  service;  two,  some  of  the  terms  under 
which  competition  will  take  place;  and  three,  the  State-Federal 
jurisdictional  boundary. 

First,  let  me  discuss  nationwide  telephone  service.  By  that  I 
mean  basically  interstate  and  intrastate  toll  telephone  service, 
commonly  called  long  distance.  It  would  be  included  under  the 
definition  of  "interexchange  telecommunications"  in  S.  611  and 
"telephone  toll  service"  in  S.  622. 

Both  definitions  seem  to  recognize  that  Nationwide  Telephone 
Service  is  an  end-to-end  service.  It  includes  the  local  distribution  of 
calls,  the  recording  of  billing  data,  the  issuance  and  collection  of 
bills  and  interexchange  switching  and  transmission. 

All  of  those  elements,  plus  others,  comprise  a  single  service,  not 
only  in  the  public's  mind,  but  to  the  phone  companies  themselves; 
though  facilities  are  separately  owned,  the  activity  is  coordinated. 
Nationwide  telephone  service  uses  the  facilities  of  every  telephone 
company. 

Centel  markets  that  service  in  its  areas  in  cooperation  with  other 
independent  telephone  companies.  Bell  Operating  Co.,  and 
A.T.  &  T.  Long  Lines.  We  all  pool  our  billed  revenues,  recover  our 
costs,  and  earn  the  same  return  on  our  investments  used  to  provide 
that  service.  So  in  a  real  sense,  we  are  partners  in  a  joint  enter- 
prise. 

Some  people  may  perceive  Centel  £is  primarily  a  local  exchetnge 
telephone  company.  In  fact,  we  are  very  much  in  the  long  distance 
business,  which  produces  about  half  of  our  telephone  revenues,  and 
in  which  we  have  about  $525  million  invested. 

We  have  a  big  financial  stake  in  that  enterprise.  We  benefit  from 
its  successes  and  suffer  from  its  failures.  To  illustrate,  we  estimate 
that  for  Centel  a  1  percentage  point  change  in  the  profitability  of 
interstate  long  distance  service  means  a  $0.13  change  in  our  earn- 
ings per  common  share. 


Dig,, z.d  by  Google 


1511 

That  gives  us,  and  we  believe  also  every  other  telephone  compa- 
ny, the  incentive  to  work  hard  to  make  sure  that  nationwide  tele- 
phone service  works  well  and  is  efficiently  provided.  We  believe 
that  customers  who  use  that  service  benefit  from  the  incentive 
mechanism  which  I  have  just  described. 

There  is  also  a  good  deal  of  cooperative  effort  involved  in  the 
technical  aspects  of  providing  nationwide  telephone  service.  It  re- 
quires unified  planning,  management,  and  operation.  The  technical 
problems  seem  to  get  most  of  the  attention,  but  the  financial 
considerations  also  play  an  important  role  in  the  success  of  the 
service. 

Centel  is  concerned  that  S.  611  and  S.  622  as  now  drafted  would 
undermine  the  financial  process  I  have  described  and  fragment 
that  nationwide  telephone  service  responsibility. 

S.  611  would  do  so  by  discarding  the  existing  jurisdictional  sepa- 
rations procedures  and  related  settlements  and  substituting  an 
access  charge  and  surcharge  arrangement,  which  includes  the  basic 
exchange  maintenance  program.  That  fragmentation  would  be 
compounded  by  the  fully  separated  entity  requirement  for  the  pro- 
vision of  interexchange  telecommunications  service  by  a  carrier 
that  also  provides  exchange  service. 

This  arrangement  splits  the  interexchange  network  away  from 
the  local  exchange  portion  of  nationwide  telephone  service.  Instead 
of  one  economic  enterprise,  there  would  be  many  discrete  profit 
centers,  each  concerned  primarily  with  its  own  matters  rather  than 
nationwide  telephone  service  as  a  whole.  The  financial  incentive 
that  exists  today  would  be  gone. 

It  is  the  current  arrangement  of  jurisdictional  separations  proce- 
dures and  related  settlements  that  have  helped  to  produce  today's 
high  quality  service.  Perhaps  some  changes  are  required — terminal 
equipment  is  an  area  that  needs  attention — but  there  has  been  no 
evidence  at  all  that  indicates  that  it  should  be  abandoned.  In  our 
opinion,  to  do  so  would  be  a  serious  error. 

An  access  charge  approach  may  be  entirely  appropriate  for  pro- 
viding exchange  access  to  other  services,  but  the  access  charge 
approach  is  inappropriate  with  r^pect  to  the  joint  provision  of 
integrated  nationwide  telephone  service. 

We  believe  that  the  access  compensation  charge  approach  pro- 
posed in  S.  622  suffers  from  some  of  the  same  maladies  as  S.  611, 
because  it  may  result  in  the  fragmentation  of  nationwide  tele- 
phone service  into  stand  alone  local  exchange  and  intercity 
elements. 

Instead  of  fragmenting  the  service,  both  bills  should  be  revised  to 
recognize  and  encourage  the  economic  and  technical  integration 
that  are  so  necessary  to  keep  nationwide  telephone  service  as  a 
viable  and  efficient  enterprise  serving  the  needs  of  the  general 
public. 

The  second  issue  with  which  Centel  is  concerned  relates  to  the 
terms  under  which  established  carriers  and  new  entrants  to  the 
market  will  compete  with  each  other. 

We  generally  support  the  approach  of  the  bills  to  open  up  tele- 
communications markets  to  competition,  but  certain  provisions 
could  stifie  competition  by  restricting  telephone  company  participa- 
tion in  the  marketplace. 
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S.  611  is  replete  with  provisions  that  appear  to  us  to  be  designed 
to  handicap  established  carriers  so  that  their  competitors  are  as- 
sured a  share  of  the  market.  We  are  particularly  concerned  with 
portions  of  sections  101,  201,  203,  205,  and  230  which  could  encoui^ 
age  the  FCC  to  use  the  broad  rulemaking  powers  it  would  be  given 
under  S.  611  to  adopt  a  pattern  of  market  allocation. 

The  FCC  could  block  established  carriers  from  offering  any  serv- 
ice, or  utilizing  any  technology  simply  to  protect  competition. 
Other  rules  related  to  fully  separated  subsidiaries,  tariff  filing 
procedures,  accounting  procedures  and  ownership  limitations  could 
be  used  by  the  FCC  to  stymie  the  established  carriers  while  new 
entrants  captured  whatever  market  share  the  FCC  would  deem  to 
be  appropriate. 

We  are  equally  troubled  by  the  provisions  of  S.  622,  which  would 
give  the  FCC  authority  to  establish  virtually  any  market-allocating 
rules  it  wishes  and  which  could  be  used  to  block  certain  carriers 
from  providing  certain  services. 

Instead  of  adopting  policies  that  could  be  used  to  handicap  tele- 
phone companies,  the  bills  should  be  encouraging  them  to  compete 
aggressively.  This  is  particularly  true  with  respect  to  nationwide 
telephone  service.  The  companies  that  market  this  service  should 
be  permitted  and  encouraged  to  compete  by  exploiting  all  of  the 
economies  and  technological  capabilities  of  the  nationwide  tele- 
phone network.  That  way  nationwide  telephone  service  can  contin- 
ue to  serve  the  general  public  as  a  healthy,  growing  enterprise  that 
competes  head  on  with  other  services  that  have  been  or  will  be 
brought  to  the  marketplace. 

The  third  and  last  issue  that  I  will  address  in  this  statement  is 
the  State/Federal  jurisdictional  boundary  question.  Both  bills 
would  shift  the  current  boundary  so  that  intrastate  toll  service, 
which  is  currently  regulated  by  each  state,  would  come  under 
Federal  jurisdiction.  The  rationale  underlying  the  proposed  change 
is  not  clear  at  all  to  Centet.  We  believe  that  the  question  should  be 
examined  very  closely  before  that  change  is  adopted  to  be  sure  that 
the  benefits  outweigh  the  detriments. 

Notwithstanding  the  merits  of  such  a  change,  S.  611  is  vague 
regarding  just  what  authority  State  commissions  would  have.  We 
understand  that  the  intent  is  to  assign  the  regulation  of  local 
exchange  telephone  service  to  the  States. 

However,  11  sections  of  the  bill  contmn  enough  exceptions  to 
that  policy  that  the  FCC  could  effectively  exert  total  regulatory 
control  over  exchange  service.  Unless  those  sections  are  appropri- 
ately changed,  they  could  be  used  to  thwart  the  apparent  intent  of 
the  bill  regarding  State  commission  jurisdiction. 

S.  622  also  contains  language  which  could  lead  to  an  expzuision  of 
FCC  jurisdiction  beyond  the  scope  that  was  apparently  intended  by 
the  bill's  authors. 

In  summary,  Centel  believes  that  the  bills  as  currently  drafted, 
would  undermine  the  existing  integrity  of  nationwide  telephone 
service  and,  perhaps,  adversely  affect  the  overall  quality  of  that 
service. 

We  are  also  concerned  with  certain  provisions  in  the  bills  which 
could  be  used  to  handicap  established  carriers  in  favor  of  new 
entrants,  thereby  creating  a  process  for  the  allocation  of  markets. 
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Finally,  Centel  believes  that  the  reasons  for  expanding  the  juris- 
diction of  the  FCX^  should  be  examined  closely  because  the  merits 
of  such  a  change  are  not  clear.  Moreover,  the  new  jursidictional 
boundary  itself  is  loosely  defined  so  that  the  FCC  could  readily 
extend  its  authority  beyond  what  these  bills  apparently  intend. 

Thank  you  very  much  for  this  opportunity  to  express  Centel's 
views. 

Senator  Holungs.  Thank  you,  sir. 

Mr.  Inglis. 

Mr.  Ingus.  Thank  you,  Mr.  Chfiirman. 

My  name  is  Andrew  F.  Inglis  and  I  am  president  of  RCA  Ameri- 
can Communications,  Inc.,  a  domestic  satellite  common  carrier  pro- 
viding specialized  communications  services. 

This  statement  presents  RCA  Americom's  position  on  domestic 
common  carrier  provisions  of  S.  611  and  S.  622. 

I  am  submitting  as  part  of  this  statement  an  exhibit  containing  a 
more  detailed  description  of  RCA  Americom. 

We  believe  that  selective  amendments  to  the  Communications 
Act  of  1934  are  desirable.  These  amendments  containing  a  positive 
statement  of  purpose  in  favor  of  diversity  of  ownership  and  compe- 
tition among  telecommunications  media  with  provisions  maintain- 
ing regulatory  controls  where  they  are  required  csmnot  help  but 
have  a  healthy  effect  on  the  communications  industry. 

We  also  agree  with  the  philosophy  that  regulation  is  workable 
and  worthwhile  only  to  the  extent  that  the  normal  forces  of  compe- 
tition that  are  relied  on  in  most  segments  of  the  U.S.  economy  do 
not  work  to  achieve  the  goals  specified  in  the  bill. 

My  experience  for  mrat  of  my  career  has  been  in  the  manufac- 
turing businesses  where  strong  competition  prevailed,  and  I  have 
found  that  such  competition  gave  benefits  not  only  to  consumers, 
but  also  forced  industries  to  be  efficient,  well  managed,  and  innova- 
tive in  order  to  survive. 

I  personally  believe  in  the  competitive  process  and  accept  the 
fact  that  competition  means  some  competitors  win  and  some  lose. 

Unfortunately,  a  truly  competitive  environment  cannot  be 
achieved  under  the  current  industry  structure  merely  by  the  com- 
plete elimination  of  regulation. 

As  the  subcommittee  is  aware,  the  communications  industry  is 
completely  dominated  by  the  American  Telephone  &  Telegraph 
Co.,  a  company  of  enormous  size,  wealth,  and  ability  to  spend  or 
lose  money  on  some  services  without  having  any  substantial  impact 
on  its  total  earnings. 

Numerous  statistics  can  be  cited  to  this  subcommittee  on  the  size 
of  A.T.  &  T.  and  that  of  the  various  carriers  providing  specialized 
communications  services. 

They  all  demonstrate  the  totally  unequal  nature  of  the 
companies. 

RCA  Americom  heis  already  had  the  benefit  of  the  procompeti- 
tion  approach  taken  by  the  existing  Commission  under  the  frame- 
work of  the  Communications  Act  of  1934  and  its  recognition  of  the 
problems  caused  by  A.T.  &  T.'s  size. 

RCA  entered  the  domestic  satellite  field  after  the  Commission 
announced  a  policy  aifording  essentially  open  entry.  We  grew  in  an 
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environment  where  the  Commission  largely  freed  equal  competi- 
tors from  traditional  rate  r^ulation. 

At  the  same  time,  the  Commission  recognized  that  this  opportu- 
'nity  for  growth  would  be  real  only  if  A.T.  &  T.  were  restrained 
from  entering  the  domestic  satellite  private  line  market  for  a  3- 
year  period. 

The  combination  of  these  factors  has  led  to  a  healthy  domestic 
satellite  industry. 

The  two  bills  before  this  subcommittee  advance  even  further  the 
legitimate  role  of  competition  while  retaining  ample  re^latory 
controls  over  what  has  been  termed  category  II  carriers. 

We  would,  however,  like  to  direct  the  subcommittee's  attention 
to  three  areas  in  the  bills  which  are  of  concern. 

These  are:  The  basic  exchange  maintenance  pn^fram,  the  public 
resource  use  fees,  and  the  classification  of  carriers  and  Bervices. 

S.  611  calls  for  a  new  section  222  which  would  institute  a  basic 
exchange  maintenance  program.  Under  this  section,  interexchemge 
carriers  would  be  required  to  reimburse  local  exchange  carriers 
directly  for  the  actual  costs  of  originating,  terminating,  or  transfer- 
ring interexchange  telecommunications  services. 

In  addition  to  paying  for  the  cost  of  these  facilities,  a  system  of 
surcharges  would  be  imposed  on  all  interexchange  carriers,  appar- 
ently whether  the  carriers  use  the  exchange  facilities  directly, 
indirectly,  or  not  at  all. 

RCA  Americom  understands  that  the  concept  of  payments  to 
local  telephone  companies  in  excess  of  the  cost  of  providing  the 
facilities  flrst  originated  as  a  result  of  the  factual  dispute  surround- 
ing MCI's  Execunet  service  and  whether  it  would  be  detrimental  to 
the  existing  level  of  local  and  toll  rates. 

However,  the  legislative  proposal  goes  far  beyond  an  attempt  at 
imposing  surcharges  on  new  types  of  telephone  service  such  as 
Execunet  which  divert  revenue  from  the  MTS  market  and  instead 
reaches  all  carriers  and  all  services. 

The  imposition  of  surcharges  on  all  traffic  is  unreeisonable  and 
unwarranted.  Most  of  RCA  Americom's  service  classifications  make 
little  or  no  use  of  local  telephone  facilities  and  do  not  divert  any 
revenues  from  the  local  telephone  companies. 

Thus,  the  service  we  provide  to  RCA  Alaska  Communications, 
Inc.  does  not  involve  any  local  facilities  and  obviously  no  diversion 
from  any  telephone  comf>any  since  in  fact  RCA  Alascom  is  the  long 
lines  telephone  carrier  in  Alaska. 

When  RCA  Americom  provides  service  to  programers  seeking  to 
serve  the  CATV  industry,  only  local  television  facilities  are  pro- 
vided by  the  telephone  companies. 

Again,  there  is  no  diversion  from  the  MTS  market. 

Finally,  most  of  the  service  to  the  Government  involves  high 
speed  data  services  between  dedicated  Earth  stations  on  Govern- 
ment property.  Few,  if  any,  local  facilities  are  involved  and  there  is 
no  traffic  diversion.  To  the  degree  that  there  has  been  a  problem 
created  by  services  such  as  Execunet,  the  services  I  have  just 
described  have  not  contributed  to  it  and  should  not  be  burdened 
with  correcting  it. 
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The  surcharge  also  should  not  apply  to  traditional  private  line 
services  which  connect  to  the  switched  network  only  through 
PBX's  or  similar  devices. 

These  point-to-point  private  line  services  have  been  offered  for 
years  without  causing  any  massive  loss  of  revenues  to  the  MTS 
market. 

At  this  time,  I  would  like  to  depart  from  the  text. 

This  text  expresses  RCA  Americom's  opposition  to  what  we  un- 
derstood to  be  a  proposed  system  of  fees  for  nonbroadcast  spectrum 
use  based  on  market  value  and  the  only  limit  on  the  fees  would  be 
what  any  party  would  be  willing  to  pay. 

Sutisequently,  testimony  and  discussion  at  previous  meetings  of 
this  subcommittee  indicated  this  was  not  intended. 

It  was  contemplated  while  fees  would  reflect  market  value  with 
respect  to  license  and  some  respective  uses  would  have  a  higher  fee 
than  other  uses,  the  total  amount  collected  would  not  exceed  the 
total  practising  costs  incurred  by  the  Commission. 

If  this  is  the  intent  of  the  bill,  I  would  suggest  that  the  second 
sentence  of  section  106(bXl)  be  amended  to  read:  "Such  fees  shall 
reasonably  reflect  the  relative  value  of  the  license  issued  to  the 
licensee  and  shall  not  in  the  aggregate  exceed  the  total  cost  of  the 
Commission  of  processing  all  licenses." 

Also,  a  reference  to  sealed  bidding  and  oral  options  will  now  be 
deleted. 

The  last  major  area  of  concern  has  to  do  with  the  section  which 
specifies  the  classification  of  carriers  and  services. 

Section  204(b)  states  that  any  carrier  which  provides  only  serv- 
ices which  are  each  subject  to  effective  competition  and  which  is 
not  affiliated  with  a  category  II  carrier  shall  be  designated  and 
regulated  as  a  category  I  carrier. 

This  section  would  cause  RCA  Americom  to  be  classified  as  a 
category  II  carrier  because  RCA  Global  Communications,  Inc.,  an 
international  carrier,  is  by  the  terms  of  section  251(c)  a  category  11 
carrier  and  is  affiliated,  as  that  term  is  defined  in  the  bill,  with 
RCA  Americom. 

Since  the  result  was  probably  not  intended  by  the  drafters,  we 
suggest  that  a  provision  be  added  stating  that  a  category  I  carrier 
shall  not  be  deemed  a  category  11  carrier  solely  because  of  its 
affiliation  with  an  international  carrier. 

Obviously,  if  the  bill  were  to  become  law  as  it  now  stands,  RCA 
Americom  would  be  at  a  serious  competitive  disadvantage  with 
respect  to  other  satellite  carriers  that  could  conduct  their  business 
with  no  regulation  while  RCA  Americom  had  to  comply  with  the 
full  requirements  intended  for  true  category  II  carriers. 

Additionally,  it  is  possible  that  in  the  future  a  particular  service 
offered  by  RCA  Americom  could  fall  within  the  definition  of  a 
cat^ory  II  carrier  contained  in  the  present  proposal. 

Even  though  this  service  may  involve  only  limited  facilities  and 
generate  small  revenues,  it  would  appear  that  under  the  prop^al 
as  now  written,  RCA  Americom  then  would  be  classified  as  a 
cat(»;ory  II  carrier  for  all  of  its  services. 

While  we  have  no  opposition  to  complying  with  the  full  regula- 
tory requirements  applicable  to  category  II  carriers  for  category  II 
services,  it  would  be  unfair  and  perhaps  unintended  that  the  re- 
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mainder  of  our  services  not  enjoy  the  same  freedom  as  other  cate- 
gory I  carriers. 

We  recognize  that  a  new  fully  separated  carrier  could  be  formed 
with  category  I  and  category  II  services  being  handled  by  the 
separate  companies. 

However,  the  separation  requirement  involves  separate  directors, 
officers,  employees,  financial  structure,  and  facilities.  For  a  carrier 
of  RCA  Americom's  size,  such  a  separation  is  not  reasonable. 

At  present,  RCA  Americom  has  fewer  than  400  employees.  There 
are  only  two  orbiting  satellites  and  relatively  few  Earth  stations 
owned  by  RCA  Americom. 

Given  this  situation,  I  do  not  see  how  we  could  separate  the 
employees  or  facilities  without  operational  and  financial  chaos. 

I,  therefore,  propose  that  the  classification  section  be  revised  to 
handle  a  situation  such  as  this.  I  note  that  section  205(dK3)  already 
contains  a  provision  giving  the  Commission  authority  to  waive  the 
full  separation  requirement  in  the  case  of  a  carrier  which  provides 
interexchange  service  solely  within  a  single  state  and  also  provides 
exchange  service  if  it  is  determined  that  full  separation  would 
impose  unreasonable  burdens  because  of  the  size  and  nature  of 
such  carrier. 

In  summary,  RCA  Americom  supports  the  basic  objective  of  the 
bills  to  reduce  regulation  and  to  allow  the  forces  of  the  market- 
place to  play  their  proper  role. 

We  see  a  bright  future  ahead  for  the  communications  industry 
and  enormous  benefits  to  the  public. 

Thank  you. 

[The  statement  follows:] 

Statement  of  Andrew  F,  Ingus,  President,  RCA  American  Communic^attons. 
Inc. 

My  name  is  Andrew  F.  Inglis  and  I  am  President  of  RCA  American  Communica. 
tionB.  Inc.,  a  domestic  satellite  common  carrier  providing  specialized  communica. 
lions  services.  This  statement  presents  RCA  Americom's  position  on  domestic 
common  carrier  provisions  of  S.  611  and  S.  622.  I  am  submitting  as  part  of  this 
statement  an  exhibit  containing  a  more  detailed  description  of  RCA   Americom. 

We  believe  that  selective  amendments  to  the  Communications  Act  of  1934  are 
desirable.  These  amendments  containing  a  positive  statement  of  purpose  in  tavor  of 
diversity  of  ownership  and  competition  among  telecommunications  media  with  pro- 
visions manintaining  regulatory  controls  where  they  are  required  cannot  help  but 
have  a  healthy  effect  on  the  communications  industry. 

We  also  agree  with  the  philosophy  that  regulation  is  workable  and  worthwhile 
only  to  the  extent  that  the  normal  forces  of  competition  that  are  relied  on  in  moet 
segments  of  the  United  States  economy  do  not  work  to  achieve  the  goals  specified  in 
the  bill.  My  experience  for  most  of  my  career  has  been  in  businesses  where  strong 
competition  prevailed,  and  I  have  found  that  such  competition  gave  benefits  not 
only  to  consumers,  but  also  forced  industries  to  be  efficient,  well-managed,  and 
innovative  in  order  to  survive.  I  personally  believe  in  the  competitive  process  and 
accept  the   fact  that  competition   means  some   competitors  win   and   others   loae. 

Unfortunately,  a  truly  competitive  environment  cannot  be  achieved  under  the 
current  industry  structure  merely  by  the  complete  elimination  of  r^ulation. 

As  the  Subcommittee  is  aware,  the  communications  industry  is  completely  domi- 
nated by  the  American  Telephone  and  Telegraph  Company,  a  company  of  enormous 
size,  wealth,  and  ability  to  spend  or  lose  money  on  some  services  without  having  any 
substantial  impact  on  its  total  earningB,  Numerous  statistics  can  be  cit«d  to  this 
Subcommittee  on  the  size  of  AT&T  and  that  of  the  various  carriers  providing 
specialized  communications  services.  They  all  demonstrate  the  totally  uneqiuS 
nature  of  the  companies. 

RCA  Americom  has  already  had  the  benefit  of  the  procompetition  approach  taken 
by  the  existing  Commission  under  the  framework  of  the  Communications  Act  of 
1934  and  its  recognition  of  the  problems  caused  by  AT&Ts  size.  RCA  entered  the 
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domestic  satellite  field  after  the  Commission  announced  a  policy  siTording  essential- 
ly open  entry.  We  grew  in  an  environment  where  the  Commission  largely  freed 
equal  competitors  from  traditional  rate  reflation.  At  the  same  time,  the  Commis- 
sion recognized  that  this  opportunity  for  growth  would  be  real  only  if  AT&T  were 
restrained  from  entering  the  domestic  satellite  private  line  market  for  a  three  year 
period.  The  combination  of  these  factors  has  led  to  a  healthy  domestic  satellite 
industry. 

The  two  bills  before  this  Subcommittee  advance  even  further  the  legitimate  role 
of  competition  while  retaining  ample  regulatory  controls  over  what  has  been  termed 
Cat^ory  II  carriers. 

We  wculd,  however,  like  to  direct  the  Subcommittee's  attention  to  three  areas  in 
the  bills  which  are  of  concern.  These  are:  the  tiasic  exchange  maintenance  program, 
the  public  resource  use  fees,  and  the  claaaification  of  carriers  and  services. 

S.  611  calls  for  a  new  Section  222  which  would  institute  a  "basic  exchange 
maintenance  program".  Under  this  Section,  interexchange  carriers  would  be  re- 
quired to  reimourse  local  exchange  carriers  directly  for  the  actual  costs  of  originat- 
ing, terminating,  or  transferring  interexchange  telecommunications  services.  In  ad- 
dition to  paying  for  the  cost  of  these  facilities,  a  system  of  surcharges  would  be 
imposed  on  all  interexchange  carriers,  apparently  whether  the  carriers  use  the 
exchange  facilities  directly,  indirectly,  or  not  at  all. 

RCA  Americom  understands  that  the  concept  of  payments  to  local  telephone 
companies  in  excess  of  the  cost  of  providing  the  facilities  first  originated  as  a  result 
of  the  factual  dispute  surrounding  MCI's  Execunet  service  and  whether  it  would  be 
detrimental  te  the  existing  level  of  local  and  toll  rates.  However,  the  legislative 
proposal  goes  far  beyond  an  attempt  at  imposing  surcharges  on  new  tvpes  of 
telephone  service  such  as  Execunet  which  divert  revenue  from  the  MTS  market  and 
instead  reaches  alt  carriers  and  all  services. 

The  imposition  of  surcharges  on  all  traffic  ia  unreasonable  and  unwarranted. 
Most  of  RCA  Americom's  service  classlficationB  make  little  or  no  use  of  local 
telephone  facilities  and  do  not  divert  any  revenues  from  the  local  telephone  compa- 
nies. Thus  the  service  we  provide  to  RCA  Alaska  Communications.  Inc.  does  not 
involve  any  local  facilities  and  obviously  no  diversion  from  any  telephone  company 
since  in  fact  RCA  AJascom  is  the  long  Imes  telephone  carrier  in  Alaska.  When  RCA 
Americom  provides  service  to  programmers  seeking  to  serve  the  CATV  industry, 
only  local  television  facilities  are  provided  by  the  telephone  companies.  Again,  there 
is  no  diversion  from  the  MTS  market.  Finally,  most  of  the  service  to  the  govern- 
ment involves  high  speed  data  services  between  dedicated  earth  stations  on  govern- 
ment properiy.  Few  if  any  local  facilities  are  involved  and  there  is  no  traflic 
diversion.  To  the  degree  that  there  has  been  a  problem  created  bv  services  such  as 
Execunet,  the  services  I  have  just  described  have  not  contributed  to  it  and  should 
not  be  burdened  with  correcting  it. 

The  surcharge  also  should  not  apply  to  traditional  private  line  services  which 
connect  to  the  switched  network  only  through  PBX's  or  similar  devices.  These  point- 
to-point  private  line  services  have  been  offered  for  years  without  causing  any 
massive  loss  of  revenues  to  the  MTS  market. 

The  second  matter  of  concern  to  RCA  Americom  is  the  proposal  contained  in 
Section  lOG  which  would  allow  the  Commission  to  collect  fees  for  the  use  of  the 
frequency  spectrum.  The  fees  would  be  based  on  the  "fair  market"  value  of  the 
spectrum  and  the  Commission  would  be  empowered  to  use,  among  other  devices, 
sealed  bidding  and  oral  auctions  to  determine  that  value. 

As  a  common  carrier,  RCA  Americom  opposes  this  concept  as  being  antithetical  to 
the  general  purposes  of  making  available  telecommunications  services  at  reasonable 
charges  and  encouraging  diversity  of  ownership  and  competition  among  telecommu- 
nications media.  I  am  not  opposed,  however,  to  the  concept  of  all  common  carriers 
flaying  for  the  processing  costs  of  the  Commission  incurred  when  it  acts  on  applica- 
tions filed  by  the  carriers.  Further,  if  the  legislative  concern  is  to  cover  all  regula- 
tory costs  in  excess  of  direct  processing  costs  or  indeed  even  to  raise  revenue,  the 
moat  efficient  and  eouitable  manner  in  which  to  do  this  would  be  through  a 
surcharge  placed  on  all  bills  rendered  by  common  carriers. 

My  opposition  to  the  "market  value'  spectrum  fee  is  four-fold.  First,  the  applica- 
tion of  fees  would  raise  the  prices  for  telecommunications  services  to  users  therri>y 
acting  directly  against  the  expressed  desire  that  prices  for  these  services  be  kept  as 
low  as  possible.  It  must  be  expected  that  any  fees  assessed  would  become  a  cost  to 
RCA  Americom  of  doing  business  and  would  be  recovered  from  its  customers.  This 
action  would  result  in  higher  consumer  prices  and  would  be  directly  contrary  to  the 
government's  anti-inflationarv  program. 

Second,  the  proposal  would  allocate  the  spectrum  to  thoee  entities  with  the 
deepest  pockets  and  not  necessarily  those  that  would  use  the  spectrum  in  the  moat 
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innovative  and  competitive  ways.  As  ever,  the  fear  centers  on  AT&T  with.  kU 
investment  base  already  in  excess  of  {90  to  $100  billion.  It  and  other  similarly 
investment-heavy  telephone  companies  are  in  the  position  to  out-bid  practicalN  bU 
others  for  the  spectrum.  Even  if  the  price  were  exceHsive,  it  would  be  insignificwit 
to  a  company  of  its  size  and  wealth.  The  incentive  to  use  the  spectrum  efficiently,  aa 
opposed  to  merely  preventing  other  carriers  from  using  it  or  holding  it  for  aoine 
vague  future  purpose,  would  not  be  that  large. 

The  third  reason  is  that  the  concept  is  artificial.  It  sells  something  that  has  no 
real  economic  cost,  that  is  not  being  depleted  by  use,  and  to  which  title  is  not  held 
by  the  United  States. 

The  United  States  has  not  incurred  any  cost  in  the  creation  of  the  frequency 
spectrum.  It  exists  by  the  laws  of  nature.  Nor  does  its  continued  use  deplete  the 
resource.  After  whatever  period  of  use  takes  place,  the  same  quantity  of  spectrum  is 
still  there  and  can  continue  to  be  used  indefmitely.  Also,  the  spectrum  is  commonly 
recognized  as  an  international  resource  available  to  all  and  purposely  not  subject  to 
ownership. 

These  factors  distinguish  the  spectrum  from  the  sale  of  oil  drilling  rights  on 
government  property  or  other  situations  involving  resources  which  may  have  defin- 
able cost,  are  depteteable  and  which  are  owned  by  the  seller.  The  more  appropriate 
analogy  is  to  the  air  space  above  the  United  States  which  is  ui^  by  airlines  for 
transportation  purposes  without  any  fee  being  paid. 

The  fourth  reason  is  derived  directly  from  the  artificial  nature  of  the  price.  RCA 
Americom  is  engaged  in  providing  many  different  services:  regular  voice  grade 
private  line  service,  distribution  of  television  to  CATV  operators  and  broaocast 
stations,  and  government  service.  Most  of  the  services  could  be  provided  terrestrial- 
ly at  this  time  and  perhaps  all  of  them  in  the  future.  The  terrestrial  carriera  use 
not  only  microwave  but  also  cable  facilities  which  would  be  free  from  any  special 
fees  on  their  construction.  The  additional  cost  of  a  spectrum  fee  could  subetantially 
alter  the  competition  between  carriers  using  different  types  of  facilities  thereby 
making  it  more  advantageous  to  construct,  for  example,  cable  facilities  and  making 
services  using  such  facilities  available  at  a  lower  price  to  the  customer. 

RCA  Americom  believes  that  the  only  proper  way  for  one  technology  to  be  fully 
and  properly  exploited  is  for  that  technology  to  be  free  of  artificial  restrictions  on 
its  use.  To  the  extent  that  a  price  is  levied  on  spectrum  use,  it  cannot  help  but  have 
some  effect  that  would  not  otherwise  be  present. 

It  should  also  be  recognized  that  communications  technology  is  developing  at  a 
rapid  rate  and  one  type  of  transmission  medium  which  would  appear  to  have 
advantages  today  may  suddenly  become  obsolete  or  at  least  cost-effective  in  the 
future.  It  was  only  in  the  early  1940's  that  it  was  stated  before  Congress  in 
connection  with  the  legislative  hearings  on  what  was  to  become  of  Section  2££  of  tlw 
Communications  Act  that  the  overwhelming  economies  of  high  frequency  radio  for 
transatlantic  communications  meant  the  end  to  submarine  cables.  Well  within  30 
years,  not  only  high  frequency  radio  almost  entirely  eliminated  but  it  still  appears 
that  cable  technology  is  keeping  pace  with  international  satellites,  a  technology 
then  not  even  considered.  Today,  new  transmission  medial  such  as  fiber  optics  using 
lasers  may  well  change  the  economics  of  telecommunications.  It  is,  therefore,  impor- 
tant to  guard  against  anything  which  would  artifically  shift  the  balance  against  a 
specific  technology. 

As  1  stated  in  the  beginning,  RCA  Americom  is  not  opposed  to  paying  the  costs 
associated  with  the  processing  of  its  applications  filed  wiui  the  Commissiott.  Howev- 
er, these  fees  shoulci  be  levied  on  all  carriers  and  not  just  those  using  the  spectrum 
since  Commission  effort  is  expended  regardless  of  whether  the  application  is  for  a 
cable  facility  or  statellite.  The  other  costs  incurred  by  the  Commission  in  its  regula- 
tory effort  should  be  financed  with  the  general  funds  of  the  United  States  since  the 
benefits  of  the  regulation  inure  to  the  general  public. 

Nevertheless,  if  it  is  felt  that  Commission  should  be  entirely  self-aufTicient,  the 
costs  in  excess  of  direct  processing  cost  should  be  recovered  by  means  of  surcharge 
on  the  bills  of  all  carriers  and  not  specturm  fees.  Obviously,  if  only  these  costs  were 
to  be  covered,  the  surcharge  would  be  very  small.  The  surchaige  could,  of  course,  be 
increased  if  the  intent  of  Congress  is  actually  to  raise  additional  revenues  rather 
than  just  make  the  Commission  self-sufficient. 

The  surcharge  approach  is  suggested  because  it  would  be  applied  to  all  common 
carriers  and  all  customers  in  a  uniform  and  non-discriminatory  manner.  Rather 
than  selecting  one  class  of  carrier,  or  permitting  the  carrier  to  recover  cost  to  it 
from  a  fee  schedule  from  whatever  group  of  customers  it  selected,  the  surcharge 
approach  treats  all  carriers  and  customers  in  the  same. 

The  last  major  area  of  concern  has  to  do  with  the  section  which  speciTica  the 
classification  of  carriers  and  services.  Section  204(b)  stales  that  any  carrier  which 
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provides  only  services  which  are  each  subject  to  eFTective  competition  and  which  is 
not  afTitiated  with  Cat^ory  II  carrier  shall  be  designated  and  regulated  as  a 
Cat^ory  I  carrier.  This  section  would  cause  RCA  Americom  to  be  classified  as  a 
Cat^ory  II  carrier  because  RCA  Global  Communications.  Inc.,  an  international 
carrier,  is  by  the  terms  of  Section  251(c)  a  Category  II  carrier  and  is  affiliated,  as 
that  term  is  defined  in  the  bill,  with  RCA  Americom. 

Since  the  result  was  probably  not  intended  by  the  drafters,  we  suggest  that  a 
provision  be  added  stating  that  a  Category  I  carrier  shall  not  be  deemed  a  Cat^ory 
II  carrier  solely  because  of  its  affiliation  with  an  Internationa!  carrier.  Obviously,  if 
the  bill  were  to  become  law  as  it  now  stands,  RCA  Americom  would  be  at  a  senoua 
competitive  disadvantage  with  respect  to  other  satellite  carriers  that  could  conduct 
their  business  with  no  regulation  while  RCA  Americom  had  to  comply  with  the  full 
requirements  intended  for  true  Category  II  carriers. 

Additionally,  it  is  possible  that  in  the  future  a  particular  service  offered  by  RCA 
Americom  could  fall  within  the  definition  of  a  Category  II  carrier  contained  in  the 
present  proposal.  Even  though  this  service  may  involve  only  limited  facilities  and 
generate  small  revenues,  it  would  appear  that  under  the  proposal  as  now  written. 
RCA  Americom.  then  would  be  classsified  as  a  Category  II  carrier  for  all  of  its 


While  we  have  no  opposition  to  complying  with  the  full  regulatory  requirements 
applicable  to  Category  II  carriers  for  Category  II  services,  it  would  be  unfair  and 
perhaps  unintended  that  the  remainder  of  our  services  not  enjoy  the  same  freedom 
as  other  Cat^ory  I  carriers.  We  recognize  that  a  new  fully  separated  carrier  could 
be  formed  with  Category  I  and  Category  II  services  being  handled  by  the  separate 
companies.  However,  the  separation  requirement  involves  separate  directors,  offi- 
cers, employees,  financial  structures,  and  facilities.  For  a  carrier  of  RCA  Ameri- 
com's  size,  such  a  separation  is  not  reasonable.  At  present.  RCA  Americom  has 
fewer  than  4D0  employees.  There  are  only  two  orbiting  satellites  and  relatively  few 
earth  stations  owned  by  RCA  Americom.  Given  this  situation,  I  do  not  see  how  we 
could  separate  the  employees  or  facilities  without  operational  and  financial  choas. 

I.  therefore,  propose  that  the  classification  section  be  revised  to  handle  a  situation 
such  as  this.  I  note  that  Section  205(dX3)  already  contains  a  provision  giving  the 
Commission  authority  to  waive  the  full  separation  requirement  in  the  case  of  a 
carrier  which  provides  interexchange  service  solely  within  a  single  State  and  also 
provides  exchange  service  if  it  is  determined  that  full  separation  would  impose 
unreasonable  burdens  because  of  the  size  and  nature  of  such  carrier.  A  similar 
revision  should  be  added  which  would  allow  less  than  full  separation  in  the  situa- 
tion I  have  described. 

In  summary,  RCA  Americom  supports  the  basic  objective  of  the  bills  to  reduce 
regulation  and  to  allow  the  forces  of  the  martietplace  to  play  their  proper  role.  We 
see  a  bright  future  ahead  for  the  (Mmmunication  industry  and  enormous  benefits  to 
the  public. 

Attachment 


SCA   AMERICAN 

The  RCA  domestic  communications  satellite  system,  the  first  such  system  to 
provide  commercial  satellite  services  in  the  United  States,  started  serving  customers 
in  December  1973.  Initial  satellite  services  were  provided  using  leased  channels  on 
Telesat  Canada's  Anik  II  satellite. 

On  December  12.  1975,  RCA  launched  the  first  of  its  own  satellites— RCA  Satcom 
I — beginning  a  new  generation  of  communications  spacecraft.  E^h  RCA  satellite  is 
capable  of  serving  the  50  States  with  a  wide  range  of  communications  services  for 
government,  business,  and  the  media,  including  full  transponder  service  on  a  dedi- 
cated basis.  RCA  Satcom  I  went  into  operation  on  February  28,  1976. 

On  March  26,  1976,  RCA  launched  Its  second  satellite,  RCA  Satcom  II,  doubling 
the  communications  capacity  of  the  system.  Today,  both  spacecraft  are  operating  at 
capacity. 

RCA  Americom  recently  applied  to  the  FCC  for  authority  to  launch  a  third 
satellite.  When  Satcom  HI  is  launched,  RCA  wilt  be  operating  a  three-satellite 
system  dedicated  to  serving  private  and  specialized  communications  needs.  Current 
plans  call  for  a  NASA  launch  in  the  fourth  quarter  of  1979. 

As  shown  below  the  revenues  of  the  domestic  satellite  system  have  shown  large 
percentage  increases  in  every  year: 
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1974 r700.0(» 

1975 2.200,000 

1976 9.700.00 


The  company  is  organized  into  four  business  groups,  each  responsible  for  a  dis- 
tinct market: 

Commercial  Communications  Services  provides  private  leased  channels  of  voice, 
data  and  facsimile  communications  to  businesses. 

Video  and  Audio  Services  provides  point-to-point  transmission  and  multipoint 
distribution  of  television,  radio  and  news  service  programming.  The  induatrio 
served  by  this  group  include  radio  and  television  broadcasting,  pay  TV,  cable  TV 
and  publishing.  Full  transponder  leasing  is  also  provided  to  other  carriers  and  end 

Government  Communications  Services  provides  voice,  video  and  high  speed  datA 
services  dedicated  to  Federal  Government  users,  including  HCA  eartti  stations  at 
user  locations.  Twenty  such  stations  form  a  growing  government  network. 

The  fourth  group  has  recently  been  established  and  will  be  responsible  far  main- 
taining regular  business  relations  and  contact  with  RCA  Alaska  Communications. 
Inc. 

RCA  Americom  connects  major  U.S.  business  centers  with  a  growing  network  of 
RCA  earth  stations.  Mcgor  RCA  earth  stations  now  are  located  near  New  York,  Loa 
Angeles,  San  Francisco,  Chicago,  Atlanta  and  Houston,  serving  these  cities  as  well 
as  Philadelphia,  Washington,  D.C.,  Wilmington  and  Dallas.  Each  station  is  equipped 
to  simultaneously  transmit  and  receive  private  line  telephone  traffic,  data,  radio 
and  television. 

RCA  Americom  provides  special  services  for  the  government.  The  company  builds, 
leases  and  operates  dedicated  earth  stations  for  government  agencies.  Such  facilities 
and  services  are  currently  supplied  to  the  National  Aeronautics  and  Space  Adminis- 
tration (NASAI,  the  Department  of  Defense  (DoD),  the  National  Oceanographic  and 
Atmospheric  Agency  (NOAA),  and  the  United  States  Information  Agency  (Voice  of 
America]. 

RCA  Americom  owns  and  operates  dedicated  earth  stations  at  NASA's  Goddard 
Space  Flight  Center  in  Greenbelt,  Maryland;  the  Jet  Propulsion  Laboratory  in 
Pasadena.  Goldstone,  NASA's  Dryden  Flight  Research  Center  at  Edwards  Air  Force 
Base.  Delano,  Dixon,  Sunnyvale  and  Monterey,  all  in  Cahfornia;  Kokee  Park  on 
Kauai,  Hawaii;  Wallops  Island,  Virginia;  Suitland,  Maryland;  Johnson  Space  Center 
(two)  near  Houston,  Texas;  White  Sands  (two).  New  Mexico;  Offutt  Air  Foree  Base, 
near  Omaha.  Nebraska;  Sioux  Falla,  South  Dakota,  and  Thule,  Greenland.  The 
satellite  communications  control  center  serving  NASA  and  other  government  users 
is  located  at  Goddard.  The  Armed  Forces  Radio  and  Television  Service  has  contract- 
ed for  seven  additional  earth  stations  at  U.S.  bases. 

A  rapidly  growing  network  of  receive-only  earth  stations,  which  are  owned  by 
cable  television  systems,  also  operates  in  coiyunetion  with  the  RCA  Americom 
system.  More  than  1000  cable  TV  systems  receive  one  to  several  channels  of  daily 
pn^amming  from  pay  TV,  independent  station,  news,  sports  distributors  and  reli- 
gious broadcasters  via  RCA  satellite. 

The  RCA  Satcom  spacecraft  features  several  technological  innovations.  Advances 
in  design  and  construction  permitted  a  Thor/Delta  launch  vehicle  to  put  a  24- 
channel  spacecraft  into  orbit.  This  compares  with  the  12-channel  satellites  that 
previously  represented  the  maximum  weight  that  could  be  launched  by  that  class  of 

The  three-anis  attitude  control  used  on  the  RCA  Satcom  satellites  affords  the 
(»)mmunications  payload  extra  weight  and  power  margins  over  dual-spin  satellites. 
The  design  also  permits  continuous  full  power  operation  of  the  RF  (radio  frequencyl 
channels  throughout  the  minimum  eight-year  life  cycle  of  the  satellite.  In  dual-spin 
satellites,  the  spacecraft  is  stabilized  by  spinning  the  main  body  while  the  antenna 
system  is  despun  and  pointed  toward  earth.  The  solar  cells  mounted  on  a  drum-like 
body  of  spin-stabilized  spacecraft  are  exposed  to  the  sun  for  only  brief  portio 


.  1  of  the  body.  In  contrast,  the  three  RCA  Satcom  satellites  have  silicon 
solar  cells  mounted  on  extended  flat  panels  (75  square  feet)  that  continuously  face 
the  sun  to  collect  maximum  solar  energy  efficiently. 

The  RCA  Americom  satellite's  solar  arrays  can  produce  up  to  740  watts  of  power, 
sufficient  to  power  24  transponders,  charge  the  batteries  and  drive  housekeeping 
functions.  A  system  of  nickel-cadmium  batteries  on  board  each  of  the  RCA  space- 
craft supplies  power  to  the  satellites  when  they  are  operating  in  an  eclipse  condi- 
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The  RCA  satellites  utilize  three  mfuoi*  advances  in  space  technology  that  permit 
doubling  of  capacity  for  a  spacecraft  launch  by  a  "nior/Delta  rocket. 
The  three  advances  are: 

1.  Cmes-polarvied  antenna  with  over  lapping  gridded  reflectors  fabricated  from 
l^htweight  Kevlar  material,  which  increases  the  satellite's  capacity  from  12  to  24 
simultaneous  color  TV  channels.  Alternatively,  each  of  these  channels  also  is  capa- 
ble of  carrying  more  than  1,200  one-way  telephone  calls  of  64  million  bits  per  second 
of  computer  data. 

2,  GraphiU  fiber  epoxy  composite  materials,  which  achieve  a  two-forone  weight 


reduction  over  the  customary  invar  material,  used  for  the  complex  frequency  filters. 

3.  Solid  state  traveling  wave  tube  driver  ampUrier  (TWTA)  is  used  t      ' 
weight  and  improve  reliaoility. 


These  innovations  permitted  a  modified  Thar/Delta  rocket  to  send  a  2,00&-pound 
payload  into  geostationary  orbit.  The  Thor/Della  3914  was  developed  with  NASA 
cooperation  by  the  McDonnell  Douglas  Astronautics  Company  under  an  agreement 
with  RCA,  It  marked  the  first  time  that  private  industry  had  set  design  require- 
ments and  provided  funds  for  the  development  of  a  launch  vehicle.  The  Delta  3914 
also  will  launch  Satcom  III. 

The  RCA  Americom  satellites  are  kept  in  a  geostationary  orbit  22.300  miles  above 
the  equator  to  provide  communications  coverage  of  Alaska,  Hawaii  and  the  contigu- 
ous 48  States.  Satcom  I  is  located  at  135'  West  Longitude  '  and  Satcom  U  at  119'  on 
the  orbital  arc.  Satcom  III,  which  is  being  prepared  for  launch  to  satisfy  increased 
market  demand,  is  proposed  to  occupy  the  132'  Weat  Longitude  orbital  position. 

The  RCA  satellites  operate  in  the  4/6  GHz  bands,  with  each  RF  channel  having 
an  allocated  bandwidth  of  40  MHz  and  a  usable  bandwidth  of  34  MHz.  The  system 
uses  the  S.92&-6.425  GHz  common  carrier  frequency  band  for  transmiaaion  from 
earth  stations  to  the  satellites  and  the  3.700-4.200  GHz  band  for  transmission  from 
each  satellite  to  the  earth. 

Senator  Hollings.  On  the  matter,  Mr.  Inglis,  of  the  fees,  in  order 
to  clarify  what  was  aaid  about  fees,  it  would  be  hoped  the  fees 
would  have  the  effect  of  recovering  overall  costs  of  the  ¥CC  on 
National  Telecommunications  Information  Agency,  which  is  about 
$80  million,  and  we  had  that  kind  of  figure  in  mind. 

We  don't  intend  to  cover  only  the  processing  costs  of  the  FCC, 
which  is  only  about  $30  million.  S.  622  is  limited  to  around  $30 
miUion. 

The  intent,  too,  of  course,  was  with  respect  to  those  who  inter- 
connecting with  the  local  facilities,  in  trying  to  develop,  as  a 
matter  of  public  policy  with  respect  to  public  schools,  we  didn't 
want  to  create  an  economic  incentive  not  to  connect  so  they  would 
all  be  going  around  emd  gradually  then  would  finally  all  rely  upon 
the  local  exchange  service,  and  the  regular  telephone  service  we 
have  in  this  country  would  begin  to  deteriorate  if  put  in  a  competi- 
tive position. 

We  are  trying  to  have  competition  but  also  recognize  where  we 
are  and  how  to  go  about  it  in  an  orderly  way. 

We  didn't  expect  you  to  endorse  it,  I  might  say  that. 

Mr.  Incus.  I  hope  I  made  it  clear  we  are  making  a  distinction 
between  different  types  of  service. 

Our  cable  TV  customers  have  no  interconnection  with  any  ex- 
change at  all  but  might  be  subject  to  the  surcharge. 

Senator  Holungs.  That  Xasi  item  you  expressed  about  the  cate- 
gory II  carrier,  you  only  have  400  employees,  you  say. 

RCA  Americom  has  fewer  than  400  employees.  We  can  well 
consider  that.  What  we  are  trying  to  do  is  not  bring  about  further 
regulatory  burden. 
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You  have  an  unusually  close  experience  with  fully  separated 
type  subsidiaries,  is  that  correct,  Mr.  Beach? 

Mr.  Beach.  That  is  true.  Eight  years  of  experience. 

Senator  Holungs.  Can  you  tell  us  something,  whether  it's  possi- 
ble to  manage  a  company  under  such  conditions? 

I  would  like  you  to  comment.  Some  say  it  heis  to  be  totally 
separated  and  wholly  owned,  not  only  just  the  accounting,  direc- 
tors, and  everything  else. 

The  others  say  it's  impossible.  I  would  like  your  comments. 

Mr.  Beach.  It  worked  quite  well  between  IBM  Corp.  find  the 
Service  Bureau  Corp.  As  you  know,  Mr.  Chairman,  in  1956,  the 
IBM  Corp.  entered  into  a  consent  decree  with  the  Department  of 
Justice  and  among  the  provisions  of  the  decree  was  an  obligation  to 
create  a  separate  subsidiary  corporation  which  the  court  and  the 
Justice  Department  said  should  be  called  the  Service  Bureau  Corp. 

So  it  was  created — this  was  before  my  period  of  association  wiUi 
it — by  the  treuisfer  of  personnel  and  assets  and  the  requisite  ele- 
ments necessary  for  it  to  conduct  a  business. 

Prior  to  1956,  I  am  told  that  the  Service  Bureau  activity,  which 
was  the  sale  of  data  processing  services  by  means  of  contreict  as 
distinguished  from  having  in-house  computer  equipment,  was  done 
through  IBM's  data  processing  division,  which  was  the  sales  divi- 
sion of  IBM. 

The  general  language  of  the  decree  called  for  a  series  of  steps 
which  were  not  proven  burdensome  whereby  the  Service  Bureau 
Corp.  was  not  given  any  advantage  because  of  its  ownership  by 
IBM. 

For  example,  when  it  ordered  goods  and  equipment,  it  ordered 
them  and  received  them  and  petid  for  them  on  a  retail  basis  just  as 
all  the  competitors  of  the  Service  Bureau  Corp.  did. 

It  had  no  priority  in  terms  of  deliveries.  It  went  into  the  queue 
and  when  its  name  came  up,  it  received  delivery.  As  far  as  special 
equipment  was  concerned,  when  the  Service  Bureau  Corp.  ordered 
a  special  machine,  the  fact  that  that  special  machine  was  ordered 
£md  all  the  specifications  concerning  it  were  immediately  made 
available  to  all  of  the  Service  Bureau  Corp.'s  competitors. 

In  order  to  keep  track  of  what  was  going  on — there  was  no  such 
thing  as  joint  selling  or  activities  of  that  type — but  to  keep  track  of 
the  historical  behavior  of  the  two  companies  toward  each  other,  the 
IBM  Corp.  filed  annually  with  the  Department  of  Justice  a  detailed 
report  of  all  its  dealings  during  the  previous  year  with  the  Service 
Bureau  Corp. 

It  goes  without  saying  that  the  IBM  Corp.  has  been  quite  success- 
ful without  the  Service  Bureau  Corp.  The  Service  Bureau  Corp,  has 
been  successful,  so  successful  that  the  Control  Data  Corp.  sought  to 
acquire  it  in  1972. 

So  I  think  the  experience  has  been  one  of  success,  both  for  the 
parent  and  the  sub. 

Senator  Hollings.  The  parent  in  its  operation — did  the  wholly 
owned  subsidiary  have  any  trouble  obtaining  its  financing? 

Mr.  Beach.  This  was  before  my  time,  but  originally  the  Service 
Bureau  Corp.  was  established  by  the  transfer  of  sufficient  assets 
and  personnel  so  that  in  the  mind  of,  I  guess,  both  the  court  and 
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the  Justice  Department  and  IBM,  it  was  capable  of  sustaining  itself 
as  an  ongoing  entity. 

That  proved  to  be  true. 

Senator  Rollings.  I  see. 

Mr.  Garnett,  you  cite  11  sections  of  the  bill  which  contain 
enough  exceptions  to  the  State  jurisdiction  that  FCC  could  effec- 
tively exert  total  regulatory  control  of  exchange  service. 

Is  one  of  those  11  sections  our  definition  of  interexchange  tele- 
communications where  we  include  in  the  definition  the  origination 
and  termination  of  such  telecommunications  within  exchange 
areas? 

Is  that  one  of  the  11  sections  you  referred  to? 

Mr.  Garnett.  I  think  not.  Insofar  as  the  description  itself  is 
concerned,   no,  sir.   I  could   recite  several  of  these  for  guidance. 

Section  203(b)  deals  with  the  establishment  of  separate  entities 
when  an  existing  telephone  company  is  providing  both  interex- 
change service  and  intraexchange  service. 

That  section  would  in  essence  give  the  FCC  some  jurisdictional 
exercise  over  what  the  State  commissions  now  have  jurisdiction 
over. 

It  also  indicates  that  local  exchange  carrier  could  also  be  classi- 
fied as  category  II  carriers.  Section  204(a)  directs  FCC  to  classify 
the  carriers  which  would  include  local  exchange  carriers. 

Section  207(a)  gives  the  FCC  jurisdiction  over  the  terms  and 
conditions  with  exchange  service  carriers  and  the  authority  to 
prescribe  these  terms  if  the  parties  are  unable  to  reach  agreement. 

Section  210(a)  states  that  all  category  II  carriers  must  file  tariffs 
with  the  FCC  for  telecommunications  services  that  are  not  affected 
subject  to  effective  competition. 

This  could  be  interpreted  as  requiring  the  filing  of  the  tariffs  for 
even  local  exchange  telephone  service  with  FCC,  we  think. 

Section  213(a)  authorizes  the  FCC  to  make  evaluations  as  stated 
in  the  section  itself.  That  evaluation  we  interpret  to  mean  evalua- 
tion of  investment  allocated  or  dedicated  to  the  provision  of  connec- 
tions with  interconnected  carriers  for  the  development  of  the 
access  charge,  and  if  the  evaluation  placed  on  that  particular  por- 
tion of  the  investment  by  FCC  varies  from  the  evaluation  placed  on 
that  by  the  State  commission,  we  have  a  problem. 

Section  222  gives  FCC  jurisdiction  over  the  accounting  systems, 
of  course,  which  is  essentially  what  they  have  at  the  moment. 

Most  State  commissions  adopted  that. 

Section  222  establishes  access  charges  and  the  basic  exchange 
maintenance  charge  and  puts  their  administration  under  the  FCC. 

A  joint  board  would  implement  this.  However,  it's  my  under- 
standing that  the  joint  board  is  advisory  and  the  authority  for 
approval  action  is  still  residing  with  the  FCC. 

Senator  Rollings.  You  state  it  would  be  inappropriate  to  request 
an  access  charge  with  respect  to  the  joint  provision  of  integrated, 
nationwide  telephone  service. 

Do  you  mean  that  would  forgo  additional  revenues  from,  say, 
A.T.  &  T-.  CCSA,  and  FX  services? 

Mr.  Garnett.  I  think  CCSA  and  FX  perhaps  are  services  that 
are  not  specifically  covered  under  the  present  separations  and  set- 
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tlements— I  agree  there  should  be  some  charge  arremgement  for 
their  connection  to  the  local  exchange  network. 

Senator  Holungs.' Local  carriers  are  not  cat^ory  II  carriers 
until  they  do  something  else.  Nearly  all  the  examples,  we  can 
clarify  this.  Let  me  yield  to  Senator  Schmitt. 

Senator  ScHMm.  Thank  you,  Mr.  Chairman. 

Mr.  Beach,  with  respect  to  the  Service  Bureau  Corp.,  are  you  a 
fully  separate  or  wholly  owned  subsidiary  of  IBM? 

Do  you  share  facilities  with  them? 

Mr.  Beach.  We  are  no  longer  part  of  IBM. 

Senator  Schmitt.  It  was  created  as  a  working  subsidiary? 

Mr.  Beach.  Yes.  The  consent  decree  for  a  short  period  of  time — I 
would  defer  to  the  language  itself— permitted  some  common  offices. 

I  believe  20  percent  was  the  ceiling  on  common  offices.  IBM  and 
SBC  phased  out  of  that  relationship. 

Don't  pin  me  down  to  the  time  period,  but  it  was  not  too  many 
years. 

Senator  Schmitt.  Were  offices  and  administrative  services  associ- 
ated with  those  entities  jointly  used?  Were  legal  services  shared? 

Mr.  Beach.  There  were  some  legal  services  provided  at  the  IBM 
corporate  level  but  for  the  most  part,  the  day-to-day  legal  services 
requisite  for  the  company's  affairs  were  done  in-house. 

Senator  Schmitt.  So  it  was  not  an  arm's  length  relationship 
during  that  transition  period,  is  that  correct? 

Mr.  Beach.  One  hundred  percent?  No.  Perhaps  95  to  98  percent. 

Senator  Schmitt.  The  concern  we  have  heard  expressed  many 
times  with  some  aspects  of  the  bills  is:  What  is  the  meaning  of 
arm's  length? 

If  it's  interpreted  very  literally,  then  the  arrangement  that  was 
established  by  the  consent  decree  would  probably  not  have  been  an 
arm's  length  relationship. 

Mr.  Beach.  I  would  say  on  behalf  of  ADAPSO,  if  a  relationship 
were  established  under  this  bill  comparable  to  the  relationship  that 
existed  between  IBM  and  Service  Bureau  Corp.,  the  members  of 
ADAPSO  would  be  delighted. 

Senator  Schmitt.  A  cost  accounting  system  would  require  some 
kind  of  historical  or  statistical  division  of  costs  for  shared  facilities 
and  services,  is  that  right? 

That  is  an  issue.  I  would  like  to  hear  the  comment  of  the  repre- 
sentative of  RCA  which  is  part  of  a  similar  kind  of  corporate 
system. 

Are  there  within  RCA  and  affiliated  entities  jointly  used  facili- 
ties and  administrative  services,  Mr.  Inglis? 

Do  you  think  RCA  has  a  literal  arm's  length  relationship  with  its 
other  corporate  entities? 

Mr.  Ingus.  I  will  use  the  98  percent  of  the  relationship  between 
RCA  Americom  and  NBC,  for  example.  NBC  is  a  customer  of  ours. 
We  try  hard  to  sell  them.  We  try  equally  hard  to  sell  to  CBS  and 
ABC. 

Senator  Schmitt.  I  heard. 

Mr.  Ingus.  We  have  just  introduced  a  proposed  new  service 
which  will  make  it  easier.  We  finally  decided  this  was  economically 
a  good  system. 
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E^ier  for  a  small  network  to  get  started.  This  conceivably  could 
have  an  adverse  etTect  on  NBC,  although  probably  not  large,  but  as 
president  of  RCA  Americom,  I  had  no  pressure  not  to  do  this. 

In  fact,  quite  the  contrary.  Management  encouraged  me  to  do 
what  is  best  for  Americom. 

Senator  Schmitt.  But  there  are  some  jointly  used  facilities  and 
administrative  services.  What  is  that  2  percent  you  mentioned? 

Mr.  Ingus.  For  example,  in  our  current  headquarters  in  Pis- 
cataway,  N.J.,  we  lease  space  at  a  fair  market  value  from  RCA 
Globecom.  We  are  building  our  headquarters  building  and  will 
move  into  it  a  year  from  now. 

There  are  a  few  other  places  where  we  lease  facilities.  But  as  far 
as  the  policy  is  concerned,  it's  completely  separate. 

We  don't  consult  with  them  on  pricing  or  what  markets  we  will 
or  won't  go  into  and  so  on. 

Senator  Schmitt.  The  critical  element  here  is  whether  by  corpo- 
rate decision  or  by  legislative  or  regulatory  fiat,  subsidiaries  must 
be  created. 

A  significant  transition  period  will  be  required  depending  on  the 
degree  to  which  facilities  and  administrative  services  are  shared. 

Perhaps  eventually  we  can  get  through  the  transition  period  but 
it  may  take  some  time. 

Now,  Mr.  La  Blanc,  with  respect  to  your  testimony,  I  think  you 
said  you  were  going  to  send  us  details. 

Mr.  La  Blanc.  I  have. 

Senator  Schmitt.  The  philosophy  you  expressed  is  very  similar 
to  S.  622, 

For  example,  you  talk  about  a  competitive  philosophy  for  broad- 
band services  which  would  allow  telephone  companies  to  provide 
all  types  of  broadband  services  including  broadcast  retransmis- 
sions, while  permitting  other  companies  to  offer  voice  communica- 
tions. 

We  think  we  have  done  that;  it's  a  question  of  interpretation  of 
the  language. 

We  did  prohibit,  except  under  waiver  provisions,  programing 
being  offered  by  telephone  companies.  Would  you  care  to  comment? 

Mr.  La  Blanc.  I  read  it  like  CATV,  which  is  including  not  just 
prt^aming  but  it's  the  operation  of  the  head  end  where  all  the 
programs  are  put  ti^ether  and  the  distribution. 

One  of  the  things  we  say  is  we  are  primarily  a  rural  company. 
Our  smallest  town  has  40  subscribers.  It's  kind  of  difficult  when 
you  envision  a  town  like  that  to  say  to  yourself  that  you  have  to 
have  a  separate  telephone  company  providing  voice  and  a  separate 
company  providing  cable  television. 

Senator  Schmftt.  We  agree.  We  are  trying  to  find  a  way  to 
handle  that. 

Mr.  La  Blanc.  If  you  can  do  both — technology,  we  will  have  a 
digital  bit  stream  going  into  somebody's  home  which  can  provide 
all  kinds  of  services. 

You  can  say  that  is  programing,  you  can't  do  a  television  compa- 
ny but 

Senator  Schmitt.  We  would  agree  but  the  question  is  how  do  you 
define  the  exemption?  I  think  this  is  a  point  where  you  don't  want 
that  to  happen. 
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That  was  the  original  purpose  of  the  prohibition  on  programing. 
Then  we  said  what  about  the  rural  situation.  You  probably  ought 
to  have  a  waiver  or  maybe  an  outright  exemption. 

Mr.  La  Blanc.  Even  if  you  look  at  an  area  like  Ridgewood,  N.J., 
North  Bergen  County,  there  are  technologically  no  reasons  why 
cable  coming  into  my  house  carries  cable  TV  as  well  as  my  tele- 
phone line  coming  in  wouldn't  in  the  future  carry  every  bit  of 
information  I  need  in  the  house. 

To  say  that  that  has  to  be  a  different  entity,  I  think,  may  be 
needlessly  restricting  today  when  you  talk  about  a  little  town  or 
big  town. 

It's  worse  in  a  little  town  because  you  have  no  scale  at  all.  Even 
a  large  town,  it  seems  to  me,  if  the  cable  television  producer  or 
provider  of  services  wilt  be  in  a  position  to  handle  voice,  alarm 
services  or  whatever,  then  certainly  the  person  who  is  providing 
what  we  would  today  call  telephone  service  ought  to  be  in  a  com- 
parable position. 

If  we  really  want  to  get  that  kind  of  competitive  market.  I  think 
that  we  have  to  allow  that  kind  of  freedom. 

Senator  Schmitt.  Do  you  think  when  one  company  provides  all 
the  services  in  a  particular  area,  it  is  a  competitive  environment? 

Mr.  La  Blanc.  I  think  anyone  who  wants  to  come  into  a  particu- 
lar area  to  provide  service  should  be  allowed  to. 

Senator  Scmmitt.  Duplicate  facilities? 

Mr.  La  Blanc.  Yes.  That  can  be  expensive,  but  I  guess  I  believe 
in  the  open  marketplace.  I  believe  if  the  CATV  company  wants  to 
stick  its  neck  out,  it  may  not  be  economically  feasible,  but 

Senator  Schmitt.  I  believe  in  the  open  market,  too,  until  it  gets 
so  open  that  it  closes  suddenly  because  one  entity  dominates,  l^en 
you  need  a  different  set  of  policies.  We  are  searching  for  a  way  in 
which  we  can  open  up  this  marketplace  and,  at  the  same  time,  not 
make  it  so  open  that  It  closes  on  us  sometime  in  the  future. 

That  is  why  your  testimony,  as  well  as  detailed  inputs,  will  be 
very  valuable  to  us,  as  well  as  everybody  else. 

I  hope  that  the  structure  eventually  created  will  be  one  in  which 
the  facilities  are  hopefully  not  duplicated  but  that  there  is  open 
competition  in  services  and  that  no  one  entity  has,  because  of  a 
market  share  position,  an  advantage  over  any  other  entity  in  the 
provision  of  services. 

When  you  consider  the  provision  of  facilities,  it  is  not  quite  so 
easy  to  establish  a  competitive  environment. 

Mr.  La  Blanc.  Philosophiceilly  I  couldn't  agree  with  you  more.  I 
have  a  tough  time  in  my  mind  transitioning,  and  I  guess  we  all  do, 
when  I  think  of  some  of  the  smaller  towns  we  serve. 

Senator  Schmitt.  That  is  my  next  set  of  questions.  It  has  to  do 
with  the  transition. 

We  tried  to  build  in  a  transition  pl2m  in  S.  622.  I  am  not  commit- 
ted to  the  detail  in  which  the  transition  is  outlined  but  almost 
everybody  seems  to  agree  that  some  kind  of  transition  will  be 
required  and  that  it  will  vary  depending  on  the  type  of  particular 
activity  we  are  talking  about,  with  the  possible  exception  of  radio 
which  we  may  be  able  to  deregulate  immediately. 

How  long  should  a  transition  period  last? 
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Mr.  La  Blanc.  I  think  you  could  do  it  in  a  relatively  short  period 
of  time;  2  or  3  years.  It  depends  on  the  size  of  where  you  are 
talking  about,  and  two  is  the  definiteness  that  is  involved. 

In  other  words,  if  I  am  looking  at  some  smaller  rural  community 
that  I  am  serving,  I  am  looking  at  those  subscriberB,  I  say  to  myeelf 
I  have  a  couple  of  strikes  against  me  vis-a-vis  the  total  market. 
They  are  small.  In  most  cases  the  loop  length  is  longer  and  in  most 
cases  the  expense  to  serve  them  is  h^her  them  other  places. 

If  I  lose  contributions  from  tolls,  I  would  have  to  make  that  up 
by  increasing  local  rates,  if  I  am  allowed  to  by  the  local  State 
commission,  and  get  an  offset,  or  I  will  introduce  new  nonregulated 
services  that  hopefully  will  be  attractive  enough  to  my  rural  sub- 
scribers to  take  it  and  over  that  facility  can  be  made  whole  as  far 
as  the  investment  is  concerned. 

One  of  the  problems  with  the  transition  period  is  that  most  of 
the  subscribers  we  have  are  poorer  than  the  average,  if  you  will, 
and  I  am  not  sure  today,  as  a  wise  man,  that  I  know  necessarily 
whether  they  are  willing  to  pay  for  a  burglar  alarm  service  or 
some  of  these  other  services  we  may  be  able  to  technologically 
provide  in  the  future. 

So  I  have  to  say  if  I  have  a  transition  period,  whether  it  is  3 
years  or  10  years,  and  it  is  definitive,  it  says  this  amount,  this 
amount,  this  amount  each  year,  then  I  can  try  on  a  combination  of 
new  services  and  of  going  with  the  local  commission  on  local  rates 
to  try  to  make  up  the  difference, 

I  am  very  hopeful,  as  you  are,  that  we  can  develop  for  the  rural 
subscriber  an  equality  with  the  urban  areas  and  offer  them  as 
many  of  the  super  services  we  see  coming  in  the  1980's,  the  heavy 
data  processing  or  extended  services. 

The  only  way  to  do  it,  because  of  the  economics  of  the  situation, 
is  if  you  can  do  it  at  a  profit.  That  meems  if  you  take  something 
away  or  if  there  is  a  possibility  it  will  be  taken  away,  as  long  as  I 
know  what  it  is  and  it  is  phased  over  a  period  of  time  and  I  can 
plan  for  services,  that  is  all  I  am  really  asking  for. 

Senator  Schmitt.  Mr.  Carr,  do  you  have  a  comment  on  that? 

Mr.  Carr.  You  have  a  chicken  and  egg  proposition.  Transition 
will  in  large  part  be  determined  by  how  the  bill,  the  final  legisla- 
tion, is  structured,  and  when  you  go  to  divestiture,  what  forms  of 
subsidiaries  you  use,  if  you  use  them. 

If  you  consider  our  recommendation,  where  the  Bell's  communi- 
cations resources  are  concentrated  on  the  basic  system,  it  might  be 
a  very  short  transition  period. 

At  the  other  extreme  you  might  need  years  if  you  had  to  make  a 
transition  to  a  large  number  of  completely  separate  subsidiaries 
and  test  the  accounting,  the  transfer  of  assets  and  people — it  is 
hard  to  give  you  a  single  answer. 

Senator  Schmitt.  But  some  transition  will  be  required.  The  com- 
plexity of  it  will  determine  its  length. 

Mr.  Carr.  I  think  that  is  true. 

Senator  Schmitt.  Mr.  Beach? 

Mr.  Beach.  Yes.  I  think  certainly — the  Service  Bureau  Corpora- 
tion had  a  transition  period.  It  was  fairly  short.  The  court  had  to 
approve  a  mtyority  of  the  board  of  directors  for  a  period  of  5  years. 
After  3  years  there  was  supposed  to  be  no  more  than  20  percent 


Dig,, z.d  by  Google 


1628 

leasing  of  real  estate  facilities.  But  the  facilities  themselves  neces- 
sary to  do  data  processing  were  transferred  almost  at  once.  So  you 
said  it  correctly  a  moment  ago  when  you  said  it  depends  on  the 
complexities. 

It  would  be  presumptuous  to  try  to  anticipate  exactly.  I  can't  do 
it. 

Senator  ScHMiTT.  How  detailed  should  Congress  guidance  to  the 
FCC  be  in  that  transition  period?  Should  we  leave  tnem  discretion? 

Mr.  Beach.  Leave  them  with  discretion,  laying  down  broad  prin- 
ciples or  concepts  to  follow  and  trust  the  FCC  to  carry  out  the 
intent  of  Congress.  You  can't  give  them  a  detailed  blueprint. 

Mr,  Carr.  I  would  agree  with  one  addition.  I  think  it  would  be 
very  important  that  a  clear  legislative  history  be  developed  for 
whatever  form  the  final  legislation  takes  and  the  drafting  be  done 
very  carefully. 

Some  of  the  testimony  that  I  have  heard  from  this  panel  and 
earlier  today  indicates  concerns  about  possible  interpretation  of  the 
language.  For  example,  a  few  minutes  ago  you  said  that's  not  what 
the  bill  intended. 

Senator  Schmitt.  That's  why  we  have  hearing. 

Mr.  Carr.  We  would  agree  with  the  concept  of  giving  instruc- 
tions to  the  Commission  and  giving  them  some  discretion  on  how  to 
implement  them. 

Clarity  is  necessa^  so  that  the  regulatory  process  does  not  in 
fact  occasion  results  Congress  didn't  intend. 

Senator  Schmitt.  Mr.  Garnett  or  Mr.  Inglis,  do  you  want  to 
comment? 

Mr.  Garnett.  Certainly  a  transition  period  is  required  and  the 
period  that  is  given  for  transition  will  depend  upon  the  complex- 
ities, technologically  as  well  as  the  economic  aspect  of  it  such  as 
revenue  dislocation  problems  in  order  to  recover  those  revenues 
that  might  be  lost  as  competition  is  introduced. 

I  think  I  would  suggest  that  there  not  be  a  specific  cutoff  date  for 
the  end  of  the  transition  but  that  be  left  to  the  Commission  with 
the  oversight  exercise  of  the  subcommittee  reviewing  the  progress 
that  is  being  made. 

Senator  Schmitt.  There  has  been  testimony  here  and  my  con- 
stituents agree  that  you  should  never  leave  the  bureaucracy  with 
discretion.  A  goal,  even  though  it  may  end  up  being  modified 
through  oversight,  is  very  useful  for  the  Congress  to  establish. 
Then  we  can  hold  their  feet  to  the  fire  and  say,  "Why  aren't  you 
meeting  this  goal  or  schedule?" 

Mr.  Garnett.  I  heard  similar  comments  with  respect  to  the 
bureaucracy.  I  am  still  naive  enough  to  have  faith  that  they  too 
are  very  carefully  considering  the  public  interest  aspects  of  any 
matter  which  they  consider,  and  I  hope  I  can  maintain  that  fetith. 

Senator  Schmitt.  You  are  not  from  the  western  United  States, 
apparently. 

We  have  a  great  deal  more  problems  with  bureaucracies  out 
there  than  apparently  you  have. 

Mr.  Ingus.  I  can  only  speak  as  far  as  RCA  Americom.  We  are 
operating  in  a  highly  competitive  mode.  Assuming  we  were  classi- 
fied £is  a  class  I  carrier,  we  could  make  the  conversion  in  zero  time. 
How  long  it  would  take  A.T.  &  T.,  I  have  no  idea. 
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Senator  Schmitt.  That  is  a  much  more  difficult  thing. 

Mr.  La  Blanc? 

Mr.  La  Blanc.  You  mentioned  something  about  it  being  more 
complex  for  A,T.  &  T.  From  my  past  experience,  I  want  to  point 
out  that  20  percent  of  all  corporate  debt  in  the  United  States  is  in 
the  communications  industry.  About  17.8  percent  is  A.T.  &  T.  The 
ability  to  be  able  to  restructure  the  debt  component  is  difficult  in 
this  kind  of  arrangement. 

Senator  Schmitt.  Because  you  are  a  former  partner  of  Salomon 
Brothers,  I  wanted  to  ask  you  the  following: 

The  allegation  was  made  in  these  hearings  that  requiring  fully 
separate  subsidiaries  would  have  an  adverse  impact  on  the  phone 
companies'  ability  to  raise  capital  in  the  bond  market.  Would  you 
care  to  elaborate  or  whether  that  is  true  or  not? 

Mr.  La  Blanc.  Separate  subsidiaries  and  separate  companies 
going  into  the  bond  market  are  dependent  upon  being  a  certain 
size.  When  there  was  the  separation  from  IBM,  assets  were  trans- 
ferred and  basically  big  brother  set  up  a  viable  business  to  begin 
with.  Depending  upon  how  large  the  organization  is  will  depend 
upon  whether  you  have  access  to  the  bond  market  or  not. 

Senator  Schmitt.  There  is  a  certain  critical  mass  beyond  which 
it  doesn't  make  much  difference.  The  access  is  fairly  equal, 

Mr.  La  Blanc.  I  wouldn't  put  it  that  far.  We  have  access  to  the 
market  and  access  to  the  market  at  what  price?  Up  to  a  certain 
point,  and  we  have  seen  this  happen  since  about  1971  or  1972,  a 
small   company   trying  to  get  started   didn't  have  access  at  all. 

I  will  give  you  everything  you  want  inferentwise  stiil— no  access. 

Senator  Schmitt.  But  in  the  situation  where  those  entities  al- 
ready exist  there  wouldn't  be  a  total  increase  in  aggregate  cost.  If 
there  was,  it  would  be  borne  by  the  ratepayer,  presumably. 

Mr.  La  Blanc.  That's  correct.  If  you  have  25  people  providing 
service  one  person  used  to  provide,  each  have  their  own  costs 
involved.  It  is  a  question  of  getting  access  at  all,  saying  you  have  to 
be  a  size  to  begin  with  that  has  meaningfulness  in  the  market- 
place. 

Ours  was  over  600  little  mom  and  pop  companies  and  we  are  now 
58  subsidiaries.  Those  58,  many  of  them  can  get  access  to  the 
marketplace.  Some  of  them  can't. 

We  have  a  common  holding  company  that  basically  runs  it.  Our 
58  subsidiaries  are  large  enough  to  have  their  own  management 
running  it,  but  rely  for  a  lot  of  services  on  the  parent  company.  If 
they  needed  those  services  themselves,  the  local  rates  would  be 
higher.  You  don't  need  a  full-time  attorney  at  some  point. 

Senator  Schmitt.  From  the  narrow  perspective  of  the  consumer 
rate  problem,  if  a  cost  accounting  system  could  be  implemented, 
then  that  would  not  have  the  same  impaction  rates  as  a  subsidiary, 

Mr.  La  Blanc.  That's  correct.  We  filed  testimony  some  time  ago. 
We  felt  in  3  years  you  could  come  up  with  a  coat  accounting  system 
that  would  essentially  accomplish  what  you  wanted  to  without  the 
need  of  going  down  the  separate 

Senator  Schmitt.  You  filed  that  where? 

Mr.  La  Blanc.  We  filed  that  at  FCC, 

Senator  Schmitt.  Have  you  outlined  such  a  system? 


Mr.  La  Blanc.  Yes.  We  basically  said  that  if  you  took  the  busi- 
ness— I  can  give  it  in  1  second.  If  you  took  the  business  euid  looked 
at  it  as  four  separate  businesses — equipment  on  the  customer's 
premises,  local  exchange  distribution  service,  long-haul  trfuismis- 
sion,  and  other  services,  whether  they  be  manufacturing  or  supply 
or  whatever,  and  if  you  assigned  your  costs  and  your  plant  in  those 
kinds  of  broad  categories,  you  could  probably  come  up  with  a  coet 
accounting  system  that  would  accomplish  probably  99  percent  of 
what  you  wanted  in  being  able  to  look  at  it. 

It  is  arbitrary,  but  you  need  an  arbitrary  allocation. 

Senator  Schmitt.  Have  you  formulated  that  suggestion  in  any 
more  detail? 

Mr.  La  Blanc.  I  will  supply  the  committee  with  a  paper  that  we 
filed  with  the  FCX!J  that  outlines  this. 

[The  following  information  was  subsequently  received  for  the 
record:] 

Continental  Telephone  Corp.. 

Washington.  D.C,  May  i.  1979. 
Hon.  Harrison  SHmMirr, 
Senate  Office  Building, 
Washington.  D.C. 

Dear  Senator  Schmiit:  I  am  enclosing  Continental  Telephone  Corporation's  sub- 
mission to  the  FCC  concerning  the  revision  of  the  Uniform  System  of  Accounts  and 
Financial  Reporting  Requirements  for  Telephone  Companies. 

As  you  recall,  this  information  was  promised  to  you  by  Mr.  Robert  La  Blanc,  Vice 
Chairman,  Continental  Telephone  Corporation,  in  his  testimony  before  the  Subcam- 
mittee  on  Communications,  Senate  Committee  on  Commerce,  Science,  and  Transpor- 
tation the  afternoon  of  the  third  of  May. 

We  will  shortly  furnish  legislative  language  which  will  describe  our  proposed 
modifications  to  the  separations  and  settlements  process  as  described  by  our  one 
sheet  attachment  to  Mr.  La  Blanc's  testimony. 

On  behalf  of  Continental  Telephone,  we  appreciated  the  opportunity  to  appear 
before  you. 

Sincerely, 

William  Friedman. 

Enclosure. 

Before  the  Federal  Communications  Commission,  Washington,  D.C. 
CC  Docket  No.  78-196 

In  the  Matter  of  Revision  of  the  Uniform  System  of  Accounts  and  Financial 
Reporting  Requirements  tor  Telephone  Companies  (Parts  31.  33,  42  and  43  op 
the  FCC'b  Rules) 

To:  The  Commission 

Comments  of  Continental  Telephone  Corporation 

Continental  Telephone  Corporation  ("Continental"!,  by  its  attome^and  pursuant 
to  the  Commission's  Notice  of  Proposed  Rulemaking  ("Notice"),  FCC  78-453,  re- 
leased July  21,  1978,  hereby  submits  iie  initial  comments  in  the  above-referenced 
proceeding. 


A.  Introductory  statement 

The  Commission's  Notice  proposes  comprehensive  revisions  in  the  Uniform 
System  of  Accounts  I"USOA"),  the  prescribed  financial  accounting  system  for  tele- 
phone carriers.  Essentially  unchanged  since  its  inception  in  1935  (Notice.  It  II.  tlw 
current  USOA  focuses  on  company-wide  financial  and  operating  data  and  provides  a 
basis  for  Ckimmiasion  review  of  overall  revenue  requirements  (Notice,  1  41.  The 
instant  rulemaking  proposes  to  restructure  the  USOA  in  order  to  generate  det^led 
information  by  service  which  the  Commission  believes  is  essential  for  proper  man- 
..  _..  J  i_^-_..  ...  .L  _  _ __..        1^-  !  It  of  the  telecommu- 
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As  the  Commission  notes  (Notice.  1  14).  its  proposal  is  much  more  than  a  system 
of  accounts.  Rather,  it  is  a  complex  data  gathering  and  inforination  processing 
system  which  will  require  substantial  changes  in  telephone  company  record  keeping 
practices,  computer  utilization,  employee  training  and  operations.  Particularly  for 
the  smaller  carriers,  these  changes  could  result  in  increased  revenue  requirements 
and  the  need  for  higher  subscriber  rates.  Accordingly,  while  access  to  more  detailed 
cost  information  is  an  important  factor  in  the  evaluation  of  the  Commission's 
proposal,  any  new  accounting  and  information  system  must  also  be  assessed  in  light 
of  its  potential  impact  on  various  aspects  of  the  telephone  industry. 

The  Commission's  Notice  calls  for  comments  concerning  its  proposed  accounts  and 
myriad  other  issues,  including  such  diverse  matters  as  jurisdictional  separations 
INotice.  nil  39-411  and  depreciation  practices  iNotice,  H  43).  Moreover,  the  Commis- 
sion has  requested  that  criticisms  of  its  proposal  be  accompanied  by  counterpropos- 
als. During  the  past  six  months  Continental  has  assessed  the  Commission's  proposed 
accounting  and  information  system  and  the  issues  raised  by  the  Notice  in  light  of 
Continental's  management  needs,  the  impact  of  the  proposal  on  company  operations 
and  the  telephone  industry,  and  its  ability  to  provide  the  information  sought  on  a 
cost  effective  basis.  Continental  has  also  devoted  considerable  attention  to  develop- 
ing an  accounting  and  information  system  which  will  meet  the  Commission's  r^ula- 
tory  objectives  while  at  the  same  time  eliminating  or  mitigating  several  serious 
deficiencies  inherent  in  the  Commission's  proposal. 

Continental's  alternative  proposal,  set  forth  below,  provides  a  framework  for  a 
comprehensive  accounting  and  information  system  that  will  facilitate  both  the 
management  and  regulation  of  telephone  companies  in  a  multi-service,  competitive 
environment  while  minimizing  the  costs  and  burdens  placed  on  smaller  carriers  by 
the  Commission's  revised  USOA.  Although  its  comments  provide  a  basic  foundation 
for  the  development  and  implementation  of  its  accounting  and  information  system. 
Continental  feels  that  additional  details  should  evolve  in  discussions  between  indus- 
try members  and  Commission  stafT.  Such  a  collective  development  of  these  details 
will  allow  diversified  insights  to  be  reflected  in  Continental's  conceptual  approach 
and  will  ensure  the  operational  feasibility  of  the  finalized  system, 
B.  Summary  of  Continental's  camrnents 

After  briefly  describing  its  overall  company  operations  and  its  accounting  struc- 
ture. Continental  presents  its  assessment  of  the  Commission's  proposal.  Fundamen- 
tally agreeing  with  the  Commission's  objectives  in  revising  the  USOA.  Continental 
believes  that  a  more  comprehensive  accounting  and  information  system  is  needed  to 
adequately  manage  and  regulate  telephone  carriers  in  today's  multi-service  environ- 
ment characterized  by  growing  competition  and  ever-changing  technologies. 

As  discussed  in  greater  detail  below,  the  major  deficiency  with  the  Commission's 
proposal  is  that  it  is  framed  solely  with  the  goal  of  aiding  the  Commission  in  its 
regulation  of  the  Bell  System.  The  Commission  fails  to  recognize  that  non-Bell 
independent  telephone  companies,  and  particularly  those  carriers  which  serve  pre- 
dominantly rural  areas,  have  management  concerns  and  are  subject  to  state  regula- 
tory pressures  that  render  many  aspects  of  the  Commission's  proposed  system  of 
accounts  of  little  value  to  the  companies  or  their  regulators.  Since  these  carriers  are 
generally  not  subject  to  Commission  rate  regulation,  there  is  no  reason  for  them  to 
mcur  the  onerous  costs  associated  with  the  Commission's  proposal. 

Indeed,  due  t«  prohibitive  costs  compliance  with  the  Commission's  proposal  might 
be  impossible  for  the  vast  majority  of  mdependent  companies.  The  proposal  assumes 
that  all  carriers  have  sophisticated  data  processing  systems  that  can  easily  imple- 
ment the  Commission's  revised  USOA.  'This  is  simply  not  the  case.  Millions  of 
dollars  will  have  to  be  spent,  even  by  companies  that  already  have  computer 
capabilities,  in  order  to  comply  with  the  complex  accounting  and  data  reporting 
requirements.  Additionally,  sophisticated  training  will  be  required  for  craft  and 
clerical  employees  to  master  tlie  intricate  details  of  the  Commission's  revised  ac- 
counts. These  training  costs  will  be  particularly  burdensome  for  smaller  carriers 
which  will  also  experience  productivity  losses  in  complying  with  the  proposed 
system. 

After  presenting  its  general  comments  on  the  Commission's  revised  USOA.  Conti- 
nental outlines  its  proposal  for  an  alternative  accounting  and  information  system. 
The  fundamental  difference  between  the  two  proposals  is  that,  unlike  the  Commis- 
sion's. Continental's  system  will  not  report  accounting  data  to  detailed  general 
ledger  accounts.  Rather,  the  underlying  data  records  will  allow  for  the  direct  assign- 
ment or  allocation  of  costs,  investment  and  revenues  to  four  business  segments,  or 
markets,  that  delineate  broad  areas  of  the  telephone  industry.  These  business  seg- 
ments will  reflect  the  evolving  competitive  structure  of  the  industry  and  will  pro- 
vide both  management  and  regulators  with  a  necessary  level  of  cost  disaggregation. 
Under  Continental's  proposal,  further  disaggregation  of  accounting  data  can  be 
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obtained  by  application  of  "service  allocation  procedures"  that  will  allocate  costs 
and  plant  investment  to  the  various  service  categories.  Continental's  proposal  ir 
designed  to  achieve  the  desired  objectives  of  a  service  oriented  information  system 
without  the  onerous  cost  burden  entailed  by  the  Commission's  proposed  uK  of 
detailed  general  ledger  .'  ccounts. 

Next,  the  comments  discuss  several  issues  raised  by  the  Commission's  Notice,  in 
the  light  of  Continental's  proposal.  Included  are  the  problems  raised  Iw  the  Coinniia- 
sion's  proposed  reconciliation  within  the  general  ledger  accounts  of  FT>C  Methods  1 
and  7  costs;  the  need  to  maintain  the  present  structure  of  plant  accounts  for 
depreciation  purposes;  the  appropriate  treatment  of  plant  under  construction;  the 
.  use  of  separate  accounts  for  common"  and  "fungible  plant";  and  the  proper  treat- 
~  ment  of  maintenance  expense.  Several  other  issues  raised  by  tlie  Com  '  ' 
Notice  are  addressed  in  Appendix  A  attached  hereto. 

II,  DESCRIPTION  OP  CONTINENTAL  TELEPHONE  CORP. 

n  1960, i 

,  _..  .._.  United , 

telephone  operating  subsidiaries  served  approximately  2,770.000  telephones  through 
1,832  exchanges  in  40  States,  Canada  and  the  Caribbean.  Most  of  these  ezchaingea 
are  located  in  suburban  communities,  small  towns  and  rural  areas;  67,4  peroent  ore 
two-party,  21,6  percent  are  four-party  and  6.9  percent  are  more  than  four-party. 
Continental  provides  100  percent  dial  service. 

Continental  provides  local  and  toll  services  in  the  areas  in  which  it  operates.  The 
Company's  central  offices  and  toll  lines  are  connected  with  the  nationwide  toll 
network  of  the  Bell  System  and  with  other  independent  telephone  companies, 
permitting  toll  service  to  and  from  areas  outside  those  served  by  the  Continental 
System. 

Administratively,  Continental's  domestic  telephone  operations  are  divided  into 
three  regions.  Eastern  regional  headquarters  are  located  at  Dulles  International 
Airport  near  Washington,  D.C;  central  regional  headquarters  at  St.  Louis.  Missouri; 
ind  western  regional  headquarters  at  Bakersfield,  California,  Corporate  b^dquar- 


e  operations  are  managed  through  44  operating 
subsidiaries,  which  are  the  surviving  companies  of  the  merger,  consolidation  and 
combination  of  literally  hundreds  of  small  telephone  companies  acquired  by  Conti' 
nental  in  a  period  of  less  than  two  decades.  Of  these  44  telephone  operating 
subsidiaries.  9  companies  account  for  57  percent  of  the  total  main  stations,  leaving 
35  companies  with  an  average  of  approximately  21,000  main  stations  each.  Contin- 
ental's exchanges  serve  an  average  of  less  than  1,000  main  stations.  Due  to  this  low 
density.  Continental's  subsidiaries  have  high  per  station  investment  and  operating 
expenses. 

The  relative  sizes  of  Continental's  telephone  operating  companies  are  shown  in 
the  fallowing  table  which  classiOes  the  companies  according  to  total  annual  operat- 
ing revenues.  As  reflected  therein,  36  companies,  comprising  over  80  percent  of 
Continental's  telephone  subsidiaries,  have  annual  revenues  of  less  than  $25  million. 

Annual  revenue  classification:  rom/miua 

Under  $2  million 3 

$2  to  $3  million 6 

S3  to  $4  million 5 

(4  to  $5  million 2 

$5  to  $10  million 7 

$10  to  $15  million 4 

$15  to  $25  million 7 

$25  to  $50  million 6 

Over  $50  million 2 

Total 44 

Continental's  domestic  telephone  subsidiaries  are  regulated  by  state  public  utility 
commissions  with  respect  to  rates  for  local  exchange  and  intrastate  toll  service, 
conditions  of  service,  security  deposits,  sales  and  transfers  of  public  utilitv  proper- 
ties, and  adherence  to  uniform  systems  of  accounts.  Five  Continental  suDsidiuiea 
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B.  Accounting  and  recordkeeping 

Continental  follows  the  accounting  and  reporting  requirements  prescribed  by  the 
state  regulatory  agencies  in  the  forty  stateG  in  which  it  operates.  The  various  state 
rules  and  regulations  are  consistent  in  all  material  respects  with  the  accounting 
presently  prescribed  by  the  FCC  for  telephone  companies,  and  with  generally  ac- 
cepted accounting  principles. 

The  Company's  accounting,  customer  billing  and  management  information  sys- 
tems are  centralized  at  three  accounting-data  processing  centers  located  in  Virginia. 
Missouri  and  California.  At  each  of  these  centers,  separate  computer-based  systems 
are  maintained  for  the  general  accounting,  property  accounting,  customer  account- 
ing, accounts  payable  and  payroll  functions.  These  systems  interact  to  produce 
financial  statements,  operating  reports,  r^ulatory  reports,  and  tax  and  other  ac- 
counting data  reports.  The  data  centers  also  handle  certain  specialized  functions 
including  construction  management,  financial  planning  and  time-shared  computer 
services.  Continental  does  not  maintain  a  fully-integrated  data  base. 

Continental  collects  its  source  data  for  accounting  functions  from  local  operating 
areas.  Timesheets.  material  records,  payrolls,  invoices,  customer  service  orders,  and 
other  source  documents  are  transmitted  from  234  local  business  ofTices  to  the  three 
centraliTed  accounting-data  processing  centers  where  customer  bills  are  prepared, 
invoices  and  payrolls  are  paid  and  the  required  records  are  maintained. 

in.  COMMENTS 
A.  Conlinenlafs  overall  assessment  of  the  FCC's  USOA  proposal 

1.  Continental  Agrees  that  the  Present  USOA  Does  Not  Adequately  Meet  Regula- 
tory and  Management  Needs  and  that  a  New  System  is  Required  to  Provide 
Data  and  Information  Demanded  by  Today's  Competitive  Environment. 
Continental  agrees  with  the  Commission  that  the  USOA.  as  presently  structured, 
"does  not  provide  the  industry  with  an  effective  tool  for  managing  its  resources  in 
the  current  multi-service  environment,  or  the  Commission  with  the  type  of  informa- 
tion that  is  necessary  to  regulate  an  increasingly  complex  telecommunications 
industry,"  {Notice,  115).  In  particular,  today's  competitive  environment  calls  for  cost, 
investment  and  revenue  data  that  will  enable  management  to  make  proper  deci- 
sions concerning  the  continued  provision  and  pricing  of  competitive  service  olTer- 
ings.  Detailed  information  is  also  essential  to  regulators  who  must  determine  wheth- 
er service   rates  are  just  and   reasonable,   and   whether  any  unwarranted   cross- 
subsidization  exists  between  service  categories.  The  present  USOA,  by  itself,  does 
not  have  the  flexibility  to  meet  these  modern  management  and  regulatory  objec- 

Additionally,  Continental  agrees  with  the  Commission  that  a  modern  accounting 
and  information  system  is  necessary  to  generate  data  required  for  effective  manage- 
ment and  regulation  on  an  ongoing  basis  without  resort  to  costly  and  time  consum- 
ing "special  studies."  By  itself,  the  present  USOA  is  not  up  to  the  task.  For 
example.  In  carrying  out  Its  management  functions,  Continental  often  requires 
plant  investment  information  that  was  not  envisioned  when  the  present  USOA  was 
adopted.  Refinements  and  improvements  in  information  collection,  processing  and 
reporting  must  be  developed  and  implemented  so  that  management  and  regulators 
can  have  the  necessary  data  to  make  decisions  on  a  timely  basis.  The  introduction  of 
competition  in  the  telephone  industry  and  rapidly  changing  new  technologies  makes 
it  particularly  important  that  information  be  available  so  that  decisionmakers  can 
take  timely  action  in  light  of  these  developments. 

In  sum,  Continental  fully  supports  the  Commission's  objectives  to  develop  a  re- 
vised accounting  and  information  system  thai  will  facilitate  the  preparation  of 
financial  reports,  serve  as  a  foundation  for  managerial  decisionmaking,  provide  both 
management  and  regulatory  bodies  with  disaggregated  cost  and  revenue  informa- 
tion, facilitate  the  jurisdictional  separation  process,  permit  analysis  of  facility  utili- 
zation including  review  of  service  quality  and  efficiency,  and  allow  for  regulatory 
and  independent  auditing.  (See  Notice.  'H  12),  However,  Continental  finds  serious 
problems  with  the  methods  proposed  by  the  Commission  to  achieve  these  goals. 
Accordingly.  Continental's  remaining  comments  will  discuss  the  major  deficieni;ies 
of  the  Commission's  revised  USOA  and  will  suggest  an  alternative  accounting  and 
information  system  designed  to  meet  the  above-stated  objectives  without  the  short- 
comings of  the  Commission's  proposal. 
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2.  The  CommiBaion's  Proposed  USOA  is  Unnecessarily  Complex  and  Fails  to  Consid- 
er the  Resources  and  Regulatory  Environment  of  Independent  Telephone  Com- 

The  Commission  makes  clear  that  its  proposal  is  directed  toward  the  regulation  of 
the  Bell  System  companies  and  not  to  the  particular  regulatory  needs,  resources 
and  circumstances  of  smaller  independent  carriers.  Thus,  its  Notice  emphasizee  that 
the  Commission's  decision  in  Docket  No.  18128  ■— <»>nceming  the  lawfulness  of  the 
rate  levels  of  AT&T's  interstate  services — requires  the  furnishing  of  certain  data  is 
order  for  the  Commission  to  determine  whether  the  rates  and  rate  levels  for 
individual  categories  or  subcategories  of  service  are  just,  reasonable  and  non-dis- 
criminatory (See  Notice,  HH  6-T).  The  Commission's  Notice  also  stresses  that  it  must 
have  accurate  knowledge  of  the  cost  of  providing  service  to  meet  its  statutory 
obligations  under  the  Communications  Act  and  that  revenue  and  coat  data  should 
be  broken  down  by  both  regulatory  jurisdiction  and  individual  service  category 
{Notice,  11  6).  While  the  Commission's  regulatory  obligations,  as  they  evolved  in 
Docket  No.  18128  and  other  proceedings,  will  obviously  play  a  major  role  in  the 
formulation  of  a  revised  carrier  accounting  and  information  system,  the  Commiasion 
must  be  sensitive  to  other  relevant  factors  in  this  rulemaking  proceeding-  Simply 
stated,  the  Commission  cannot  focus  solely  on  its  regulation  of  the  Bell  System  in 
determining  whether  its  proposed  USOA  is  in  the  public  interest. 

Although  the  Commission  recognizes  that  its  proposal  might  be  burdensome  to 
smaller  telephone  companies  INotice  n  61-62),  its  Notice  shows  no  real  awareness 
of  the  particular  problems  and  needs  of  independent  carriers.  Most  importantly,  the 
Commission  fails  to  recognize  certain  substantial  differences  between  the  operati<His 
of  Bell  System  subsidiaries  and  independent  telephone  carriers.  Due  to  low  subscrib- 
er densities.  Continental  and  other  independents  incur  high  investment  and  operat- 
ing costs  to  provide  "basic"  telephone  service  to  rural  communities.  Moreover,  the 
independent  industry  faces  strong  customer  demand  and  state  regtilatory  pressure 
to  convert  from  multi-party  to  single-party  service.  This  necessitates  additional 
costly  investment  in  distribution  and  switching  facilities  not  required  by  the  more 
urbanized  Bell  companies. 

As  the  cost  of  providing  basic  telephone  service  in  rural  areas  has  in 

Continental  has  been  pressured  by  many  segments  of  the  communities  it  b__ 

hold  the  line  on  rates.  As  a  result.  Continental  has  found  it  difHcult  to  implement 
the  cost-of^ervice  pricing  policies  which  the  Commission's  proposed  USOA  is  de- 
signed to  facilitate.  For  example,  in  1975  a  Continental  W)e rating  company  applied 
to  a  state  public  service  commission  for  a  rate  increase.  The  proposed  rate  structure 
tempered  traditional  value  of  service  pricing  methods  with  cost-of-service  consider- 
ations, thus  creating  certain  changes  in  the  average  rate  structure  to  which  sub- 
scribers were  accustomed,  Althougn  this  effort  to  introduce  cost  of  service  pricing 
was  a  very  limited  first  step,  there  was  intense  public  opposition  to  the  rates. 
Customers  directed  political  pressure  at  the  company  to  force  it  to  revise  its  rate 
structure.  Additionally,  the  Rural  Electrification  Administration,  reacting  to  the 
rate  differentials  occasioned  by  the  higher  cost  of  providing  rural  service,  declared 
that  construction  funds  to  the  company  would  be  discontinued  unless  it  removed  the 
differentials.  As  a  consequence,  the  subsidiary  filed  an  application  requesting  the 
state  public  service  commission  for  a  rate  realignment  along  more  traditional  value- 
of-service  lines. 

Of  course,  the  fact  that  Continental  and  other  independents,  serving  largely  rural 
areas,  are  subject  to  different  problems  and  r^ulatory  environments  does  not 
obviate  the  need  for  an  accounting  and  information  system  that  will  enable  the  FCC 
to  carry  out  its  regulatory  functions  and  facilitate  managerial  decisionmaking  under 
increased  industry  competition.  However,  in  choosing  the  means  to  reach  the  de- 
sired objectives,  the  FCC  must  consider  the  impact  on  smaller  companies.  Addition- 
ally, the  Commission  must  consider  various  other  factors  such  as  the  relatively 
small  number  of  employees  and  customers  of  a  typical  independent  company,  its  low 
density  service  area,  its  lower  level  of  construction  activity,  and  its  smaller  volume 
of  various  transactions  including  service  order  and  voucher  processing.  Considera- 
tion of  these  factors  is  particularly  important  in  light  of  the  Commission's  recogni- 
tion that  state  regulatory  bodies  routinely  adopt  the  FCC's  accounting  rules  as  their 
own  and  that,  therefore,  "intrastate  companies  not  directly  subject  to  the  Commis- 
sion's jurisdiction  may  be  afTected."  INotjce,  1  611.  Moreover,  because  of  their  small- 
er size,  the  higher  cost  of  providing  rural  service,  and  the  need  to  keep  local 
exchange  service  rates  as  low  as  possible,  many  independents  will  find  it  exceeding- 
ly difficult  either  to  absorb  or  pass  through  to  subscribers  the  additional  e 

•  AT&T  Privalt  Line  Servicea,  e]  FCC  2d  5«7  (1976). 
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occasioned  by  the  Comrnission's  proposal.  In  short,  compliance  with  the  Commis- 
sion's proposal  may  be  impossible  for  many  independent  telephone  companies. 

This  conclusion  is  apparent  when  viewed  in  tight  of  the  additional  costs  that  will 
be  imposed  on  the  smaH  telephone  company  by  the  Commission's  proposal.  First, 
substantial  costs  will  be  entailed  in  developing  a  data  processing  system  sufllcient  to 
implement  the  Commission's  concept  of  an  integrated  data  base  capable  of  random 
access  to  financial  and  non-financial  data.  As  noted  above,  Continental  does  not 
maintain  an  integrated  data  base,  although  it  maintains  several  sophisticated  com' 

Euter  systems  for  its  operating  companies.  Despite  its  present  data  processing  capa- 
ilities,  Continental  estimates  thai  it  could  cost  as  much  as  S25  million  to  convert  lo 
an  integrated  data  base  system  as  proposed  by  the  Commission.  Conversion  to  such 
a  system  would  require  large  expenditures  for  additional  computer  hardware,  soft- 
ware, programming  support,  employees  and  related  costs.  Independents  that  do  not 
Eresently  enjoy  the  data  processing  capabilities  of  Continental  could  incur  even 
igher  costs  depending  on  their  size  and  existing  computer  configuration. 
UnfortunateJy.  increased  computer  cosia  are  only  the  tip  of  the  iceberg.  The 
Commission  erroneously  states  that  its  proposals  on  plant  accounting  and  expense 
records  should  necessitate  but  minimal  retraining  of  rank  and  fi.le  employees,  and 
even  of  managers.  Most  of  the  detail  that  must  fee  recorded  and  assignments  and 
allocations  that  must  be  made  will  be  done  within  the  computer  by  correlating 
various  types  of  information  that  presently  exist  but  do  not  now  ent«r  the  system. 
(Notice.  feOl, 

Contrary  to  the  Commission's  belief,  the  information  necessary  for  the  detailed 
reporting  required  by  the  Commission's  proposal  does  not  "presently  exist."  Such 
information  must  be  gathered  at  the  source  level  (e.g.,  where  the  data  can  be 
identified  for  the  first  time,  such  as  from  a  work  order)  on  a  continuing  basis.  This 
will  require  sophisticated  training  for  most  craft  and  clerical  employees  who  will 
have  to  master  the  intricate  details  required  by  the  Commission's  proposed  ac- 
counts. Additional  costs  will  be  incurred  as  productivity  drops  while  employees 
carry  out  their  source  reporting  functions. 

The  cost  burden  of  the  Commission's  proposal  will  be  particularly  severe  for 
smaller  companies  thai  lack  the  specialized  work  forces  of  the  large  carriers  such  as 
Bell.  For  example,  a  craft  employee  who  functions  as  a  cable  splicer  and  installer 
for  a  small  telephone  company  will  need  to  know  more  reporting  details  than  one 
who  functions  solely  as  a  cable  splicer  for  a  larger  company.  Thus,  smaller  compa- 
nies will  not  only  incur  higher  training  costs  per  employee  than  larger  companies. 
they  will  also  be  forced  to  add  employees  to  compensate  for  the  greater  loss  of  on- 
line productivity  aa  the  Commission's  complex  reporting  requirements  interfere 
with  primary  work  functions.  Moreover,  attempts  to  facilitate  data  reporting  by 
restructuring  work  functions  along  the  specialized  lines  of  the  larger  companies 
could  result  in  the  loss  of  certain  operating  efTiciencies  enjoyed  by  smaller  compa- 
nies. Accordingly,  the  Commission's  proposal  will,  on  a  relative  basis,  impact  most 
severely  on  the  smaller,  independent  telephone  carrier,' 

Many  of  Continental's  operating  subsiaiaries  will  experience  the  severe  cost  bur- 
dens imposed  by  the  Commission  s  reporting  requirements.  Continental  is  a  large 
company  only  if  viewed  on  a  combined  basis.  While  the  size  of  its  telephone 
operating  subsidiaries  varies  from  state  to  state,  most  of  these  companies  are  quite 
small.  TTie  above  described  costs  of  employee  training  and  staffing  are  directly 
related  to  the  size  of  the  operating  company  and  not  to  the  size  of  the  combined 
system  since  the  source  data  gathering  and  reporting  functions  must  be  carried  out 
at  the  operating  company  level.  Accordingly,  Continental's  units  will  incur  the  same 
training  and  staffing  costs  as  similar  sized  independents  that  are  not  Byst«m  affili- 
ated. These  costs  could  put  strong  upward  pressure  on  the  level  of  rates  in  the  rural 
areas  served  by  these  smaller  Continental  subsidiaries. 

In  sum,  the  mo&t  serious  deficiency  of  the  Commission's  revised  USOA  is  that  it 
does  not  take  into  consideration  the  burdensome  impact  on  independent  telephone 
companies,  particularly  the  smaller  carriers  serving  largely  rural  areas  where  costs 
are  already  high  due  to  low  subscriber  densities.  The  Commission  fails  to  recognize 
that  these  companies  and  their  subscribers  will  bear  a  proportionately  greater 
burden,  aa  compared  to  larger  companies,  of  the  additional  costs  necessitated  by  the 


proposed  syslem  of  accounts  may  apply  only  to  carriers 
if  revenues  (Notice.  I|G2l,  will  do  lillle  lo  alleviate  the 

in  operating  revenues  equates  id  a  company  with  only 

_   1 J,  gj-  jjjjg  gj^  would  generally  have  IS  to  20 

"    '■"  '         '  'vely  smHll.  Such  a 


''file  Commiseion'B  suggestion  that  it 
with,  over  II.OOO.IKXI  in  annual  operat 
bunlen  on  the  small  carrier  SI  millioi 
:i.50<l  to  4.000  BubscHben,  on  the  avera 

employee*.  Obviously,  a  carrier  even  4 p_.    

carrier  would  find  prohibitive  the  costs  of  implementing  and 
cated  data  processing,  aa  well  aa  the  Iraining  costs  and  decn 
would  result  from  the  Commission's  proposal 


s's;? 


ogTe 


Commission's  proposal.  Before  turning  to  Continental's  alternative  proposal,  several 
other  comments  on  the  Commission's  revised  system  of  accounts  deeerve  mention. 

3.  Implementation  of  the  Commission's  Revised  USOA  is  Impossible  Within   the 

Proposed  Time  Schedule. 

The  Commission's  time  schedule  for  implementing  its  proposal  (Notice,  T  46)  fallE 
to  reflect  the  complexity  of  the  revised  USOA,  Implementation  of  the  Commission's 
proposal,  or  any  new  comprehensive  accounting  and  information  system,  could  take 
as  lone  as  10  to  15  years.  As  previously  noted,  much  of  the  data  required  by  the 
Commission  does  not  presently  exist.  Compilation  of  this  data  takes  time.  For 
example,  many  of  the  companies  which  were  merged  into  the  Continental  System 
were  Class  C  carriers  that  were  not  required  to  keep  detailed  plant  records.  Since 
acquiring  these  companies.  Continental  has  been  updating  its  record  system  to 
provide  more  detailed  reporting.  At  present,  Continental  is  developing  a  unit  prop- 
erty system  for  its  own  management  use.  Continental  has  conservatively  estimated 
that  up  to  ten  years  will  be  required  in  order  to  convert  the  present  plant  and 
investment  records  to  the  unit  property  system.  All  plant  must  be  physically  inven- 
toried and  each  individual  plant  item  must  be  related  to  book  costs.  Continental 
notes  that  its  unit  property  system  is  not  as  detailed  as  the  Commission's  proposal. 

In  addition  to  the  time  needed  to  bring  historical  records  into  compliance  with  a 
new  reporting  system,  Continental  has  found  that  it  takes  up  to  three  veare  to 
design,  develop,  program  and  implement  a  new  computer-based  system,  such  as  the 
one  Continental  is  implementing  for  construction  management  purposes.  A  more 
comprehensive  computer-based  system,  such  as  proposed  By  the  Commission,  would 
take  considerably  longer  to  implement. 

4.  The   Commission   Overestimates   the   Usefulness  of  its   Proposal   to  Telephone 

Company  Management. 

The  detail  specified  by  the  Commission  goes  far  beyond  the  needs  of  management- 
While  disaggregated  cost  and  revenue  information  is  important  for  management 
decision-making,  particularly  in  a  competitive  environment,  the  minute  accounting 
detail  in  the  proposed  USOA  serves  no  useful  management  purpose.  As  discuaaed 
below,  management  requirements  can  be  accommodated  with  cost  data  displayed  at 
a  higher  aggregation  level  than  set  forth  in  the  Commission's  Notice. 

Along  these  same  lines,  it  appears  that  the  Commission  is  misinformed  as  to 
management's  use  of  cost  data  in  investment  decisions.  Thus,  the  Commission  states 
that  the  revised  USOA  will  facilitate  its  review  of  the  economic  rationality  of 
investments  in  plant  and  equipment  (Notice,  H  32).  Implied  in  the  Commission's 
statement  is  that  the  fully  distributed  costing  procedures  to  be  reflected  in  the 
revised  USOA  are  instrumental  in  making  investment  decisions. 

While  fully  distributed  costs  serve  as  the  benchmark  for  determining  lawful 
rates— at  least  before  the  FCC— they  are  largely  irrelevant  to  managerid  invest- 
ment decisions.  As  public  utilities,  the  telephone  industry  is  often  obligated  to 
provide  service  where  the  required  investment  is  not  cost  justified  under  an  FDC 
analysis.  When  telephone  engineers  are  confronted  with  a  requirement  to  accommo- 
date a  particular  service  need,  their  selection  among  available  alternatives  is  baaed 
upon  the  investment  approach  that  will  be  the  most  beneficial  (or  at  least  damag- 
ing) to  the  business  on  an  incremental  basis.  Fully  distributed  costs  play  no  role  in 
determining  the  attractiveness  of  the  selected  investment  plan  relative  to  other 
alternatives.  Accordingly,  the  investment  cost  break-out  specified  in  the  Ckimmis- 
sion's  proposal  is  superflous  to  an  evaluation  of  the  investment  decision  process. 

5.  The  Proposed  System  of  Accounts  is  Subject  to  Substantial  Errors  in  the  Data 

Reporting  Process. 
As  discussed  above,  under  the  Commission's  proposal  craft  and  clerical  personnel 
will  be  required  to  classify  plant  investment  and  costs,  including  their  own  time,  in 
the  detailed  manner  prescribed  by  the  revised  USOA.'  Continental's  experience  in 
gathering  detailed  information  at  the  source  level  leads  it  to  conclu^  that  the 
FCC's  proposed  reporting  requirements  will  be  subject  to  substantial  errors.  For 
example,  many  Continental  craft  employees  work  in  remote  locations  as  "combina- 
tion men",  with  minimum  supervision.  Such  employees  often  must  accompliah  all 
facets  of  the  installation-repair  function,  in  addition  to  central  office  maintenance 
and  cable  splicing  tasks.  In  this  light,  it  is  easy  to  understand  why  it  would  be 
difficult  to  attain  a  high  degree  to  accuracy  in  data  reporting.  The  decisions  faced 
by  these  employees  in  the  course  of  filling  out  their  time  sheets  and  other  reporting 

'While  employees  often  elasaify  Iheir  work  lime  by  function  performed  te.g..  splicing,  drivings. 
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documents  simply  E^ecomes  too  dirTicult.  As  a  result  the  prtx^ess  itself  becomes 
unmanageable.  Considering  the  importance  thai  the  Commission  places  on  the 
information  to  be  generated  by  its  proposed  system  of  accounts,  it  is  anomalous  that 
the  burden  of  making  the  most  significant  decisions  is  shifted  to  the  craft  employee, 
6.  The  FCC's  Proposal  Will  Not  Eliminate  Special  Studies, 

Contrary  to  the  Commission's  Intent  (Notice,  II13).  its  proposal  will  not  completely 
eliminate  costly  and  time-consuming  special  studies.  Additionally,  an  ongoing  re* 
quirement  of  accumulating  and  retaining  enormous  quantities  of  detailed  informa- 
tion in  computer  files,  writing  special  programs  for  the  manipulation  of  thoee  files, 
and  utilizing  expensive  computer  processing  time  will  be  substituted  for  the  previ- 
ously occasional  elTort  of  gathering  data  and  producing  the  required  studies.  More- 
over, computer  studies  are  limited  to  data  existing  in  the  data  bases.  Thus,  future 
studies  requiring  data  whose  inclusion  is  unforeseen  at  this  time  will  stitl  require 
individual  manual  preparation, 

a  proposal]  should  be  accompa- 
produce  fully  equiv 
1  better  and  more  relevant  information  8 
cost."  (Notice,  li  24).  Over  the  past  several  months.  Continental  has  devoted  substan- 
tial staff  resources  to  formulating  an  accounting  and  data  reporting  system  that  will 
accomplish  the  (Ibm mission's  objectives  and  eUminate,  or  at  least  minimize,  the 
costs  and  problems  inherent  in  the  Commission's  proposal.  The  following  proposal  is 
the  result  of  these  efTorts.  Although  it  is  not  complete  in  every  detail.  Cktntinental 
believes  that  its  proposal  provides  a  useful  framework  for  the  development  of  a 
comprehensive  system,  pernaps  through  informal  discussions  between  Commission 
staff  and  interested  parties.  After  outlining  its  proposal,  Continental  will  discuss 
further  problems  and  comments  raised  by  the  Commission's  Notice, 
B.  Continental's  Proposal  and  Detailed  Comments 
1.   Continental's  Proposal   Provides   for  (i)  Less  Costly  and   More   Accurate  Data 

Reporting  and  lii)  an  Allocation  of  Revenues.  Expenses  and  Investments  to  the 

Various  Service  Categories. 

(a)  Oueri'ieu',— Central  to  Continental's  proposal  is  the  recognition  that  today 
telephone  carriers  provide  multiple  services  that  can  be  considered  either  as  111 
r^ulated  monopoly,  such  as  basic  local  services  and,  at  present,  a  substantial 
portion  of  intercity  communications:  or  liil  regulated  competition,  such  as  competi- 
tion between  regulated  carriers  and  non-carrier  companies  for  the  sale  or  lease  of 
terminal  equipment,  and  competition  between  the  established  carriers  and  the 
specialized  carriers  for  high  density  intercity  routes.  Additionally,  Continental  fore- 
sees the  complete  deregulation  of  certain  markets— such  as  terminal  equipment — as 
federal  and  state  regulatory  dockets  examine  the  myriad  issues  by  the  growing 
competitive  environment. 

In  line  with  these  prospects.  Continental  believes  that  an  accounting  and  informa- 
tion system  should  track  four  distinct  markets,  or  "business  segments",  that  reflect 
the  evolving  distinctions  in  the  competitive  structure  of  the  telephone  industry. 
These  business  segments  include  terminal  equipment,  subscriber  premise  installa- 
tions, local  distribution  and  intercity  services.  Under  Continental  s  proposal,  reve- 
nue, expense  and  investment  data  will  be  assigned  or  allocated  directly  to  the  four 
business  segments  rather  than  to  the  detailed  accounts  and  subaccounts  contained 
in  the  Commission's  revised  USOA,  Reporting  of  source  level  data  to  the  four 
business  markets  will  provide  a  natural  grouping  of  costs  for  managerial  decision- 
malting,  will  reduce  significantly  the  cost  associated  with  information  gathering, 
and  will  result  in  a  higher  degree  of  accuracy  since  craft  and  clerical  personnel  will 
not  be  required  to  make  complex  decisions  regarding  cost  incidence.  Once  the  data 
is  classified  by  business  segment,  allocation  procedures  will  assign  costs  and  rev- 
enues to  the  appropriate  services  consistent  with  prescribed  Commission  ratemaking 
methodologies. 

Continental  recognizes  that  a  revised  USOA.  if  it  is  to  be  used  by  both  federal  and 
state  regulatory  authorities,  cannot  reflect  particular  ratemaking  philosophies.  Ac- 
cordingly, Continental's  proposal  maintains  the  service  allocation  procedures  inde- 
pendent of  the  genera!  ledger  accounts.  This  will  allow  the  allocation  procedures  to 
be  modified  as  ratemaking  methodologies  change,  without  restructuring  the  under- 
lying accounts. 

(b)  The  Four  Business  Segments. — As  noted  above.  Continental  proposes  to  assign 
or  allocate  source  level  data  directly  to  four  business  segments  that  demark  broad 
markets  within  the  telephone  industry.  The  first  business  segment,  terminal  equip- 
ment, includes  the  leasing  and  sale  cd  station  equipment — such  as  PBX's.  handsets 
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and  modems — to  businesa  and  residential  customers.  Today,  the  terminal  equi|»nent 
market  is  characterized  by  intense  competition  between  regulated  common  carriers 
and  nonregulated  equipment  distributers.  As  such,  Continental  foresees  the  eventu- 
al deregulation  of  this  market  at  both  federal  and  state  levels,  excepting  technical 
standards.  It  logically  follows  that  accounting  and  data  reporting  for  this  market 
must  be  segregated.  Separate  accounting  for  the  terminal  equipment  market  wtll 
facilitate  management  decisions  whether  to  continue  or  discontinue  the  supply  of 
terminal  equipment  and  whether  to  sell  or  lease  such  equipment.  The  break  out  of 
terminal  equipment  as  a  broad  market  segment  will  also  enable  regulators  to 
determine  whether  this  market  is  being  cross-subsidized  by  other  business  activities. 

Sul»criber  premise  installations  comprise  the  second  business  segment  under 
Continental's  proposal.  This  market  includes  inside  subscriber  premise  wiring  and 
installation  costs  associated  with  terminal  equipment.  Although  traditionally  consid- 
ered part  of  the  same  market  as  terminal  e<iuipment,  subscriber  premise-  installa- 
tion IB  emer^ng  as  a  distinct  market  and  is  slowly  being  opened  to  competitive 
supply.  As  with  the  terminal  equipment  market,  it  follows  that  accounting  and  data 
reporting  relating  to  subscriber  premise  installations  must  be  segregated  to  permit 
proper   management  and   regulation   of  this  segment  of  the   telephone  industry. 

The  third  m^or  business  segment  under  Continental's  proposed  accounting 
system  is  local  distribution  which  includes  local  exchange  ewitcning,  access  lines 
and  private  line  local  channels.  Presently,  local  distribution  is  r^utated  as  a  tno- 
nopoly.  It  is  a  telephone  market  where  concepts  such  as  contnoution,  value-of- 
service  and  rate  averaging  continue  to  be  important  factors  in  the  ratemakinp 
process.  Local  distribution  requires  separate  accounting  and  data  reporting  to  facili- 
tate compliance  with  federal  and  state  jurisdictional  regulatory  requirements  and  to 
permit  a  tracking  of  costs  for  managerial  purposes. 

Intercity  services  are  the  fourth  major  business  segment.  This  market  includes 
the  provision  of  message  toll  and  WATS  service  over  the  nationwide  switched 
network,  as  well  as  intercity  private  line  services  Approximately  90  percent  of 
Continental's  revenues  from  this  business  segment  is  derived  from  toll  settlements 
with  the  Bell  system  companies. 

Today  specialized  carriers  are  providing  competitive  private  line  services  within 
the  intercity  business  segment  as  well  as  certain  types  of  switched  services  such  as 
Execunet.  Moreover,  the  Commission  is  presently  studying  the  question  of  whether 
to  permit  competition  in  all  areas  of  the  intercity  market."  Given  the  distinct 
activities  performed  by  this  business  segment  and  the  evolving  competitive  environ- 
ment, this  portion  of  the  telephone  industry  should  be  accounted  for  and  reported  as 
a  separate  market.  Additionally,  separate  treatment  of  this  market  isjuslified  by 
the  PCC's  primary  concern  with  the  regulation  of  intercity  services.  This  segr^a- 
tion  will  enable  the  Commission  to  monitor  contributions  between  the  intercity 
market  and  the  three  other  business  segments. 

The  four  business  segments  alone  provide  a  level  of  data  disaggregation  that 


Continental  realizes  that  a  break  out  of  accounting  data  by  individual  serviw 
category  is  also  important  to  meet  the  Commission's  regulatory  objectives.  Accord- 
ingly, as  discussed  in  greater  detail  below,  Continental  s  proposal  provides  for  an 
allocation  of  costs,  revenues  and  investment  to  the  separate  services. 

Id  Data  Reporting. — Continental's  proposal  simplifies  data  reporting  at  the  crafi 
and  clerical  source  level  since  expense  and  investment  items  will  be  classified  by 
work  function  rather  than  being  reported  to  detailed  service  based  accounts  as 
proposed  by  the  Commission.  A  work  function  is  a  description  of  the  task  performed, 
such  as  cable  splicing  and  installation,  or  type  of  plant.  Time  sheets,  work  orders 
and  other  source  documents  will  contain  the  work  function  so  as  to  allow  assicn- 
ment  or  allocation  of  accounting  data  to  one  of  the  four  major  markets.  For 
example,  costs  of  toll  operator  functions  would  be  reflected  in  the  intercity  services 
business  segment.  Under  the  functional  approach,  telephone  companies  with  even 
minimum  c^ta  processing  capabilities  should  be  able  to  computerize  the  classifica- 
tion of  data  by  business  segments  in  the  processing  of  source  level  documents. 
However,  manual  assignment  to  business  segments  should  not  be  burdensome  for 
those  small  carriers  which  lack  computer  faciTities. 

The  work  function  data  will  also  be  summarized  in  the  general  ledger  accounts. 
Since  the  business  segment  classification  will  not  be  reflected  in  the  general  ledger. 
modifications  can  be  made  to  the  data  accumulated  within  the  four  segments 
without  disturbing  the  accounts.  Such  data  revisions,  or  even  a  partial  restructuring 

I,  FCC 
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of  the  business  seEmenta  themselves,  might  be  required  by  changes  in  the  competi- 
tive structure  of  the  industry  or  by  the  needs  of  management  or  regulatory  bodies, 
(dl  Changes  in  the  General  Ledger  Accounts. — In  the  broadest  sense.  Continental 
proposes  general  ledger  accounts  similar  t«  the  present  USOA  in  order  t«  facilitate 
accounting  and  performance  comparisons  between  all  time  periods.  However.  Conti- 
nental does  propose  the  following  changes  in  the  structure  of  the  general  ledger 
plant  accounts: 

1.  Separate  circuit  equipment,  including  radio,  from  switching  equipment  in  order 
to  reflect  different  depreciation  lives  and  functions  performed. 

2.  ReBJigii  the  station  apparatus  and  large  PBX  accounts  to  distinguish  between 
individual  instruments  and  terminals  (which  are  best  suited  to  cradle-to-grave  ac- 
counting without  maintaining  unit  location  information  in  the  property  record),  and 
equipment  assemblies  such  as  large  and  small  PBX/PABX,  liey  systems,  centrex 
installations,  and  automatic  call  distributors  (which  are  best  handled  by  a  work 
order  system  with  location  information  maintained  in  the  property  record). 

3.  Distinguish  between  inside  wiring  and  the  drop  for  station  connections.  This 
will  reflect  changes  in  state  regulatory  policies  concerning  subscriber  ownership  of 
inside  wiring. 

4.  Establish  a  distinct  genera!  ledger  account  for  general  purpose  computers  and 
data  processing  equipment  in  order  to  recoenize  different  functions  and  service  lives 
for  computers  as  compared  to  furniture  and  fixtures. 

(el  Assignment  and  Allocation  of  Costs,,— An  important  characteristic  of  data 
reporting  to  the  four  business  segments  is  that  certain  costs  and  investments  can  be 
assigned  directly  to  a  particular  business  s^ment,  while  "common"  costs  and  in- 
vestments must  be  allocated.  In  addition  to  maintenance  and  depreciation,  examples 
of  costs  that  can  be  directly  assigned  to  a  particular  business  segment  include  (1)  for 
the  terminal  equipment  business  s^ment:  subscriber  training,  equipment  advertis- 
ing, and  equipment  marketing;  (2)  for  the  subscriber  premise  installation  business 
segment:  engineering  and  labor  directly  related  to  equipment  installation  and  the 
cost  of  inside  wiring;  13)  for  the  local  distribution  business  segment:  local  informa- 
tion, local  traffic  monitoring,  local  engineering  and  test  desk  work-local;  and  (4)  for 
the  intercity  services  business  segment:  toll  trafTic  operator  costs,  network  engineer- 
ing and  test  desk  work-intercity. 

Certain  costs  and  plant  investment  will  have  to  be  allocal«d  among  the  four 
business  s^ments  since  they  are  incurred  on  a  common,  or  shared,  basis.  As  the 
FCC  recognizes  (Notice,  lH  29-30),  some  common  costs  can  be  directly  allocated 
based  on  actual  plant  usage,  labor  rates,  and  other  direct  causation  factors.  Such 
directly  allocable  costs  include  house  service,  vehicle  expense,  and  plant  supervision. 
However,  other  common  costs  are  considered  unallocable  by  any  direct  basis.  These 
costs  include,  among  others,  taxes,  interest  and  general  department  expenses.  Conti- 
nental proposes  that  these  costs  be  attributed  to  the  four  business  s^nents  on  the 
same  basis  as  they  are  allocated  by  the  PDC  manual  to  the  particular  services.  i.«., 
by  the  use  of  several  proportional  measures  such  as  related  book  costs,  wages  or 
total  attributed  annual  costs. 

Continental's  proposed  system  will  directly  assign  revenues  to  the  various  services 
without  accumulating  the  disaggregated  information  in  the  general  ledger.  Conti- 
nental already  accumulates  on  a  regular  basis  a  breakdown  of  local  service  rev- 
enues. Individual  service  revenues  can  be  directly  obtained  from  the  3  other  major 
business  markets,  except  that  adjustments  will  have  to  be  made  to  intercity  service 
revenues  to  account  for  the  toll  settlement  process.  Under  Continental's  proposal, 
uncollectible  operating  revenues  would  be  accounted  for  on  a  company-wide  basis, 
but  could  be  allocateo  to  individual  services  if  necessary  for  ratemaking  purposes. 

At  this  stage  under  Continental's  proposed  system,  there  exist  general  ledger 
accounts  and  a  reporting  of  costs,  revenues  and  investments  to  the  four  business 
s^ments  of  the  telephone  industry.  Continental  believes  that  its  business  segment 
approach  will  suffice  for  most  management  needs  and  for  many  regulatory  pur- 
poses. However,  Continental  realizes  that  in  order  for  the  FCC  to  fulfill  its  regula- 
tory objectives,  it  requires  disaggregated  costs,  revenues  and  investment  for  each  of 
the  major  categories  of  telephone  service.  Accordingly,  Continental's  proposal  incor' 
porates  service  allocation  procedures  to  achieve  the  desired  level  of  accounting 
disaggregation. 

If)  Service  Allocation  Procedures.— Once  accounting  data  is  assigned  and  allocated 
to  the  four  business  segments,  service  by  service  disaggregation  can  be  accomplished 
by  allocation  procedures.  To  meet  the  requirements  of  the  FCC  and  state  regulatory 
bodies  and  to  achieve  industry  consistency,  Continental  proposes  that  these  service 
allocation  procedures  be  established  and  implemented  through  informal  meetings 
between  industry  representatives  and  staff  members  of  the  FCC  and  stale  commis- 
sions. The  service  allocation  procedures  will  reflect  the  Commission's  prescribed 
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FDC  methodologies.  Since  the  service  allocation  procedures  will  be  independent  of 
the  general  ledger  accounts,  and  even  the  structure  of  the  four  business  segments, 
future  changes  in  costing  methodologies  can  be  easily  implemented.  Additionally. 
stat«  regulatory  authorities  can  adopt  variations  of  the  service  allocation  pr(x»duraB 
to  their  particular  needs. 

Continental  envisions  that  it  will  be  able  to  computerize  the  service  allocatioD 
procedures  with  its  existing  hardware  capabilities  by  using  additional  software  and 

Crogram  support.  Although  such  computerization  will  be  expensive,  it  will  be  far 
!BS  costly  than  the  onerous  data  processing  required  by  the  Commission's  proposaL 
Telephone  companies  lacking  the  necessary  computer  facilities  will  be  able  to  imple- 
ment the  service  allocation  procedures  on  a  manual  basis. 

With  the  establishment  of  service  allocation  procedures  the  Conimiasion  will  be 
able  to  trace  service  costs  back  through  the  data  processing  stage  to  the  source  level 
input.  The  service  allocation  procedures  will  allow  for  the  integration  of  financial 
and  non-financial  data  into  fully  distributed  cost  of  service  reporting.  Under  this 
approach,  service  cost  information  would  be  readily  available,  without  the  need  to 
initiate  studies,  for  evaluating  tariff  filings,  for  r^ulatory  surveillance  of  CBirin' 
performance  and  for  ensuring  carrier  accountability. 

(g)  Maintenance  of  a  Data  Base, — As  noted  above,  the  Continental  System  docs 
not  maintain  an  integrated  data  base.  Rather,  it  is  served  by  serarate  data  pnxeaa- 
ing  centers  in  each  of  its  three  operating  r^ons.  Continental  efticlently  utilizes  its 
computers  and  programming  staff  on  a  functional  basis — data  processing  for  certain 
company-wide  functions,  such  as  construction  management  or  financial  planning,  is 
accomplished  at  a  single  data  center.  The  three  data  centers  are  interconnected  and 
are  able  to  communicate  the  results  of  their  individual  functional  processing  to  each 
other  for  further  processing  when  necessary. 

As  a  result  of  its  experience  with  functional  processing,  Continental's  propooed 
accounting  and  information  system  will  be  supported  by  multiple,  interconnected 
data  bases.  Such  an  arrangement  will  meet  the  Commission's  objective  of  accumu- 
lating, and  having  ready  access  to,  financial  and  non-rmancial  d^ta  for  regulatory 
purposes.  Further,  a  multiple  data  base  system  will  have  the  capability  of  generat- 
ing, through  variable  data  access,  the  annual  auditing  tape  described  in  paragraf^ 
57  of  the  Commission's  Notice.  Tliis  tape  would  include  balance  sheet  and  income 
statement  items,  primary  allocation  records  and  costs  allocated  by  individual  service 
categories. 

[Ri  Advantages  of  Continental's  Proposed  System.— In  sum.  Continental's  proposed 
accounting  and  data  reporting  system  offers  the  following  advantages: 

1.  It  meets  the  seven  objectives  outlined  in  the  Commission's  Notice.  \   12. 

2.  It  eliminates  detailed  source  level  reporting  of  data,  thereby  saving  costs. 
facilitating  efficient  employee  utilization  and  ensuring  a  high  level  of  data 
accuracy. 

3.  Reporting  of  data  directly  to  four  business  segments  allows  for  a  level  of 
analysis  that  is  sufHcient  for  most  managerial  and  many  regulatory  purposes. 
More  detailed  analysis  can  be  achieved  through  the  service  allocation   proce- 

4.  The  business  segment  approach  and  service  allocation  procedures  provide 
flexibility  to  account  for  changes  in  market  structure,  technology  and  rate- 
making  methodologies. 

5.  Smce  the  reporting  of  data  by  business  segment  and  service  category  is 
independent  of  the  general  ledger  accounts,  changes  in  assignments  and  alloca- 
tion procedures  will  not  affect  the  structure  or  content  of  the  ledger  accounts. 

The  remainder  of  Continental's  comments  discuss  various  issues  raised  by  the 
Commission's  Notice  and  how  these  issues  would  be  addressed  under  Continental's 
proposal. 

2.  The  Commission's  Proposal  to  Integrate  the  Revised  USOA  With  the  Reconcili- 
ation and  Waiver  Process  Will  Create  Serious  Accounting  Problems. 

Continental  reci^izes  that  in  light  of  the  ratemaking  methodologies  est^lished 
in  Docket  No  18128,  reassignment  of  plant  between  services  may  be  necessary  when 
FDC  method  1  analysis  indicates  a  disparity  between  actual  and  forecasted  plant 
usage  (See  Notice  til  35,  41),  Under  the  Commission's  proposal,  such  reconciliation 
will  be  accomplished  by  Commission  ordered  "accounting  changes  and  transfers" 
(Notice,  1  35).  Continental  submits  that  reconciliation  of  forecasted  and  actual  usage 
by  changing  the  general  ledger  accounts,  as  proposed  by  the  Commission,  nmflicts 
with  fundamental  accounting  principles. 

Once  accounting  data,  including  plant  investment  is  reported  to  general  ledger 
accounts,  adjustments  to  the  accounts,  except  when  required  by  generally  accepted 
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J  accounting  principals,  serve  only  to  create  inconsiHt«ncies  between  reporting  peri- 
I  ods.  Such  mconsistenciee  could  cause  misstatements  in  monthly  and  quarterly  man- 
I  agement  and  investor  reports.  To  prevent  such  reporting  misstatements,  manage- 
E  ment  and  nnancial  reports  would  have  to  be  adjusted  on  a  continual  basis  to 
account  For  FCC  ordered  reasBignments.  As  time  prt^resses.  the  task  will  become 
•  unmanageable.  The  underlying  accounts  will  differ  from  the  reports  to  such  a 
:  substantial  degree  that  botn  internal  and  external  auditing  of  these  reports  and 
accounts  will  become  impossible. 

Under  Continental's  proposal,  the  reconciliation  between  forecasted  and  actual 
usage  will  take  place  through  revisions  to  the  computer  prcwr&m  performing  the 
service  allocation  procedures.  Since  this  program  will  be  completely  independent  of 
the  general  ledger  accounts,  time  period  consistency  would  not  be  a  problem  and  the 
stability  and  integrity  of  the  Tinancial  accounting  system  would  be  maintained.  The 
necessary  adjustments  can  be  made  where  the  allocation  procedures  are  performed 
on  a  manual  basis. 

Moreover,  Continental's  system  will  provide  greater  flexibility  than  the  FCC's 
prop<»al.  Under  the  Commission's  revised  USOA,  the  primary  allocation  record  will 
contain  the  assignment  of  costs  and  plant  investment  to  a  particular  service.  Be- 
cause of  the  great  numlier  of  these  records — a  primary  allocation  record  will  exist 
for  each  operating  expense  and  plant  subaccount  by  primary  recordation  location- 
reassignment  wiir  be  inordinately  cumbersome.'  Each  record  will  have  to  be  modi- 
fied individually.  Continental  would  perform  the  plant  reassignments  within  its 
service  allocation  procedures  pro-am  oy  having  the  primary  allocation  record  refer 
to  a  function  stored  in  an  ailocation  table  within  the  program.  Reassignment  would 
be  accomplished  by  changing  the  allocation  table  with  a  programming  modification 
and  then  reapplying  the  table  to  the  service  allocation  data  base.  This  would  greatly 
simplify  the  reconciliation  process. 

Along  these  same  lines,  the  Commission  reauests  comments  concerning  the  pre- 
cise pomt  at  which  service  assignment  should  be  made  and  accounting  records 
established  to  fix  cost  incidence  (Notice.  H  34).  The  FCC  is  particularly  concerned 
with  fungible  plant;  that  is,  plant  which  after  it  is  in  place  can  be  put  to  a  "myriad 
of  uses".  Continental  proposes  to  establish  allocation  records  at  the  time  of  issuance 
of  the  specific  work  order,  since  this  is  the  earliest  time  at  which  meaningful 
allocations  can  be  made.  Work  orders  would  be  coded  to  fix  cost  incidence.  The 
coded  data  would  be  reflected  in  the  allocation  table  contained  in  the  service 
allocation  procedures  pn^am. 

As  the  Commission  recognizes  (Notice,  fl  34).  the  point  at  which  cost  incidence  is 
flxed  will  vary  from  project  to  project  depending  on  the  type  of  construction  and 
degree  of  planning.  Ttius.  work  orders  for  engineered  projects  requiring  long  lead 
times  for  planning  and  ordering  supplies,  such  as  centra!  office  projects,  might  be 
issued  two  years  ahead  of  schedule.  Work  orders  for  small  outside  plant  projects, 
where  materials  are  on  hand,  might  be  issued  only  a  few  days  before  construction. 
3.  Proper  Depreciation  Practices  Require  That  the  Commission  Not  Completely 
Abandon  the  Present  Structure  of  Plant  Accounts. 

As  discussed  above.  Continental  proposes  general  ledger  accounts  structured  in  a 
fashion  similar  to  the  present  USOA.  Continental  believes  that  it  is  particularly 
important  to  preserve  the  present  structure  of  plant  accounts,  rather  than  restruc- 
turing them  as  the  Commission  proposes  (Notice,  t1 16).  Ckintinental  notes  that  the 
present  plant  account  structure  represents  a  sensible  grouping  of  like  units.  Under 
the  proposed  USOA.  like  units  would  be  spread  among  several  primary  accounts 
and  the  benefits  of  like  unit  depreciation  would  be  lost. 

Moreover,  proper  depreciation  analysis  demands  that  historical  mortality  infor- 
mation be  available  for  the  grouping  of  like  retirement  units  which  share  a  common 
probability  of  retirement  by  age.  Additionally,  regulatory  authorities  require  that 
each  company  maintain  a  physical  inventory  of  plant  in  a  manner  which  will 
facilitate  depreciation  studies,  auditing  and  verification.  The  present  structure  of 
plant  accounts  can  more  readily  meet  these  needs  than  the  proposed  USOA. 

Several  other  comments  on  depreciation  are  relevant  at  this  point.  The  Commis- 
sion invites  discussion  (Notice,  H  14,  n.  11)  as  to  what  additional  information  would 
be  required  for  implementing  equal  life  group  ("ELG")  depreciation.  Continental 
does  not  view  the  adoption  of  ELO  depreciation  as  a  problem  within  the  context  of 

timatcs  that  10  million  iteins  uf  its  property 
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its  proposal.  Since  Continental's  unit  property  record  captures  and  n 
tage  investment  data.  Continental  can  easily  accommodate  ELG  depreciation  within 
its  present  mechanized  accounting  system.  Additionally,  Continental's  system  hw 
the  capability  to  carry  accrued  reserve  by  vintage  if  necessary  to  implement  EIG 
depreciation.  A  revised  USOA  can  accommodate  ELG  depreciation  so  long  as  the 
identity  of  vintage  investment  in  depreciable  plant  units  is  not  obscured. 

The  Commission  invites  comments  concerning  the  usefulness  of  retirement  units 
in  ratemaking  (Notice,  H  43),  Continental  agrees  that  retirement  units  are  not  uaefiil 
for  ratemaking  purposes  but  are  essential  to  properly  account  for  plant  investment. 
Continental  submila  that  the  retirement  unit  offers  the  most  manageable  points  to 
allocate  plant  to  specific  markets  and  services,  to  apply  depreciation  accrual  and  to 
track  reserve.  This  may  involve  the  investment  in  inaividual  retirement  units  (the 
extreme  case),  or  it  may  involve  the  investment  associated  with  groupings  of  like 
retirement  units,  by  vintage,  within  the  primary  recordation  location.  Continental 
believes  that  the  use  of  retirement  units  to  generate  and  track  depreciation  does  not 
impose  any  constraints  concerning  the  recording  of  maintenance  expense  as  implied 
by  the  Commission  (See  Notice,  1  43). 

4,  Adequate  Treatment  of  Plant  Under  Construction  Does  Not  R^uire  Two  Sepa- 

rate Accounts,  or  Subaccounts  at  the  Same  Level  of  Detail  as  Plant  in  Service. 

The  Commission  proposes  to  establish  separate  accounts  for  plant  under  construc- 
tion ("PUC")  intended  to  be  placed  in  service  within  one  year,  and  PUC  not 
intended  to  be  placed  in  service  within  one  year.  The  Commission  also  propoeea 
subaccounts  for  PUC  at  the  same  level  of  detail  as  plant  in  service  (Notice,  1|  44). 

Continental  believes  that  both  of  these  proposals  are  unnecessary  and  serve  only 
to  further  complicate  the  USOA.  If  each  work  order  carried  the  anticipated  "in- 
service-date"  it  could  be  entered  into  the  data  system.  At  any  point  in  time,  the  data 
system  could  summarize  the  incurred  work  order  costs  that  would  be  placed  in 
service  within  one  year  and  those  to  be  placed  in  service  aRer  one  year.  The  fact 
that  such  a  breakdown  might  be  useful  for  ratemaking  purposes  does  not  require  it 
to  be  reflected  in  the  general  ledger  accounts. 

With  respect  to  recording  PUC  at  the  same  level  of  detail  as  plant  in  service, 
Continental  submits  that  this  is  not  required  for  the  allocation  of^  PUC  to  specific 
services.  Under  Continental's  proposal,  work  order  costs  will  be  directly  assigned  to 
the  four  business  segments.  The  work  order  data  entered  into  the  accounting  and 
information  system  will  include  service  assignment  records  which  will  enable  PUC 
to  be  allocated  to  individual  services  as  required  for  management  or  regulatory 
purposes.  (Continental  believes  that  this  analysis  of  related  current  work  orders  is  a 
more  manageable  and  efficient  method  than  an  ongoing  requirement  of  maintaining 
the4evel  of  detail  proposed  by  the  FCC  for  PUC  within  the  general  ledger  accounts. 

For  the  same  reasons.  Continental  feels  that  separate  accounts  are  not  needed  for 
property  held  for  future  use  ("PHFFU")  intended  to  be  placed  in  service  within  one 

Gar  and  PHFFU  intended  to  be  placed  in  service  after  one  year  INotice,  II  44). 
kewise,  PHFFU  should  not  be  reported  with  the  same  level  of  detail  as  plant  in 
service.  With  respect  to  facilities  available  for  future  growth  ("FAFFG"),  Continen- 
tal sees  no  need  to  establish  special  plant  subaccounts  (Notice,  1[  44).  FAFFG  can  be 
measured  and  audited  through  existing  records.  If  necessary  for  rulemaking  pur- 
poses, FAFFG  can  be  allocated  to  the  various  services  by  means  of  the  service 
allocation  procedures. 

5.  The  Use  of  Separate  Accounts  For  "(Common"  and  "Fungible"  Plant  Would  Be 

Unduly  (infusing. 

The  Commission  invites  comments  concerning  its  definition  and  use  of  the  terms 
"common"  and  "fungible".  Specifically,  the  (Ikimmission  asks  whether  it  is  necessary 
to  use  both  accounts  or  whether  such  use  would  prove  to  be  unduly  confusing,  and 
whether  all  plant  should  be  assigned  to  service  based  accounts  at  instaflation 
(Notice,  1  21). 

Continental  does  not  object  to  the  (Commission's  definition  of  the  terms  "com 

and   "fungible".   However,   Continental   feels   that  any   item   of  plant  that   L   

assignable  to  a  single  account  or  subaccount  should  be  classified  as  "common"  with 


changes   in   plant  allocation   would  be  reflected  in  the  CPR  and  thereby   i 
allocation  among  the  four  business  segments, 

So<alled  "fungible"  plant  need  not  be  treated  differently.  If  there  is  a  change  in 
the  assi^ment  of  fungible  plant  this  will  also  be  reflected  in  the  CPR.  Accordingly, 
the  distinction  between  "common"  and  "fungible"  is  not  useful  and,  as  suggestea  m 
the  Notice,  will  be  unduly  confusing.  Additionally,  Continental  does  not  feel  that 
there  should  be  a  category  for  "other"  plant  as  proposed  by  the  Commission.  An 
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s  question  as  to  whether  all  plant  should  be  asaign< 
it  ins^llation  (Notice,  ]]  211,  suggests  that  where  plant  it 
more  tnan  one  service,  its  investment  will  be  split  among  these  services  ai  tne  time 
it  is  recorded  on  the  books.  Continental  believes  that  such  splitting  of  investment  in 
one  retirement  unit  among  diflerent  plant  accounts  would  be  totafly  unmanageable. 
Accordingly,  plant  units  which  are  common  to  two  or  more  services  should  be 
recorded   as     common"   and   assigned   to   the   various   services   by   the   allocation 

6.  The  FCC's  Proposed  Treatment  of  Maintenance  Expense  Is  Unnecessarily  Compli- 
cated and  Is  Susceptible  to  Errors  in  Service  Attribution. 

The  FCC  states  that  "most  maintenance  is  directly  assignable  to  service.  All 
maintenance  expense  is  directly  assignable  to  plant,  thereby  providing  a  basis  for 
allocation  of  those  elements  of  maintenance  which  were  not  directly  assigned.  Even 
so,  an  allocation  record  for  maintenance  expense  is  necessary  for  proper  allocation, 
and  regulatory  and  management  control  of  such  expenditures."  (Notice,  Appendix 
E). 

Continental  submits  that  maintenance  allocation  to  services  should  follow  the 
maintained  plant  which  is  the  primary  recordation  location  for  maintenance.  If,  as 
the  FCC  suggests,  a  separate  primary  allocation  record  is  used,  maintenance  might 
be  charged  to  services  that  it  is  not  supporting.  If  a  particular  allocation  to  service 
is  proper  for  the  investment,  then  the  allocation  must  be  proper  for  the  mainte- 
nance of  that  same  investment;  therefore,  the  same  allocation  record  should  be  used 
to  avoid  errors  in  service  attribution.  Although  a  maintenance  primary  allocation 
record  could  be  used  to  accumulate  hours,  budget  and  other  relevant  data  for  the 
maintenance  subaccount,  allocation  of  maintenance  to  services  should  track  alloca- 
tion of  plant. 

Under  Continental's  proposal,  maintenance  charges  would  be  accumulated  in  the 
four  basic  business  s^ments.  This  level  of  information  would  be  adequate  for 
management  control  of  the  maintenance  function  and  most  r^ulatory  purposes. 
When  required  for  FCC  ratemaking,  maintenance  expenses  could  be  attributed  to 
the  various  services  by  means  of  the  service  allocation  procedures. 

IV.    CONCLUSION 

By  initiating  this  proceeding  the  Commission  has  taken  an  important  first  st«p  in 
the  development  of  an  improved  accounting  and  information  system  for  the  tele- 
phone industry  designed  for  today's  competitive  envirofiment.  However,  any  new 
system  should  reflect  not  only  the  Commission's  regulatory  objectives,  but  also  the 
resources,  management  needs  and  regulatory  concerns  of  the  independent  telephone 
industry.  In  this  respect,  the  Commission's  proposal  is  seriously  deficient. 

Continental  urges  the  Commission  to  give  careful  consideration  to  its  alt«rnative 

Proposal.  Continental's  accounting  and  information  system  will  provide  the  detailed 
isaggregated  cost  and  revenue  information  necessary  for  managerial  decisions  and 
effective  regulation.  Unlike  the  Commission's  revised  USOA,  Continental's  proposal 
can  be  effectively  implemented  at  lower  coat  and  without  sophisticated  computer 
hardware.  Moreover,  Continental's  system  provides  flexibility  to  meet  future 
changes  in  management  and  regulatory  requirements  while  maintaining  the  stabil- 
ity and  integrity  of  the  general  ledger  accounts. 

Although  its  proposal  provides  a  framework  for  a  practicable  accounting  and 
information  system,  Continental  recognizes  that  development  and  implementation 
of  a  system  with  the  desired  characteristics  cannot  be  accomplished  overnight. 
Additional  comments  most  likely  will  be  necessary  to  crystallize  essential  concepts. 
Additional  meetings  between  Commission  staff,  industry  representatives  and  other 
interested  parties  will  be  required  to  ensure  that  these  concepts  are  refiected  in  the 
prescribed  system.  Only  through  such  an  ongoing  process  can  the  industir,  the 
Commission  and  the  State  regulatory  authorities,  obtain  an  accounting  and  informa- 
tion system  that  will  adequately  serve  their  needs  in  the  years  to  come.  Continental 
looks  forward  to  working  with  the  Commission  in  this  endeavor. 

SED    BV  THE   COMMISSION'S 

Question  I.  (Notice,  tl  42)  The  Commission  invites  comments  on  the  use  of  func- 
tional expense  accounts  in  its  revised  USOA, 

Comment,  Continental  agrees  with  the  Commission  that  expense  accounting  is 
facilitated  by  a  functional  approach;  however,  contrary  to  the  Commission  state- 
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ment,  the  present  USOA  is  not  restricted  along  organizational  lines.  Continental 
analyzes  activities  and  charges  by  function  and  records  them  to  the  proper  account 
within  the  present  USOA.  The  accounting  classification  is  not  influenced  by  the 
department  which  gave  rise  to  the  expense. 

Additionally,  Continental  disagrees  with  the  Commission's  proposal  that  once  the 
expenses  of  each  operating  company  are  classifled  by  function,  "each  functional 
category  should,  in  turn,  b«  divided  between  the  various  services."  Ah  diBCUsaed  in 
detail  in  Continental's  comments,  there  is  no  need  to  classify  data  by  service  within 
the  general  accounts.  Significant  coet  savings  and  flexibility  are  obtained  by  using 
service  allocation  procedures  to  disaggregate  expense  accounts  by  service  cat^ory. 

Quiestion  2.  (Notice,  I  43)  The  Commission  proposes  "that  depreciation  records  M 
kept  for  each  subaccount  at  the  level  of  primary  recordation  of  data:  The  wire 
center,  the  transmission  span,  and  possibly  the  exchange  or  other  administrative 
area  Ithe  primary  recordation  locationl."  The  Commission  further  observes  that 
"under  the  present  group  plan  of  depreciation,  there  can  be  no  such  thing  as  fully 
depreciated  nlant."  Finally,  the  Commission  argues  that  "[t]he  allocation  of  the 
depreciation  reserve  to  primary  accounting  locations  (wire  center,  transmission  span 
and  exchange  or  administrative  area)  will  not  require  a  high  order  of  record 
keeping." 

Comment.  The  (Commission's  statements  infer  that  it  proposes  to  abandon  tiie 
company  wide  averaging  methods  presently  employed  in  depreciation  and,  iiutead, 
contain  all  depreciation  accounting  within  the  bounds  of  individual  primary  recor- 
dation locations  ("PRL").  Thus,  plant  may  well  achieve  a  "fully  depreciated '  status 
under  the  (Commission's  proposal. 

Under  (Continental's  proposal  plant  accounts  would  continue  to  reflect  groupings 
of  like  retirement  units,  with  subaccounting  used  to  assign  individual  plant  units  to 
specific  PRL's.  Because  all  like  retirement  units  may  be  considered  to  share  a 
common  probability  of  retirement  by  age.  Continental  believes  that  it  is  inappnipri- 
ate  to  distort  the  relative  reserves  of  the  several  PRL's  depending  on  where  a 
retirement  event  may  actually  occur.  Therefore.  (Continental  proposes  that  depreci- 
ation accounting  should  be  accomplished  at  the  company  level,  by  plant  account. 
with  the  resulting  end  of  period  reserve  allocated  to  the  several  PRL's.  Thus,  the 
advantage  of  company  wide  averaging  would  be  preserved.  Depreciation  expense  for 
any  particular  period  in  any  given  PRL  would  be  the  product  of  the  depreciation 
rate  times  the  plant  investment;  however,  the  end  of  period  reserve  will  not  be  tiw 
net  result  of  all  prior  accrual  and  retirement  activity  at  that  location. 

(Continental  notes  that  the  allocation  of  reserve  to  the  PRL's  will  require  a  higher 
order  of  record  keeping  than  is  suggested  by  the  (Commission.  Because  the  reserve 
associated  with  plant  investment  is  a  function  of  age  and  the  mortality  dispersion 
experienced  by  that  plant,  the  investment  must  be  identified  by  vintage  in  order  to 
permit  proper  reserve  allocation. 

Question  3.  (Notice,  H  47)  The  (Commission  asks  the  following  question:  "To  what 
degree  should  even  the  broadest  engineering  characteristics  of  provision  of  telecom- 
munications services  become  an  intrinsic  part  of  the  l<^c  of  the  revised  USOA?" 

Comment.  Continental  believes  that  the  structure  of  the  revised  USOA  should  not 
be  tied  to  known  technology  or  to  the  present  configuration  of  the  tele^one 
network.  To  cast  a  revised  USOA  within  the  mold  of  present  technology  would  only 
assure  a  further  mftjor  revision  of  the  accounts  in  the  future. 

Question  i.  (Notice,  I  551  The  FCC  seeks  suggestions  on  how  the  USOA  can  be 
changed  so  as  to  provide  incentives  which  would  improve  carrier  efficiency  and  tlie 
quality  of  regulatory  and  managerial  decisions. 

■Comment.  Continental  believes  that  its  proposed  system  wilt  provide  improved 
information  concerning  its  telephone  operations  which  will  facilitate  both  manage- 
ment decisionmaking  and  regulatory  oversight.  Management's  ability  to  make  pru- 
dent decisions  based  on  accurate  information  will  help  Continental  to  provide  its 
customers  a  hi^h  grade  of  service  at  the  least  possible  coet.  In  contrast,  as  explained 
in  (Continental  s  comments,  the  Commission's  revised  USOA  could  seriously  impair 
worker  productivity  and  carrier  efficiency,  especially  with  respect  to  smaller  tele- 
phone companies. 

Question  5.  (Notice,  1]  57)  The  Commission  invites  comments  as  to  what  reporting 
requirements  should  be  established  once  the  basic  USOA  revisions  are  accom- 
plished. 

Comment.  As  stated  in  (Continental's  proposal,  the  (Company  will  provide  on  an 
annual  basis  a  magnetic  tape  which  will  include  the  basic  balance  sheet  and  income 
statement,  along  with  primary  allocation  records  and  costs  allocated  by  individual 
service  categories.  By  using  the  proposed  service  allocation  procedures.  Continental 
will  be  able  to  furnish  the  (Commission  information  concerning  the  e 
provides  on  an  "as  needed"  basis. 
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!       Question  6.  (Notice,  1!  571    The  CommiBsion  asks  "What  typea  of  epecial  reports 

!   should  the  aystem  be  designed  to  generate?" 

Comment.  Continental's  proposed  aystem,  incorporating  business  segment  report- 
ing and  service  allocation   procedures,  has  the  flexibility  to  produce   reporte  as 

\    required  by  either  management  or  the  Commission.  Any  accounting  and  informa- 

.  tion  system  should  have  enough  flexibility  to  respond  to  new  reporting  require- 
ments as  they  arise.  For  this  reason.  Continental  does  not  feel  that  it  is  necessary  to 
specify  typea  of  reports  for  incorporation  into  system  deaign. 

Question  7.  INotlce,  ]l  58)  The  Commission  invites  comments  on  additional  struc- 
tural safeguards  which  should  be  built  into  a  revised  USOA  to  further  enhance 
auditing  and  entry  verification  In  a  computer-maintained  system. 

Comment.  Rather  than  commenting  on  the  obvious  internal  control  mechanisms 
that  all  computer  systems  must  contain,  Continental  ui^es  the  use  of  its  proposed 
service  allocation  procedures  which  will  be  designed  to  facilitate  the  auditing  and 
entry  verification  of  information,  whether  in  a  computer-baaed  or  manual  system. 
By  using  the  procedures,  all  carriers  would  allocate  coats,  revenues,  and  investment 
in  a  similar  manner  thereby  allowing  for  comparisons  among  carriers  and  different 

Station  8.  (Notice,  H  59)  The  Commission  states:  "New  and  amended  rules  may 
also  be  require<i  because  of  the  changed  operating  environment  resulting  from  the 
equipment  registration  prc^am.  Among  the  specific  accounting  items  that  need 
attention  and  for  which  we  invite  comments  are:  (1)  Accounting  for  gains  and  losses 
on  the  sale  of  terminal  equipment  both  new  and  In-place;  (21  accounting  for  the  sale 
of  inside  wiring;  (3)  accounting  for  the  removal  of  company  telephones  from  custom- 
ers' premises  when  customers  provide  their  own  equipment;  (41  accounting  for  the 
repair  of  customer  provided  equipment;  (5)  determination  of  the  cost  of  equipment 
to  be  sold  and  the  repair  charges  to  be  imposed — direct  costs  and  overheads;  (6) 
whether  these  operations  will  be  conducted  under  tariff;  (7)  whether  operating  and 
non-operating  accounting  treatment  of  gains  and  losses  on  these  transactions  is 
appropriate.' 

Comment.  The  following  comments  are  submitted  with  respect  to: 

1.  Accounting  for  gains  and  losses  on  the  sale  of  terminal  equipment  both  new 
and  in-place. 

The  terminal  equipment  market  is  now  characterized  by  competitive  supply  and 
demand.  Continental  firmly  believes  that  deregulation  of  this  market  is  necessary  if 
telephone  carriers  are  to  remain  viable  participants.  There  must  be  no  pricing 
constraints.  With  the  deregulation  of  terminal  equipment,  the  utility  should  not  be 
subject  to  any  specified  accounting  requirements  by  the  OsmmissJon  for  new  equip- 
ment purchased,  sold  or  leased  after  a  specified  date.  All  accounting  for  terminal 
equipment  should  be  below-the-line  or  in  a  non-regulated  subsidiary. 

With  respect  to  in-place  and  in-stock  terminal  equipment  acquired  prior  to  the 
deregulation  cutoff  date,  it  must  be  recognized  that  telephone  companies,  as  regulat- 
ed monopolies,  made  investments  in  terminal  equipment  with  an  understanding 
that  their  investment,  plus  a  reasonable  return,  would  be  recovered  over  the  life  of 
the  investment,  Willi  der^ulation,  telephone  companies  must  be  permitted  to 
recoup  their  embedded  investments  by  marketing  the  equipment  over  a  reasonable 
period  of  time.  These  sales  ahould  be  recorded  as  salvage  against  the  rate  base.  If 
after  this  time  period  the  utility  has  not  recovered  its  investment  in  terminal 
equipment,  the  remaining  net  plant  should  be  amortized  and  recovered  as  a  rate 
base  expense, 

2.  Accounting  for  the  sale  of  inside  wiring.  Continental  also  supports  the  deregula- 
tion of  inside  wiring  (subscriber  premise  installations).  All  income  and  expense 
associated  with  insioe  wiring  should  be  below-the-line.  Since  Continental  does  not 
believe  that  current  subscribers  will  purchase  in-place  wiring,  it  suggests  a  reason- 
able amortization  to  operating  expense  of  the  current  embedded  investment. 

3.  Accounting  for  the  removal  of  company  telephones  from  customers'  premises 
when  customers  provide  their  own  equipment. 

The  cost  of  removal  should  be  accounted  for  as  a  reduction  in  the  reserve  for 
depreciation  and  any  terminal  equipment  returned  to  inventory  should  be  sold  with 
the   resulting  net  revenues   recorded   as  salvage  to  the   reserve  for  depreciation. 

4.  Accounting  for  the  repair  of  customer  provided  equipment. 

Repairs  of  customer  provided  equipment  should  be  deregulated  and  accounted  for 
by  telephone  companies  on  a  below-the-iine  basis. 

5.  Determination  of  the  cost  of  equipment  to  be  sold  and  the  repair  charges  to  be 
imposed — direct  costs  and  overheads. 

"rhe  cost  of  new  terminal  equipment  to  be  sold  should  be  accounted  for  separately 
from  equipment  to  be  install»i.  When  the  terminal  equipment  market  is  deregulat- 
ed, these  costs  will  be  captured  in  a  separate  account,  along  with  appropriate  minor 
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materials  and  overheads  and  expensed  as  sold.  The  cost  for  in-stock  and  in-ploce 
equipment  will  be  based  on  past  historical  average  costs.  These  average  costs  should 
include  appropi.ate  minor  materials  and  supply  expense. 

Repair  costs,  whether  in  a  regulated  or  deregulated  environment,  include  fully 
loaded  labor  costs  (actual  payroll  taxes,  pensions,  supervision,  vehicle,  general  and 
administrative  expense  ana  return)  and  material  coats.  If  a  regulated  comoany  usea 
and  employee  in  this  area,  he  would  be  billed  out  at  a  rate  based  on  the  fully  loaded 
labor  and  material  costs.  The  employee's  time  (fully  loaded)  would  be  charged  to  the 
appropriate  expense  account  on  a  below-the-line  basis. 

b.  Whether  these  operations  will  be  conducted  under  tariff. 

As  noted  above,  Continental  supports  the  deregulation  of  the  termino)  equipment 
and  subscriber  premise  installation  market  since  they  are  subject  to  competition 
from  non-regulated  entities.  In  order  for  telephone  companies  to  be  viable  rartici- 
pants  in  the  competitive  marketplace,  they  cannot  be  constrained  bv  tarins.  All 
operations  in  the  terminal  equipment  and  inside  wiring  markets  must  oe  conducted 
in  a  free,  unrestricted  manner  so  that  company  management  can  readily  respond  to 
changing  consumer  needs  and  market  conditions.  This  also  means  that  the  tele- 
phone company  must  be  relieved  of  any  tariff  obligationas  a  supplier  of  last  resort 
for  terminal  equipment,  inside  wiring  and  repair  of  the  same. 

7.  Whether  operating  or  non-operating  accounting  treatment  of  gains  and  losses 
on  the  transactions  is  appropriate. 

As  indicated  above,  all  transactions  except  sales  of  in-place  and  in-stock  terminal 
equipment  should  be  accounted  for  as  non-operating  gains  and  losses  if  these  areeA 
are  deregulated. 

Question  9.  (Notice,  j|  59)  The  Commission  notes  that  several  differences  exist 
between  Part  31  as  written  and  as  proposed  to  be  revised,  and  generally  accepted 
accounting  principles.  The  Commission  solicits  comments  on  these  differences  as  an 
item  of  inquiry.  Two  of  the  more  significant  items  concern  accounting  for  invest- 
ments in  affiliated  companies  (cost  basis  versus  equity  basis  of  investment)  and 
accounting  for  financing  type  leases  (expensing  versus  capitalization  of  lease  costs). 

Comment.  Continental  strongly  urges  that  any  revision  of  the  USOA  be  consistent 
with  generally  accepted  accounting  principles.  The  current  proposal  does  not  pro- 
vide sufTicient  account  descriptions  to  determine  if  this  objective  is  met. 

The  three  signillcant  areas  where  the  existing  USOA  does  not  fully  reflect  gener- 
ally accepted  accounting  principles  are  as  follows: 

1.  Full  interperiod  tax  allocation  (including  the  debt  component  of  capitalized 
"interest  during  construction")  pursuant  to  APB  Opinion  No.  11. 

2.  The  equity  method  of  accounting  pursuant  to  APB  Opinion  No,  18. 

3.  Accounting  for  "capital"  leases  pursuant  to  FASB  Statement  No.  13. 
Although  Continental  believes  that  ratemaking  based  on  the  current  recovery  of 

costs,  or  deffered  by  generally  accepted  accounting  principles,  is  desirable,  it  recog- 
nizes that  there  will  be  situations  where  the  cost  recognition  allowed  by  regulatory 
commissions  for  ratemaking  purposes  will  not  be  consistent  with  generally  accepted 
accounting  principles.  In  such  instances.  Continental  suggests  that  the  Commission's 
rules  permit  accounting  consistent  with  such  ratemaking  in  the  manner  set  forth  in 
the  Addendum  to  APB  Opinion  No.  2.  Accounting  by  regulated  industries  is  now  the 
subject  of  an  FASB  project,  and  Continental  suggests  that  the  revised  USOA  allow 
for  any  modifications  in  regulated  industry  accounting  that  may  be  finally  pre- 
scribed by  the  FASB. 

Question  10.  (Notice,  H  621  The  Commission  invites  comments  on  the  degree  of 
accounting  uniformity  the  FCC  should  require  among  companies  that  will  be  subject 
to  the  provisions  of  the  revised  USOA.  Specifically: 

Question  (a).  Should  the  Commission  only  exercise  its  authority  to  prescribe 
accounts  for  larger  telephone  companies  such  as  Class  A  carriers? 

Comment.  Continental  recommends  that  uniformity  within  the  USOA  should  be 
required  among  all  telephone  companies  reporting  to  either  federal  or  state  regula- 
tory bodies.  The  only  differences  should  be  the  amount  of  detail  in  the  subaccounts 
'     it  of  the  financial  and  non-financial  reporting  to  the  respective  regula- 


toi7  bodies.  The  same  primary  accounts  should  be  incorported  in  Che  system  design. 
This  would  facilitate  changes  in  carrier  reporting  requirements  by  mmimizing  Die 
basic  accounting  changes  required  to  progress  from  one  level  of  reporting  to  an- 
other. In  principle,  smaller  carriers  should  keep  their  records  at  a  more  summarized 
level  than  the  larger  companies. 

Question  b.  How  should  the  Commission  define  "larger"  carriers  for  this  purpose. 
e.g.,  in  terms  of  revenues  or  assets,  and  at  what  levels? 

(Comment.  Continental  recommends  that  revenues  continue  to  define  the  classes 
of  carriers  for  purposes  of  prescribing  accounting  and  reporting  requirements.  Rev- 
enues ere  a  valid  yardstick  since  over  an  extended  penod  of  time  the  amount  of 
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wilt  be  proportional  to  the  company's  expenses  and  plant  investment,  and 

'    an  indication  of  tlie  ability  of  a  company  to  comply  with  the  various  accounting  and 
reporting  requirements.  The  level  of  revenues  for  each  class  is  discussed  below. 

Question  c.  Should  the  Commission's  rules  require  the  use  of  uniform  data  storage 
or  retrieval  mechanisms  of  any  particular  type  of  function  (e^..  speciHc  data  proc- 
essing techniques)  absent  a  showing  of  undue  burden  to  a  particular  carrier? 

Comment.  Continental  firmly  believes  that  data  processing  methodfi  should  not  be 
prescribed  by  either  federal  or  state  r^ulatory  authorities.  Choice  of  methods  and 
procedures  used  to  record  and  process  data  must  remain  a  prerogative  of  industry 
management.  Uniform  procedures  cannot  account  for  the  wide  variance  in  individu- 
al companies'  capabilities  and  circumstances.  Some  smaller  carriers  do  not  even 
possess  data  processing  capabilities. 

Question  d.  Should  the  same  level  of  detail  in  supplemental  records  or  subac- 
counts be  required  of  all  reporting  carriers? 

Comment.  The  same  level  of  detail  should  not  be  required  of  all  carriers.  As 
explained  above,  the  required  level  of  detail  must  vary  according  to  company  size. 

Question  11.  INotice,  f  62)  The  Commission  requests  comments  as  to  whether  the 
new  system  of  accounts  should  apply  only  to  the  carriers  with  over  $1,000,000  in 
operating  revenues.  Specifically: 

Question  a.  What  questions  will  the  Commission  be  unable  to  answer  if  these 
accounts  do  not  apply  to  all  Class  A  carriers? 

Question   b.   What   changes   for  other  Class   A   and   I 
compatability  with  this  system  if  it  is  adopted  for  the  largest  c  ... 

Comments.  Continental  believes  that  the  FCC's  proposed  revenue  level  of  $1 
million  is  far  too  low  for  proposed  Class  A  Company  accounting  and  reporting 
requirements.  The  cost  of  implementing  and  maintaining  the  sophisticated  data 
processing  hardware  and  software,  inherent  in  the  FCC's  proposal,  is  a  major  factor 
in  establishing  Class  A  requirements,  A  company  must  justify  this  cost  based  on 
such  considerations  as  its  number  of  employees,  customers  served,  volume  of  con- 
struction activity,  service  order  activity,  type  of  areas  served  lurban  versus  rural), 
voucher  activity  and  a  host  of  other  transaction  volumes,  A  company  with  annual 
revenues  of  $1  million  simply  does  not  have  the  volumes  to  justify  such  complex 
data  processing  requirements.  (See  p.  19  above,  f.n.l 

Based  on  Continental's  experience,  it  recommends  that  for  accounting  and  report- 
ing purposes,  telephone  companies  be  divided  into  four  classes  as  follows: 

Class  A  Companies— annual  operating  revenues  exceeding  {100  million,  excluding 
those  non-Bell  companies  which  only  concur  in  the  interstate  tariffs  of  other  carri- 

Class  B  Companies^annual  operating  revenues  exceeding  $25  million  but  not 
more  than  $100  million,  including  those  companies  with  greater  than  $100  million 
in  revenues  which  do  not  fall  under  Class  A; 

Class  C  Qimpanies— annual  operating  revenues  exceeding  $5  million  but  not  more 
than  $25  million; 

Class  D  Companies— annual  operating  revenues  not  exceeding  $5  million. 

Continental  recommends  the  following  differentials  by  class  be  incorporated  into 
FCC's  accounting  and  reporting  requirements: 

1.  Class  A  companies  will  keep  all  USOA  accounts  prescribed  by  the  Commission 
which  are  applicable  to  their  affairs.  Under  Continental's  proposal,  the  service 
allocation  procedures  would  be  fully  applicable  to  these  companies. 

2.  Class  B  companies  will  keep  all  the  accounts  of  the  USOA.  which  are  applicable 
to  their  alTairs.  except  that  accounts  for  operating  revenues  and  expenses  may  be 
kept  in  a  summarized  manner.  Allocations  of  plant  investment,  revenues  and  ex- 
penses to  service  will  be  performed  under  service  allocation  procedures. 

3.  Class  C  and  Class  D  companies  will  be  subject  to  less  detailed  accounting  and 
service  allocation  procedures  as  appropriate  by  size  and  capability.  Class  C  require- 
ments should  allow  optional  utilization  of  mechanized  data  processing  equipment. 
Class  D  accounts  and  procedures  should  be  capable  of  being  efficiently  maintained 
on  a  manual  basis. 

Senator  Schmitt.  That  would  be  helpful  to  us.  Mr.  Carr,  did  you 
have  a  comment  on  this? 

Mr.  Carr.  One  comment  made  there  was  that  if  you  formed 
subsidiaries  and  each  had  to  raise  capital,  it  would  increase  costs  to 
the  ratepayers.  But  if  the  subsidiaries  were  formed  to  engage  in 
competitive  businesses,  they  would  not  have  ratepayers  or  regulat- 
ed rates  of  return. 
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Mr.  La  Blanc.  They  will  have  somebody.  A  ratepayer  whether 
he  is  a  ratepayer  becauae  he  is  regulated  or  because  he  is  a 
customer. 

Mr.  Carr.  It  would  be  a  customer.  There  is  a  significant  distinc- 
tion. The  rate  of  return  for  ratepayers  is  based  on  a  regulator's 
formula,  but  the  price  a  customer  pays  to  one  of  numerous  compet- 
itors is  determinad  by  the  free  market. 

Our  revenues  must  cover  our  costs.  The  American  monopoly 
telephone  ratepayer  pays  a  good  part  of  Bell's  basic  research  and 
development  budget.  These  are  not  comparable  situations  by  any 
means. 

Senator  Schmfft.  You  are  not  suggesting  that  somebody  won't 
have  to  pay  Bell  Lab's  costs  if  it  was  required  that  it  be  a  fully 
separate  subsidiary,  are  you? 

Mr.  Carr.  Obviously,  there  is  no  free  lunch.  You  develop  prod- 
ucts with  human  and  Hnancial  resources.  Our  concern  is  that  the 
domestic  monopoly  services  telephone  ratepayer  now  subsidizes  all 
research  and  development  that  goes  on  within  Bell  Labs  in  its 
current  structure,  and  that  subsidy  is  not  wholly  applied  to  the 
services  for  that  ratepayer.  It  is  also  applied  to  the  development  of 
A.T.  &  T.  products  used  in  competitive  business  communications. 

Now,  if  Western  Electric  is  divested,  it  will  have  to  acquire 
research  and  development  people  and  funding  the  way  any  other 
organization,  including  the  members  of  our  association,  do,  and  will 
have  to  pass  these  costs  on  to  the  extent  you  can  in  a  competitive 
market. 

It  is  a  different  situation  entirely  than  enabling  A.T.  &  T.  to 
finance  everything  through  basic  service  and  allowing  it  to  decide 
on  how  to  allocate  resources. 

Senator  Schmitt.  Do  you  think  Bell  Labs  could  survive  as  an 
entity  or  be  as  productive? 

Mr.  Carr.  Maybe  even  more  productive.  An  organization  operat- 
ing in  response  to  a  free  competitive  environment  will  be  more 
productive  in  the  long  term  than  one  that  is  financially  supported 
by  monopoly  revenues. 

Senator  Schmitt.  Some  of  their  pure  research  doesn't  have  a 
market  until  it  is  well  down  the  road.  How  do  you  sell  something 
like  pure  research? 

Mr.  Cars.  It  is  done  by  universities  throughout  the  country. 

Senator  Schmitt.  Only  to  the  Government.  Unfortunately,  even 
foundations  are  not  supporting  pure  research  like  they  used  to. 

Mr.  Carr.  That  is  an  issue  that  should  be  of  overriding  concern 
in  this  country.  I  think  another  issue  is  whether  the  chairman  of 
the  board  of  A.T.  &  T.  ought  to  be  allocating  the  total  resources 
provided  by  a  ratepaying  public  into  prc^ams  chosen  by  A.T.  &  T. 
management,  rather  than  by  the  public  at  large,  or  (jongress,  or 
whoinfever.  That  is  the  way  it  is  now. 

Senator  Schmitt.  Mr.  Beach,  did  you  have  a  comment? 

Mr.  Beach.  I  had  something  I  would  like  to  add  to  what  Mr.  La 
Blanc  said  a  few  minutes  ago.  It's  this:  Certainly  included  within 
category  II  will  be  carriers  having  basic  transmission  facilities.  All 
of  those  companies  won't  be  huge  companies.  Therefore,  they  might 
not  have  a  sufTicient  critical  mass  to  engage  in  these  nontransmis- 
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sion  activities.  So  a  separate  subsidiary  would  not  necessarily  be 
warranted. 

But  the  Congress  has  taken  that  into  account  in  giving  discretion 
to  the  FCC,  after  hearings,  to  determine  when  in  a  given  case  it  is 
appropriate  for  one  of  the  smaller  basic  transmission  companies  to 
have  a  separate  subsidiary. 

So  I  think  you  have  addressed  a  concern  that  it  might  not  be 
appropriate  in  certain  cases. 

Senator  Schmitt.  Should  we  build  in  the  legislation  a  realization 
that  scale  is  a  factor  in  this. 

Mr.  Beach.  Yes.  I  don't  know  where  to  draw  the  line.  That  is  a 
question  of  economics  and  judgment. 

Senator  Schmitt.  The  bigger  the  organization,  the  more  bfisic 
research  presumably  they  can  fund,  and  there  is  less  need  to  have 
a  specific  justification  for  that  research. 

Presumably  that  basic  research  is  the  leading  edge  10  or  20  years 
from  now  that  becomes  the  digital  light  tube  technol(^y  we  are 
seeing  coming  about  today. 

Mr.  Carr.  All  the  basic  research  is  pretty  well  spread  out  if  you 
look  at  the  record.  Bell  Labs  invented  the  transistor,  which  wtis  an 
extremely  valuable  contribution  to  our  society.  The  application  of 
that  technology  and  of  the  basic  research  and  development  resulted 
in  the  technology  of  large  scale  integration.  This  was  not  funded  by 
Bell  Labs,  but  in  fact,  by  a  private  sector,  which  does  not  have  a 
ratepaying  public  to  support  it. 

We  are  not  talking  about  giving  up  a  national  resource  that  does 
all  our  basic  research. 

Senator  Schmitt.  I  agree  except  sometimes  maybe  we  are  draw- 
ing an  unrealistic  distinction  between  the  person  who  pays  for  a 
product  and  the  ratepayer  who  pays  for  a  service.  I  think  that 
started  to  come  out  in  some  of  Mr.  La  Blanc's  comments.  It  is  a 
difficult  distinction  to  derive,  particularly  when  you  talk  about 
divestiture.  You  remove  something  from  the  rate  base  and  put  it  in 
the  price  base,  and  perhaps  with  increased  competition  those  prices 
will  drop  faster  than  the  rate  would  have  dropped  if  we  left  it  the 
way  it  was. 

Mr.  Carr.  They  don't  drop.  They  go  up. 

Senator  Schmitt.  There  might  be  an  argument  with  that,  par- 
ticularly if  you  relate  it  to  the  nature  of  the  services  provided  as  a 
function  of  time,  along  with  the  rate  being  paid  as  a  function  of 
time.  That  is  a  difficult  comparison  to  make.  But  if  you  look  at 
telephone  rates  today  by  themselves,  and  also  in  comparison  with 
the  quality  and  quantity  of  services  being  provided,  maybe  that 
statement  wouldn  t  hold  up. 

Mr.  La  Blanc.  1934,  when  the  Communications  Act  was  passed, 
it  took  better  than  2  days  take-home  pay  for  the  average  worker  to 
afford  local  residential  phone  service.  It's  IVz  hours  take-home  pay 
today.  The  only  other  example  that  flashes  to  mind  offhand  is  the 
cost  of  a  transcontinental  phone  call  then  as  against  now,  or  a 
study  we  did  at  Salomon  Bros,  a  few  years  ago  on  what  sectors  of 
the  economy  were  inflationary  and  which  were  not,  and  the  one 
that  came  out  being  the  least  inflationary  was  communications. 

So  communications  rates  have  gone  down  and/or,  in  an  inflation- 
ary period  they  haven't  gone  up  as  fast  as  the  CPI.  I  will  have  to 
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admit  that  a  $300  heind-held  calculator  9  years  ago  that  you  can 
buy  from  these  guys  with  the  cardboard  boxes  on  the  streets  in 
New  York  for  a  buck  or  two,  that's  quite  a  price  reduction  that  has 
been  affected  by  semiconductor  technology.  I  admire  it  greatly. 

It's  on  top  of  the  dead  bodies  of  an  awful  lot  of  semiconductor 
Arms  who  went  out  of  business  making  chips  when  they  couldn't 
afford  to. 

Mr.  Carr.  In  a  free  market. 

Mr.  La  Blanc.  I  am  a  free  market  man.  I  am  with  you. 

I  think  you  make  a  big  mistake  when  you  say  rates  don't  go 
down.  I  don't  think  you  are  following  the  facts. 

Mr.  Carr.  We  should  make  a  distinction  between  rates  that 
increase  emd  decrease  in  response  to  inflation  or  changes  in  the 
Consumer  Price  Index  and  those  that  change  in  an  absolute  sense. 

While  it  is  true  that  the  average  worker  has  to  work  less  hours 
today  because  rates  have  lagged  the  Consumer  Price  Index,  there  is 
no  comparison  between  what  has  happened  to  regulated  rates  for 
communications  services  and  what  has  happened  to  prices  for  other 
high  technology  products  and  services. 

For  the  latter,  there  has  been  an  absolute  decline.  There  has 
been  an  absolute  decline  in  the  number  of  participants  in  those 
industries.  Successful  participants  remain  and  prosper  and  contrib- 
ute to  the  public  good.  The  others  are  plain  gone.  We  Eigree  on  that 
point.  I  was  troubled  to  hear  the  chairman  of  GTE  this  morning 
complain  about  the  fact  he  wanted  to  acquire  Telenet,  which  loses 
somewhere  between  $5  million  and  $10  million  a  year,  and  when 
the  FCC  applied  restrictions,  including  cross-subsidization  restric- 
tions, he  said  he  didn't  think  he  would  be  able  to  make  that 
acquisition. 

I  have  to  draw  the  logical  conclusion  that  in  order  for  Telenet  to 
stop  losing  money,  which  they  were  doing  in  a  free  market,  GTE 
was  planning  to  subsidize  it. 

If  the  Commission  wanted  to  prevent  that  cross-subsidizing, 
which  we  would  think  it  should.  Telenet  will  simply  have  to  sur- 
vive on  its  own. 

Senator  Schmitt.  Would  you  care  to  comment  on  this? 

Mr.  Garnett.  I  would  make  a  comment  with  respect  to  the 
requirement  for  separate  subsidiaries.  In  my  judgment  it  is  possible 
to  establish  systems  that  will  permit  under  surveillance  the  r^ula- 
tory  commissions  and  the  companies  themselves,  to  assure  there  is 
no  cross-subsidization. 

Senator  Schmitt.  Mr.  Inglis,  do  you  have  any  comment? 

Mr.  Ingus.  Having  spent  most  of  my  career  in  a  competitive 
business,  I  must  say  I  am  bothered  by  the  implicit  assumptions 
being  made  by  members  of  the  telephone  industry  here,  that  the 
cost  of  providing  services  is  an  invariant  number  not  susceptible  to 
reduction  by  greater  efficiency  and  so  on. 

Having  been  in  a  competitive  environment,  I  know  that  at  times 
when  you  just  can't  see  any  possible  way  to  get  your  cost  down 
enough  to  make  a  dollar  selling  at  competitive  rates,  somehow  or 
other  you  do  find  a  way  to  do  it.  It's  a  tremendous  spur  to  the 
efficiency  which  I  don't  think  can  be  achieved  in  a  regulated  mo- 
nopoly no  matter  how  well  managed  it  may  be. 
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I  think  in  the  telephone  company  we  have  spur  meinagement,  no 
question  about  it,  but  given  competition,  I  am  sure  they  would  find 
ways  to  operate 

Senator  Schmitt.  We  are  already  seeing  that  under  some  of  the 
court  decisions.  There  is  a  tendency  when  you  have  a  regulated 
monopoly,  which  has  a  public  interest  component  to  take  that  rate 
base  as  a  given  and  expand  services  within  it  given  a  relatively 
constant  cost. 

How  much  more  can  you  add?  When  you  visit  Long  Lines  and 
places  like  that  compared  to  what  it  was  10  years  ago  or  20  years 
ago  or  1934,  you  see  such  a  fantastic  increase  in  the  ability  to  make 
a  call  and  insure  that  the  call  gets  through,  the  quality  of  the 
voice,  and  all  the  other  services  that  may  be  provided  through  the 
same  system. 

When  you  look  into  the  future  you  see  so  much  more  that  can  be 
done  within  the  same  rate  base  that  it  makes  it  difficult  to  com- 
pare. 

I  agree  with  everything  that  everybody  said  on  this  issue. 

That  is  a  nice  position  to  be  in  for  a  politician.  But  I  also  think 
that  legislatively  we  have  to  learn  to  outline  a  bit.  You  weren't 
here  yesterday  but  if  we  are  to  do  the  three  m^or  things  that 
everybody  agrees  need  to  be  done,  and  have  to  be  done  by  legisla- 
tion, then  we  will  have  to  try  to  figure  out  how  to  draw  those  lines 
and  decide  what  to  deregulate  and  what  not  to  deregulate  and 
when  to  force  divestiture  if  necessary,  and  what  not  to  and  so 
forth. 

The  courts  and  the  FCC  are  acting  without  congressional  guid- 
ance. I  don't  think  anybody  wants  that  to  continue. 

The  technology  has  outstripped  the  law  and  to  a  great  degree, 
the  ability  of  the  courts  and  FCC  to  rule  with  respect  to  that 
technolc^y.  There  are  other  considerations. 

So  we  will  have  to  do  something.  Your  testimony  is  very  valuable 
in  helping  us  figure  that  out. 

I  would  have  one  more  question — about  the  separation  and  set- 
tlements procedure,  Mr.  La  Blanc.  You  indicated  that  the  access 
charge  is  compatible  with  the  present  procedures  and  and  that  the 
contribution  can  be  phased  out,  I  think  you  said,  in  10  years. 

Mr.  La  Blanc.  We  used  the  same  exemiple  that  was  set  in  the 
legislation.  It  said  we  wanted  to  phase  out  this  contribution.  We 
were  using  this  as  an  example  to  say  we  had  a  system  that  worked 
and  you  could  do  it  without  going  out  and  establishing  a  new  fund 
or  anything  else  and  just  do  the  same  thing. 

You  may  not  want  to  do  it  in  a  lot  of  rural  areas  because  if  the 
true  entity  is  to  have  parity  in  the  rural  areas,  they  may  need  a 
contribution  for  a  longer  or  other  period  of  time. 

There  is  a  way  of  doing  it  using  the  existing — that  was  the 
purpose  of  the  example. 

Senator  Schmitt.  Our  intent  is  to  try  to  implement  that.  If  you 
have  some  better  language,  I  hope  it's  in  what  you  submitted  or 
you  will  submit  to  us. 

Mr.  La  Blanc.  All  right,  I  will  be  happy  to. 

Senator  Schmitt.  Did  you  comment  on  the  question  of  sur- 
charge? Should  the  proposed  Xerox  service  and  similar  services  be 
surcharged  to  add  to  the  access  chaise  or  to  the  contribution? 
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Mr.  La  Blanc.  I  guess  I  feel  that  that  is  basically  em  injustice 
when  you  ask  someone  to  pay  for  something  that  they  are  not 
accessing  or  using. 

I  recognize  the  problem.  The  problem  is  how  to  provide  commu- 
nications in  sparse  areas  if  you  don't  have  some  kind  of  a  8ui> 
charge. 

Senator  Schmitt.  I  get  the  impression  you  think  that  should  be 
handled  through  an  access  charge  for  the  facilities  that  are  being 
used. 

Mr.  La  Blanc.  If  RCA  drops  an  E^rth  satellite  in  and  are  not 
making  access  to  the  network,  I  will  be  damned  if  I  see  the  justice 
in  why  they  should  have  to  pay  a  surcharge. 

Senator  Schmitt.  Anybody  else  want  to  comment? 

Mr.  Garnett.  I  would  not  strongly  object  to  that  as  a  principle.  I 
think  what  we  are  all  searching  for  is  some  way  to  go  from  where 
we  are  now  to  eliminating  some  of  the  contribution  that  is  being 
made  to  support  local  service. 

If  it  can  be  done  in  other  ways  other  than  putting  a  surcharge  on 
one  who  does  not  connect  to  the  network  in  any  way,  then  I  would 
support  no  surcharge  for  anyone  who  does  not. 

Senator  Schmftt.  Mr.  Garnett,  you  expressed  some  concern,  over 
giving  the  FCC  authority  to  allocate  markets  and  inhibit  the  phone 
companies  from  being  able  to  compete  equally. 

Do  you  think  that  we  can  have  true  competition  in  markets 
where  the  telephone  companies  clearly  have  a  dominant  position? 

Mr.  Garnett.  I  think  where  the  telephone  companies'  position  is 
dominant  at  a  point  in  time  where  there  has  not  been  competition 
previously,  that  they  should  be  permitted  to  compete  with  new 
entrants. 

I  believe  we  have  seen  entrants  come  into  certain  markets  where 
there  has  been  dominance  already  and  the  competitors  have  been 
able  to  make  substantial  inroads  into  the  previously  dominant 
market. 

The  terminal  equipment  market  is  one  example.  MCI  and  South- 
ern Pacific.  Recently  ITT  with  the  Execunet  service  and  Spring 
service  and  so  on. 

I  would  strongly  urge  the  telephone  industry  not  be  put  in  a 
position  where  it  can't  compete  on  fair  and  full  terms.  Otherwise,  I 
believe  the  objective  of  full  competition  and  the  benefits  of  competi- 
tion would  be  lost. 

Senator  Schmitt.  Thank  you. 

Mr.  Inglis,  a  final  question.  With  respect  to  the  classification  of 
carriers  and  services,  S.  622  concentrates  on  the  classification  of 
carriers  rather  than  services  and  attempts  to  provide  the  FCC  with 
the  flexibility  in  classifying  carriers  with  congressional  guidance. 

Would  you  care  to  comment  on  that? 

Mr.  Inglis.  1  think  our  concern  is  that  we  are  going  to  be 
dragged  willy-nilly  into  being  a  class  II  carrier  under  circum- 
stances that  weren't  contemplated  in  developing  this  distinction. 

We  see  no  reason  why  we  should  be  a  class  II  carrier,  for  exam- 
ple, because  Globecom,  another  subsidiary  of  RCA,  is  intemationtil. 

Then  we  have  another  situation  where  they  may  be  small  spe- 
cialized markets  where  we  have  a  dominant  position — we  have  that 
situation  today. 
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>t  We  have  100  percent  of  the  cable  television  market  because  of 
3  the  way  in  which  this  works,  the  cable  system  Earth  stations  only 
link  one  satellite  at  a  time  and  we  have  traffic  on  our  satellite. 
■t  So  here  we  are  doing  business,  $15  million  a  year  maybe,  some- 
it  thing  like  that,  and  nevertheless,  in  that  lighted  area  it  would 
meike  us  the  dominant  carrier  if  one  interpreted  the  rules  that 
:  w^. 

;       Other  companies  are  free  to  compete  with  us.  We  are  only  domi- 
nant because  of  the  peculiar  situation.  I  think  that  is  our  concern. 
If  we  do  choose  to  go  into  an  area  where  we  are  truly  dominant 
,    because  we  have  some  legzil  or  other  basis  that  makes  us  that  way, 
we  certainly  would  accept  the  regulation. 

But  we  would  not  want  to  drag  the  rest  of  the  company  along 
with  it  in  an  area  where  we  have  to  compete. 

I  think  it's  a  question  of  how  the  bill  is  worded  in  terms  of 
statutory  language.  I  am  not  an  expert  on  that,  but  I  can  only 
point  out  the  problem. 

Senator  ScHMrrr.  Could  you  provide  some  suggestions  through 
your  general  counsel  on  classification? 
Mr.  Inglis.  We  will  do  that;  yes. 

[The  following  information  was  subsequently  received  for  the 
record:] 

RCA  American  Communications.  Inc., 

Piacalauiay,  N.J.,  May  14,  1979. 
Hon.  Ernest  F.  Houjngs, 
Russell  Senate  Office  Building. 
Washington.  B.C. 

Dear  Senator  Holungb:  Andrew  F.  Inglis'  testimony  before  your  Subcommittee 
recommended  that  the  classirication  of  carriers  section  of  S.  611  be  revised  to  give 
the  Federal  Communications  Commission  authority  to  waive  the  full  separation 
requirements  between  Cat^ory  I  and  Category  II  carriers  if  it  were  determined  that 
full  separation  would  impose  an  unreasonaote  burden  because  of  the  size  and  nature 
of  the  carrier.  It  was  noted  that  a  similar  provision  is  already  contained  in  Section 
205(dK3)  of  the  bill.  He  also  testified  that  an  otherwise  Category  I  carrier  should  not 
be  deemed  a  Category  II  carrier  solely  because  of  its  affiliation  with  an  internation- 
al carrier. 

During  the  panel  discuBSion,  Senator  Harrison  H.  Schmitt  requested  that  specific 
legislative  language  be  submitted  to  correct  the  problems  we  saw.  In  response  to 
that  request,  the  attachment  to  this  letter  contains  the  provision  we  recommend,  I 
have  also  suggested  changes  to  the  Public  Resource  Use  Fees  sections  to  clarify  that 
the  fees  are  intended  to  raise  only  enough  funds  to  cover  the  cost  of  the  FCC  and 
the  National  Telecommunications  and  Information  Agency. 
If  there  are  any  questions  concerning  these  suggested  revisions,  please  contact  me. 
Very  truly  youre, 

Carl  J.  Cangelosi, 

Vice  President  and 

General  Counsel 
Attachment. 

(1)  Change  Section  204<b)  to  read:  "Any  carrier  which  provides  only  services  which 
are  each  subject  to  effective  competition  and  which  is  not  affiliated  with  a  Category 
II :-„  .1.1.-1.  i^,gjn  g^  international  carrier,  shall  be  designated  and  regulat^  as 


Add  to  Section  204(gXT):  "The  Commission  may  permit  any  carrier  which 
piuvides  both  Category  I  and  Category  11  services  to  be  regulated  as  a  Cateeorv  I 
carrier  for   its  Category   I  services   where   the  Commission   has  detem 


_...    er.  and  that  such  condition  will  serve  the  purposes  and  policies  of  this  Act." 

(3)  Change  Section  106(bXl)  to  read,  in  part:  ''Such  fees  shall  reasonably  reflect 

the  relative  value  of  the  license  Issued  to  such  licensees.  The  total  amount  collected 

by  means  of  the  non-broadcast  feeo  shall  not  exceed  the  totel  coste  of  the  Commis- 
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Bion  and  the  National  Telecommunicstiona  and  Information  Agency  less  the  a 
of  the  fees  levied  upon  licensees  engaged  in  commercial  broadcasting." 
<4)  Delete  from  Section  106(bX2):  ",  including  sealed  bidding  and  oral  auction*,". 

Mr.  La  Blanc.  Can  I  make  one  qualification  to  your  question, 
which  was:  Is  it  fair  for  a  company  that  isn't  making  use  of  local 
exchange  to  have  to  put  in  some  kind  of  support  payment? 

The  only  qualification  I  would  make  in  my  answer  is  that  it's 
reeilly  not  fair  if  you  make  the  assumption  that  5  to  10  years  down 
the  line  everything  is  an  indistinguishable  bit  streeun  and  someone 
makes  a  call  from  one  Earth  station  to  another  and  gets  dropped 
into  a  computer  and  comes  back  out  and  goes  out  on  a  local  pnone 
network  as  a  local  call,  at  what  point  is  that  call  using  the  local 
network  and  getting  value  from  it? 

"That  is  the  question.  Where  the  example  used  before  was  from 
the  site  to  this  site  and  that's  all,  certainly  there  should  be  no — no 
one  should  expect  any  contribution  to  be  made. 

Senator  Schmitt.  What  about  the  example  of  the  large  antenna 
in  space  that  suddenly  provides  a  very  cheap  antenna  on  each 
rooftop  in  every  area  served  by  Ck>ntinental  Telephone. 

Mr.  La  Blanc.  I  am  hopeful  we  will  do  it.  I  think  that  will  be 
very  helpful  when  we  do. 

Cbie  of  the  problems — I  am  having  a  study  done  now  in  Continen- 
tal— is  to  look  at  the  traffic  density  from  some  little  town  to 
another  little  town  and  say  you  could  serve  that  yourself,  if  you 
wanted  to,  out  of  the  pooling  association  we  are  involved  in? 

It  turns  out  there  are  such  small — the  community  of  interest 
within  an  area  is  so  high,  the  community  of  interest  outside  as 
such  low-range  density,  it's  very  difficult  for  some  time  to  come  to 
envision  being  able  to  do  this. 

Senator  Schmitt.  If  you  start  to  include  a  broad  spectrum  of 
broadband  services  then  it  starts  to  change  the  picture  economical- 
ly, does  it  not? 

Mr.  La  Blanc.  That  is  why  we  are  doing  the  study. 

Senator  Schmitt.  Public  safety,  hospital,  medical  services,  educa- 
tional services. 

Mr.  La  Blanc.  Absolutely.  The  time  is  coming  very  rapidly  when 
we  will  be  able  to  see  it. 

As  of  today,  we  have  to  look  at  some  of  these  smaller  communi- 
ties. It's  difficult  to  see  where  they  will  be  generating  in  that  bit 
stream.  The  other  countervailing  force,  of  course,  is  our  friends 
have  been  doing  so  well  in  the  data  processing  and  the  electronic 
chip  very  large  scale  integration  that  as  the  price  of  computer 
power  comes  down  so  fast,  an  awful  lot  of  what  we  do  today  may  be 
able  to  be  compressed  dramatically. 

I  watched  a  demonstration  of  a  64,000-bit-per-8econd  line  being 
compressed  with  a  computer  on  either  end  into  a  2,400-bit-per- 
second  line.  Then  you  say,  gee- 
Senator  Schmitt.  Where  did  you  say  you  were  from? 

Mr.  La  Blanc.  You  begin  to  see  some  emphasis. 

Senator  Schmitt.  The  future  certainly  is  competition.  Looking  at 
it  from  another  subcommittee — Science,  Technology  and  Space 
Subcommittee — we  may  actually  be  moving  more  rapidly  with  re- 
spect to  what  we  can  do  here  on  the  ground  than  we  are  with 
respect  to  reducing  cost  and  increasing  capability  of  our  satellites. 
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Mr.  La  Blanc.  I  believe  that,  too,  when  you  look  at  what  semi- 
conductors are  doing,  you  may  be  able  to — today  if  you  required 
one  64  kila  bit  line  to  handle  voice,  and  tomorrow  you  can  handle 
50  voices  on  that  same  line,  then  you  say  to  yourself,  the  satellite 
up  there  handling  4,000  to  6,000  voice  channels  today  may  be  able 
to  hemdle  50  times  that  or  25  times  that  tomorrow — the  ground  is 
what  is  doing  it,  not  the  satellite. 

It's  very  exciting. 

Senator  Schmitt.  The  hearings  will  be  recessed  until  May  9  at  10 
a,m.,  when  we  will  begin  3  days  of  hearings  on  the  international 
communications  provisions  of  S.  611  and  S.  622. 

The  chairman.  Senator  Hollings,  would  also  like  to  indicate  we 
intend  to  be  moving  forward  on  this  legislation.  Hence,  we  will  be 
closing  the  record  on  the  domestic  portion  of  the  testimony  by  the 
end  of  May. 

Supplemental  comments  should  be  submitted  accordingly.  Thank 
you,  panel.  It  has  been  very  interesting  and  we  look  forward  to 
more  contact  with  you. 

The  hearing  is  recessed. 

[Whereupon,  at  4:15  p.m.,  the  hearing  was  adjourned,  to  be  re- 
convened Wednesday,  May  9,  1979,  at  10  a.m.] 
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AMENDMENTS  TO  THE  COMMUNICATIONS  ACT 
OF  1934 


WEDNESDAY,  MAY  9,  1979 

U.S.  Senate, 
Committee  on  Commerce,  Science,  and  Transportation, 

Subcommittee  on  Communications, 

Washington.  DC. 
The  subcommittee  met  at  10:10  a.m.,  in  room  235  of  the  Russell 
Senate  Office  Building.  Hon.  Ernest  F.  Hollings  (chairman  of  the 
subcommittee)  presiding. 
Senator  Hollings.  Good  morning. 

We  begin  3  days  of  hearings  on  the  international  provisions  of 
S.  611  and  S.  622.  As  at  prior  hearings,  each  witness  will  have  10 
minutes,  and  the  panel  will  here.  We  have  the  distinguished  Chair- 
man of  the  FCC,  then  we  have  Mrs.  Ruth  Phillips— will  she  come 
forward,  please — from  the  State  Department,  and  Commissioner 
Abbott  Washburn,  from  the  FCC. 

STATEMENTS  OF  HON.  CHARLES  FERRIS.  CHAIRMAN.  FCC; 
MRS.  RUTH  H.  PHILLIPS.  THE  STATE  DEPARTMENT:  AND 
ABBOTT  WASHBURN.  COMMISSIONER.  FCC 

Senator  Hollings.  Please  limit  your  opening  statements  to  10 
minutes. 

Mr.  Ferris,  do  you  want  to  start? 

Mr.  Ferris.  I  will  be  glad  to.  I  don't  know  if  I  can  condense  in  10 
minutes  something  as  complicated  as  this. 

I  am  pleeised,  Mr.  Chairman  and  members  of  the  committee,  to 
appear  before  this  subcommittee  to  testify  on  the  sections  of  S.  611 
and   S.   622   that  address   international   communications   matters. 

Before  turning  to  the  provisions  of  those  bills  on  the  internation- 
al area.  Mr.  Chairman,  I  want  first  to  make  clear  my  wholehearted 
endorsement  of  the  policy  thrusts  contained  in  both  S.  611  and 
S.  622  with  respect  to  domestic  telecommunications.  Both  bills,  in 
my  opinion,  seek  to  encourage  competition  where  feasible  and  to 
deregulate  and  thereby  provide  an  adequate  substitute  for  regula- 
tion. I  strongly  support  the  goals  of  both  bills  to  provide  more 
effective  international  facility  planning  and  to  increase  competition 
in  the  provision  of  international  telecommunications  services. 

The  importance  of  international  communications  in  the  United 
States  cannot  be  overstated.  The  terms  and  conditions  imposed  on 
the  use  of  international  telecommunications  facilities  abroad  affect, 
for  example,  whether  U.S.  businesses  will  be  able  to  increase  their 
efficiency  by  transmitting  information  over  international  circuits 
free  from  unwarranted  costs  or  constraints. 
(1W7) 
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U.S.  international  telecommunications  services  are  presently  pro- 
vided by  A.T.  &  T.  and  five  principal  international  record  carriers: 
ITT  World  Communications,  Inc.,  RCA  Global  Communications, 
TRT  Telecommunications  Corp.,  Western  Union  International,  Inc., 
and  French  Telecommunications  Corp,  These  carriers  provide 
voice,  record,  and  data  services  between  the  United  States  and 
points  all  over  the  world.  Services  are  provided  over  submarine 
cables  in  which  the  carriers  hold  ownership  interests,  indefeasible 
rights  of  use,  and  via  satellite  circuits  leased  from  Comsat. 

Comsat  serves  as  the  U.S.  representative  to  Intelsat,  a  worldwide 
consortium  responsible  for  the  operation  of  an  international  satel- 
lite system.  Comsat  is  primarily  a  carrier's  carrier— that  is,  Comsat 
does  not  generally  provide  direct  service  to  users.  As  a  recent 
exception  to  this  rule,  the  FCC  has  ordered  Comsat  to  file  an 
application,  now  pending  before  us,  to  provide  international  televi- 
sion transmission  service  directly  to  users. 

In  order  to  provide  service,  each  current  international  service 
carrier  obtains  an  operating  agreement  with  the  foreign  entity  on 
the  other  end  of  the  circuit.  New  international  carriers  would  also 
have  to  obtain  operating  iigreements  before  they  could  provide 
services.  Such  agreements  cover  the  facilities  to  be  used,  services  to 
be  provided,  and  financial  arrangements. 

In  the  facilities  area,  the  U.S.  carriers  and  their  foreign  corre- 
spondents jointly  plan  new  facilities.  Pursufint  to  the  requirements 
of  section  214  and  title  III,  for  radio,  of  the  1934  act,  the  FCC  is 
chained  with  determining  whether  a  proposed  additional  service, 
or  the  acquisition  or  construction  of  facilities,  is  in  the  public 
interest. 

For  the  last  several  years,  the  FCC  has  been  attempting  to 
improve  its  part  in  this  process.  We  have  streamlined  our  processes 
through  measures  such  as  autc^ants  and  blanket  authorizations. 
Through  new  initiatives  which  I  will  discuss  later,  we  have  sought 
to  improve  the  consultative  process,  which  involves  the  European 
and  Canadian  carriers,  as  well  as  NTIA,  the  State  Department,  and 
the  international  service  carriers.  But  these  efforts,  as  well  as  the 
proposals  contained  in  S.  611  and  S.  622,  must  be  measured  against 
the  goals  of  international  telecommunications  planning. 

First,  we  should  attempt  to  assure  the  development,  in  a  timely 
fashion,  of  reliable  and  innovative  communications  services  at  the 
lowest  possible  cost.  There  is  an  important  element  of  balancing 
here.  Timeliness,  reliability,  and  diversity  in  communications  facili- 
ties can  be  increased.  But  such  increases  will  result  in  additional 
costs  that  must  ultimately  be  borne  by  domestic  ratepayers  or 
domestic  taxpayers. 

Facilities  must  be  adequate  in  terms  of  quality  of  service  and 
expected  traffic  volumes.  But  it  is  equally  important  that  facilities 
not  be  overbuilt.  Therefore,  a  mechanism  to  review  private  invest- 
ment decisions  must  be  retained  to  assure  that  domestic  users  pay 
the  minimum  necessary  to  avail  themselves  of  the  international 
services  that  they  desire. 

Second,  we  should  strive  to  fulfill  the  sulstantial  potential  for 
competition  in  the  provision  of  services,  even  though  the  potential 
for  competition  in  the  provision  of  facilities  is  limited. 
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Commission  approval  has  already  been  given  to  several  U.S. 
carriers  to  provide  new  services  using  international  transmission 
facilities  already  in  place.  Our  policies  should  continue  to  encour- 
age new  entrants  and  to  stimulate  competition  in  the  service  area. 

Our  third  objective  should  be  to  provide  for  an  integrated  plan- 
ning mechanism  that  embraces  both  cable  and  satellite  technol- 
ogies. 

The  integration  of  these  technologies  into  a  single  master  plan  is 
complicated.  Our  task  is  made  more  difficult  by  our  fragmented 
industry  structure  and  by  the  different  processes  which  now  exist 
for  the  international  planning  of  cable  and  satellite  facilities. 

Individual  cable  facilities  are  typically  planned  on  a  region  by 
region  or  country  by  country  basis.  These  bilateral  plans  are  not 
always  coordinated  with  each  other.  They  are  even  more  rarely 
linked  to  the  satellite  plans  generated  and  implemented  by  Intel- 
sat. 

Fourth,  we  should  strive  to  insulate  international  telecommuni- 
cations policy  from  short  term  political  pressures.  International 
communications  policy  should,  however,  take  into  account  impor- 
tant foreign  policy  and  national  security  considerations. 

Finally,  I  believe  that  we  should  follow  the  basic  principle  enun- 
ciated in  the  domestic  area  by  both  S.  611  and  S.  622:  We  should 
minimize  the  role  of  governmental  intervention.  Because  of  the 
unique  structure  of  international  telecommunications,  all  govern- 
mental responsibility  cannot  be  abdicated.  But  any  intervention 
can  and  should  be  carefully  focused. 

I  would  now  like  to  turn  my  attention  to  the  legislation  now 
before  you.  I  will  address  my  remarks  primarily  to  S,  611  because 
it  would  dramatically  change  the  existing  situation. 

S.  611  focuses  on  two  major  issues  relating  to  international  facili- 
ties planning.  It  establishes  a  mechanism  for  integrating  the  do- 
mestic planning  of  international  satellite  and  cable  facilities.  And 
it  provides  for  a  single  entity  to  negotiate  with  foreign  telecommu- 
nications entities  in  the  facilities  planning  process. 

In  doing  so,  S.  611  would  effect  a  major  restructuring  of  our 
international  carriers.  In  particular,  it  would  radically  alter  Com- 
sat's role  in  international  communications. 

Given  the  present  state  of  technology  and  the  present  interna- 
tional institutional  framework  for  facilities  planning,  the  choice 
between  cable  and  satellite  facilities  will  not  be  made  by  market- 
place forces.  The  choices  will  be  made  on  the  basis  of  sometimes 
conflicting  business  and  Government  analyses  of  needs  and  costs. 

The  threshold  question  raised  by  S.  611  is  what  should  be  the 
primary  focus  for  domestic  decisionmaking  with  respect  to  interna- 
tional facilities.  Under  the  1934  act,  the  process  culminates  at  the 
FCC  in  rulemaking  or  adjudicatory  proceedings. 

By  contrast,  under  S.  611,  the  primary  responsibility  would  shift 
to  a  new  private  nonprofit  entity,  the  International  Facilities  Man- 
agement Corp.,  which  would  not  own,  but  would  plan,  construct, 
manage,  and  operate  the  U.S.  segment  of  all  international  trans- 
mission facilities.  The  new  entity  would  provide  facilities,  not  serv- 
ices. 

Existing  carriers,  and  any  new  carriers  offering  international 
service,  would  continue  to  enter  into  operating  agreements  with 
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foreign  entities.  These  carriers  would  apparently  participate  in 
planning  international  facilities  through  a  process  that  is  not  speci- 
fied in  detail  in  S.  611.  This  process,  like  other  activities  of  the 
entity,  would  be  under  the  general  supervision  of  the  entity's 
board,  comprised  of  representatives  of  the  carriers,  users,  and  the 
general  public. 

The  FCC's  role  with  respect  to  international  facilities  planning 
would  be  minor.  The  FCC  would  be  involved  only  if  and  when, 
after  hearing,  it  determined  the  entity  had  exhibited  a  pattern  of 
mismanagement  and/or  imprudent  investment. 

With  its  diverse  constituent  board  and  its  direct  operational 
responsibilities,  the  entity  represents  an  imaginative  attempt  to 
place  operational  expertise  and  know-how  within  an  institutional 
framework  designed  to  promote  the  public  interest.  But  is  such  an 
entity  clearly  more  likely  to  make  better  choices  almong  alterna- 
tive plans  than  the  FCC  now  can? 

Before  any  new  entity  is  designated  as  the  key  decisionmaker  in 
the  facilities  planning  process,  we  should  be  reasonably  certain 
that  it  will  have  both  adequate  technical  expertise  and  resources 
and  an  effective  charter.  We  should  also  determine  whether  suffi- 
cient procedural  safeguards  exist  to  protect  the  vita!  interests  of 
the  public  in  obtaining  innovative  and  reliable  services  at  the 
lowest  possible  rates. 

On  the  procedural  side,  S.  611  would  reduce  substantially  the 
degree  of  public  oversight  of  private  entrepreneurial  decisions.  Key 
disputes  are  now  resolved  in  open  proceedings.  Procedureil  safe- 
guards exist  to  insure  input  from  all  interested  parties.  Review 
procedures  are  available  to  those  who  disagree  with  the  outcome. 

Under  S.  611,  differences  will  be  resolved  within  the  new  entity's 
board  room.  As  presently  drafted,  there  do  not  appear  to  be  clear 
review  mechanisms.  There  is  much  to  be  said  for  making  this 
decisionmaking  process  actually  the  public  as  opposed  to  internaliz- 
ing it  within  an  ostensibly  public  corporation. 

Beyond  these  procedural  questions,  I  think  it  is  essential  to  fociis 
on  the  extent  to  which  the  proposed  alternative  would  provide  real 
incentives  for  more  rational  internationtd  facilities  planning. 

The  Commission  has  impressed  on  our  overseas  partners  our 
belief  in  the  need  for  better  consultative  relationships.  All  interest- 
ed parties  now  understand  the  importance  we  attach  to  exchanges 
of  information  on  planning  methodologies  and  traffic  forecasting.  I 
believe  that  we  would  not  have  made  such  progress  if  the  FCC 
lacked  the  authority  to  reject  proposed  facilities  plans. 

Without  this  authority,  we  would  lack  the  leverage  necessary  to 
insist  on  a  more  rational  planning  process  from  the  point  of  view  of 
American  consumers.  While  S.  611  does  not  go  as  far  in  this 
direction  as  other  proposals  presented  to  Congress,  it  does  limit  the 
FCC's  role. 

Under  S.  611  the  single  entity  might,  of  course,  reject  proposed 
facilities.  The  new  entity  might,  however,  place  heavy  emphasis  on 
maintaining  harmonious  relationships  with  its  overseas  partners. 
Short  term  concerns  for  maintaining  amicable  relationships  might 
overshadow  long  term  economic  or  technical  considerations. 


Dig,, z.d  by  Google 


1561 

S.  611  also  attempts  to  provide  for  more  effective  representation 
of  U.S.  interests  overseas  in  the  planning  and  implementation  of 
international  services. 

In  this  area,  there  are  some  obvious  advantages  to  having  a 
single  entity.  But  the  benefits  may  be  limited. 

A  new  single  entity  is  unlikely  to  replace  A.T.  &  T.  in  its  present 
overseas  role  or  to  simplify  substantially  present  correspondent 
relationships. 

Under  S.  611,  the  single  entity  is  to  advise  and  assist  in  "estab- 
lishing and  maintaining  operating  agreements  or  other  relation- 
ships with  foreign  entities."  This  role  may  raise  some  difficult 
issues. 

What  if,  for  example,  a  new  entrant  wanted  to  establish  corre- 
spondent relationships  but  established  carriers  opposed  this?  How 
would  the  conflict  be  resolved?  Or  what  if  one  carrier  w£is  prepared 
to  initiate  a  new  data  processing  service  with  a  new  switching 
technolc^  unavailable  to  other  carriers?  Could  a  single  entity 
serve  effectively  as  a  disinterested  representative  for  all  the  parties 
concerned? 

I  am  not  convinced  that  the  boardroom  of  a  public  corporation  is 
the  most  appropriate  place  for  resolving  such  issues. 

In  many  cases,  the  problems  the  entity  would  have  to  struggle 
with  are  regulatory  or  quasi-governmental.  The  broader  public 
policy  issues  may  be  too  complex  to  be  effectively  dealt  with  by  the 
part-time  public  members  of  its  board.  Will  the  proposed  single 
entity  be  able  to  develop  an  expert  staff  sufficiently  independent  of 
the  carriers  to  bring  an  unbiased  perspective  to  these  complex 
matters? 

To  summarize,  the  single  entity  does  attempt  to  deal  with  impor- 
tant and  real  problems.  But  I  am  not  convinced  that  the  likely 
benefits  are  substantial. 

I  see  that  the  red  light  is  on.  I  have  about  5  more  minutes,  and  I 
will  stop  if  that  is  your  wish,  Mr.  Chairman. 

Senator  HoLUNGs.  The  entire  statement  will  be  included  in  the 
record. 

[The  statement  follows:] 


Mr.  Chairman  and  members  of  the  subcommittee:  I  am  pleased  to  come  before  the 
Subcommittee  today  to  testify  on  thoee  sections  of  S.  611  and  S.  622  that  address 
international  telecommunications  matters. 

Pirst,  I  want  to  express  my  appreciation  la  you.  Mr.  Chairman,  and  to  Senator 
Goldwater  for  the  thought  and  efTort  that  has  gone  into  these  proposals  to  resolve 
some  of  the  problems  in  the  international  arena.  I  have  spent  a  considerable 
amount  of  my  time  as  Chairman  attempting  to  improve  the  international  telecom- 
munications planning  process  in  the  North  Atlantic  basin.  And  I  have  come  to  see 
the  need  for  even  greater  efforts  not  only  in  the  North  Atlantic  but  in  other  parts  of 
the  world  as  well. 

Before  turning  to  the  provisions  of  these  bills  dealing  with  international  telecom- 
munications, I  want  to  make  clear  my  wholehearted  endorsement  of  the  thrust  of 
both  S.  611  and  S,  622  with  respect  to  domestic  telecommunications.  These  bills  seek 
to  encourage  competition  where  feasible,  and  to  deregulate  where  marketplace 
forces  provide  an  adequate  substitute  for  regulation,  1  also  strongly  support  the 
^oals  of  both  bills  to  provide  more  effective  international  facility  planning  and  to 
increase  competition  in  the  provision  of  international  telecommunications  services. 

The  time  has  come  to  update  the  provisions  of  the  Communications  Act  of  1934. 
Both  bills  make  significant  contributions  to  the  present  policy  debate. 
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The  nations  of  the  world  have  come  to  rely  more  and  more  on  each  other.  Higher 
□uality  communications  are  both  a  cause  and  effect  of  this  increasing  interdepeo- 
dency.  The  importance  of  international  com municet ions  to  the  U.S.  is  vastly  under- 
stated by  the  mere  coat  of  communications  facilities.  The  terms  and  conditions 
imposed  on  the  use  of  international  telecommunications  facilities  abroad  affect,  for 
example,  whether  U.S.  businesses  will  be  able  to  increase  their  efficiency  by  trans- 
mitting information  over  international  circuits  free  from  unwarranted  costs  or 
constraints. 

Before  commenting  specifically  on  S.  611  and  S.  622,  I  would  like  to  describe  how 
inlernational  services  are  presently  provided  and  regulated,  and  the  goals  that 
underlie  the  Commission's  international  telecommunications  policies. 

U.S.  international  telecommunications  services  are  presently  provided  by  ATftT 
and  five  principal  international  record  carriers— ITT  World  Communications,  Inc., 
RCA  Global  CommunicationG,  TRT  Telecommunications  Corporation.  Western 
Union  International,  Inc..  and  French  Telecommunications  Corporation.  These  car- 
riers provide  voice,  record,  and  data  services  between  the  United  States  and  points 
all  over  the  world.  Services  are  provided  over  submarine  cables  in  which  the 
carriers  hold  ownership  interests  (indefeasible  rights  of  use)  and  via  satellite  circuits 
leased  from  Comsat. 

Comsat  serves  as  the  U.S.  representative  to  Intelsat,  a  worldwide  consortium 
responsible  for  the  operation  of  an  International  satellite  system.  Comsat  is  primar* 
ily  a  carrier's  carrier— that  is,  Comsat  does  notgenerally  provide  direct  service  to 
users.  As  a  recent  exception  to  this  rule,  the  FCC  has  ordered  Comsat  to  file  an 
application,  now  pending  before  us,  to  provide  international  television  transmission 
service  directly  to  users. 

In  order  to  provide  service,  each  current  international  service  carrier  obtains  an 
operating  agreement  with  Che  foreign  entity  on  the  other  end  of  the  circuit.  New 
international  carriers  would  also  have  to  obtain  operating  agreements  before  they 
could  provide  services.  Such  agreements  cover  the  facilities  to  be  used,  services  to  be 
provided,  and  financial  arrangements. 

In  the  facilities  area,  the  U.S.  carriers  and  their  foreign  correspondents  jointly 
plan  new  facilities.  Pursuant  to  the  requirements  of  Section  214  and  Title  III  (for 
radio)  of  the  1934  Act,  the  FCC  is  charged  with  determining  whether  proposed 
additional  service,  or  the  acquisition  or  construction  of  facilities  is  in  the  public 
interest. 

For  the  last  several  years,  the  FCC  has  been  attempting  to  improve  its  part  in 
this  process.  We  have  streamlined  our  processes  through  measures  such  as  auto- 
grants  and  blanket  authorizations.  Through  new  initiatives  which  I  will  discuss 
later,  we  have  sought  to  improve  the  consultative  process,  which  involves  the 
European  and  Canadian  carriers,  as  well  as  NTIA,  the  State  Department,  and  the 
international  service  carriers.  But  these  efforts,  as  well  as  the  proposals  contained 
in  S.  611  and  S.  622,  must  l>e  measured  against  the  goals  of  intemtioned  telecommu- 
nications planning. 

First,  we  should  attempt  to  assure  the  development,  in  a  timely  fashion,  of 
reliable  and  innovative  communications  services  at  the  lowest  possible  coat.  There  is 
an  important  element  of  balancing  here.  Timeliness,  reliability,  and  diversity  in 
communications  facilities  can  l>e  Increased.  But  such  increases  wilt  result  in  addi- 
tional costs  that  must  ultimately  be  Ixirne  by  domestic  ratepayers  or  domestic 
taxpayers. 

Facilities  must  be  adequate  in  terms  of  quality  of  service  and  expected  traflic 
volumes.  But  it  is  equally  important  that  facilities  not  be  overbuilt.  Since  market- 
place competition  does  not  now  provide  an  adequate  check  on  facilities  construction, 
a  mechanism  to  review  private  investment  decisions  must  be  retained  to  assure  that 
domestic  users  pay  the  minimum  necessary  to  avail  themselvea  of  the  international 
services  that  they  desire. 

Secondly,  we  should  strive  to  fulfill  the  substantial  potential  for  competition  in 
the  provision  of  services,  even  though  the  potential  for  competition  in  the  provision 
of  facilities  is  limited. 

Competition  in  the  domestic  field  has  resulted  in  new  and  specialiied  services. 
The  need  of  U.S.  customers  for  such  services  does  not  stop  at  the  water's  edge. 
Commission  approval  has  already  been  given  to  several  U.S.  carriers  to  provide  new 
services  using  international  transmission  facilities  already  in  place.  Our  pcdicies 
should  continue  to  encourage  new  entrants  and  to  stimulate  competition  in  the 

Our  third  objective  should  be  to  provide  for  an  integrated  planning  mechanism 
that  embraces  both  cable  and  satellite  technologies.  Each  technology  has  character- 
istics that  suit  particular  communications  requirements.  Each  wUl  play  a  critical 
role  in  meeting  our  diverse  communications  needs. 
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The  integration  of  these  technologies  into  a  single  master  plan  is  complicated. 
Our  task  is  made  more  difTicult  by  our  fragmented  industry  structure  and  by  the 
difTerenC  processes  which  now  exist  for  the  international  planning  of  cable  and 
satellite  facilities. 

Individual  cable  facilities  are  typically  planned  on  a  region  by  r^ion  or  country 
bv  country  basis  according  to  the  cable's  potential  landing  points.  These  bilateral 
plans  are  not  always  coordinated  with  each  other.  They  are  even  more  rarely  linked 
to  the  satellite  plans  generated  and  implemented  by  Intelsat. 

Fourth,  we  should  strive  to  insulate  international  telecommunications  policy  from 
short-term  political  pressures.  International  communications  policj'  should,  however, 
take  into  account  important  foreign  policy  and  national  secunty  considerations. 

Finally,  I  believe  that  we  should  follow  the  basic  principle  enunciated  in  the 
domestic  area  by  both  S,  61 1  and  S,  622:  we  should  minimize  the  role  of  governmen- 
tal intervention.  Because  of  the  unique  structure  of  international  telecommuni 


tions,  all  governmental  responsibility  cannot  be  abdicated.  But  any  intervention  can 
and  should  be  carefully  focused.  To  the  extent  that  long-term  facilities  planning  can 
reduce  the  lilielihood  that  unnecessary  facilities  will  be  built,  and  to  the  extent  that 
new  service  providers  can  enter  the  market,  it  may  be  possible  to  reduce  the 
governmental  presence  significantly. 

1  would  now  like  to  turn  my  attention  to  the  legislation  now  before  you,  I  will 
address  my  remarks  primarily  to  S,  611  because  it  would  dramatically  change  the 
existing  situation, 

S.  611  focuses  on  two  major  issues  relating  to  international  facilities  planning.  It 
establishes  a  mechanism  tor  integrating  the  domestic  planning  of  international 
satellite  and  cable  facilities.  And  it  provides  for  a  single  entity  to  negotiate  with 
foreign  telecommunications  entities  in  the  facilities  planning  process. 

In  doing  so,  S.  611  would  effect  a  major  restructuring  of  our  international  carri- 
ers. In  particular  it  would  radically  alter  Comsat's  role  m  international  communica- 
tions. The  potential  benefits  should,  therefore,  be  carefully  weighed  against  the 
potential  costs,  including  the  impact  of  the  industry  restructuring.  This  proposal 
should  also  be  balanced  against  the  procedures  available  now  or  tnoae  that  might 
result  from  more  limited  amendments  to  the  1934  Act. 

The  requirement  for  greater  integration  of  cable  and  satellite  planning  is  funda- 
mental. Yet  given  the  present  state  of  technology  and  the  present  international 
institutional  framework  for  facilities  planning,  the  choice  between  cable  and  satel- 
lite facilities  will  not  be  made  by  marketplace  forces.  The  choices  will  be  made  on 
the  basis  of  sometimes  conflicting  business  and  government  analyses  of  needs  and 

The  threshold  question  raised  by  S.  611  is  what  should  be  the  primary  "focus"  for 
domestic  decisionmaking  with  respect  to  international  facilities.  Under  the  1934 
Act,  the  process  culminates  at  the  FCC  in  rulemaking  or  adjudicatory  proceedings 
based  upon  input  from  U.S.  operating  entities  and,  indirectly,  their  foreign  partners. 

By  contrast,  under  S,  611.  the  primary  responsibility  would  shift  to  a  new  private 
nonprofit  entity,  the  International  Facilities  Management  Corporation,  which  would 
not  own,  but  would  "plan,  construct,  manage,  and  operate  the  United  States  seg- 
ment of  all  international  transmission  facilities."  The  new  entity  would  proyide 
facilities,  not  services. 

Existing  carriers,  and  any  new  carriers  offering  international  service,  would 
continue  to  enter  into  operating  agreements  with  foreign  entities.  These  carriers 
would  apparently  participate  in  planning  international  facilities  through  a  process 
that  is  not  specified  in  detail  in  S,  611.  This  process,  like  other  activities  of  the 
entity,  would  be  under  the  general  supervision  of  the  entity's  board.  This  board 
would  be  comprised  of  representatives  of  the  carriers,  users,  and  the  general  public. 

The  Fee's  role  with  respect  to  international  facilities  planning  would  be  minor. 
The  FCC  would  t«  involved  only  if  and  when  "atier  hearing"  it  determined  the 
entity  had  exhibited  "a  pattern  of  mismanagement  and/or  imprudent  investment" 

With  its  diverse  constituent  board  and  its  direct  operational  reponsibitities,  the 
entity  represents  an  imaginative  attempt  to  place  operational  expertise  and  know- 
how  within  an  institutional  framework  designed  to  promote  the  public  interest.  But 
is  such  an  entity  clearly  more  likely  to  make  "better"  choices  among  alternative 
plans  than  the  FCC  now  can?  Before  any  new  entity  is  designated  as  the  key 
decisionmaker  in  the  facilities  planning  process,  we  should  be  reasonably  certain 
that  it  will  have  both  adequate  technical  expertise  and  resources  and  an  effective 
charter.  We  should  also  determine  whether  sufficient  procedural  safeguards  exist  to 
protect  the  vital  interests  of  the  public  in  obtaining  innovative  and  reliable  services 
at  the  lowest  possible  rates. 

On  the  procedural  side  S.  611  would  reduce  sutwtantially  the  degree  of  "public 
oversight"  of  private  entrepreneurial  decisions.  Key  disputes  are  now  resolved  in 
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open  proceeding.  Procedural  safeguardB  exist  to  assure  input  from  all  interested 
parties.  Review  procedures  are  available  to  those  who  disagree  with  the  outcome. 

Under  S.  611.  difTerencea  will  be  resolved  within  the  new  entity's  board  room.  As 
presently  drafted  there  do  not  appear  to  be  clear  review  mechanisms  to  determine  if 
the  interests  of  one  carrier,  one  class  of  carrier,  or  one  class  of  user  were  unfairly 
weighed  against  the  interests  of  others.  Given  the  importance  of  these  choices,  there 
is  much  to  be  as  if  for  making  this  deciaionmaking  process  actually  "pu^'c"  as 
opposed  to  internalizing  it  within  an  ostensibly  "public'  corporation. 

Beyond  these  procedural  questions,  1  think  it  is  essential  to  focus  on  the  extent  to 
which  the  proposed  alternative  would  provide  real  incentives  for  more  rational 
international  facilities  planning.  I  am  not  certain  that  the  single  entity  would 
actually  represent  an  improvement  over  existing  procedures  in  this  respect. 

As  a  part  of  Docket  18875,  the  FCC  proceeding  involving  planning  for  North 
Atlantic  telecommunications  services,  the  Commission  has  impressed  c~  


s  partners  our  belief  in  the  need  for  better  consultative  relationships.  > 

_.id  parties  now  understand  the  importance  we  attach  to  exchanges  or  infi. 

n  planning  methodologies  and  traffic  forecaating.  I  believe  that  we  would  not  have 


lade  such  progress  if  the  PCC  lacked  the  auUiority  to  reject  proposed  facilities 
"'"'"'  '  technical  iustifiCH*' 

_..,. _  _._..  .„ y  proposal  that  %  _..  _  . 

Commission's  authority  to  review  and  reject  facilities  plana.  Without  this  authoritr 


plans  on  the  baus  of  inadequate  economic  and  techni 
Based  on  this  experience  I  am  against  any  proposal  that  wotUd  eliminate  the 


we  would  lack  the  leverage  necessary  to  insist  on  a  more  rational  planning  process 
from  the  point  of  view  of  American  consumers.  While  S.  611  does  not  go  as  far  in 
this  direction  as  other  proposals,  it  does  limit  the  FCC's  role  in  the  faciuties  review 
and  planning  process. 

Under  S.  611  the  single  entity  might,  of  course,  "reject"  proposed  facilities.  The 
new  entity  might,  however,  place  heavy  emphasis  on  maintaining  harmonious  rela- 
tionships with  its  overseas  partners.  Short  term  concerns  for  maintaining  such 
amicable  relationships  might  overshadow  long  term  economic  or  technical  consider- 
ations.  Placing  the  burden  of  insisting  on  improved  planning  on  an  independent 
entity  like  the  FCC— which  has  no  ongoing  operating  or  Tmancial  relationships  to 
disrupt — has  some  obvious  advantages. 

If  tne  Congress  does  decide  to  adopt  the  single  entity  concept,  however,  I  stion^y 
believe  that  the  Commission  should  participate  more  fully  in  the  facility  planning 
process  than  is  provided  for  now  in  Section  248.  The  Commiaaion  should  have  some 

presence"  in  the  planning  process  itself  and  all  facilities  plans  should  be  submitted 
for  FCC  review, 

S.  611  also  attempts  to  provide  for  more  effective  representation  of  U.S.  interests 
overseas  in  the  planning  and  implementation  of  international  services. 

In  this  area  there  are  some  obvious  advantages  to  having  a  single  entity.  But  the 
benefits  may  be  limited. 

A  new  single  entity  is  unlikely  to  replace  AT&T  in  its  present  overveas  role  or  to 
simplify  substantially  present  correspondent  relationships.  AT&T  would  continue  to 
have  responsibility  for  overseas  telephone  services  which  represent  over  85%  of 
overseas  trafTic,  It  would  be  Che  entity  most  likely  to  have  the  information  and 
expertise  necessary  to  plan  for  such  services.  The  other  service  carrieis  would 
continue  to  have  operational  relationships  with  foreign  correspondents.  The  need 
for  multiple  service  arrangements  would,  therefore,  not  be  lessened. 

Under  S.  611.  the  single  entity  is  to  advise  and  assist  In  "establishing  and 
maintaining  operationg  agreements  or  other  relationships  with  foreign  entities." 
This  role  may  raise  some  difficult  issues. 

What  if,  for  example,  a  new  entrant  wanted  to  establish  correspondent  relation- 
ships but  established  carriers  opposed  this?  How  would  the  conflict  be  resolved 
within  the  new  entitjr?  Or  what  if  one  carrier  was  prepared  to  initiate  a  new  data 
processing  service  with  a  new  switching  technolo^  unavailable  to  other  carriers? 
Could  a  single  entity  effectively  participate  as  a  disinterested  representative  for  all 
the  parties  concerned? 

I  am  not  convinced  that  the  board  room  of  a  "public  corporation"  ia  the  most 
appropriate  place  for  resolving  such  issues. 

any  cases  the  problems  the  entity  would  have  to  struggle  with  are  "regula- 
-  '  quasi  governmental."  The  broader  public  policy  issues  may  be  too  complex 
e  effectively  dealt  with  by  the  part-time  public  members  of  ite  board.  Will  the 
proposed  single  entity  be  able  to  develop  an  expert  staiff  sufficiently  independent  of 
the  carriers  to  brine  an  unbiased  perspective  to  these  complex  matters? 

To  summarize,  the  single  entity  does  attempt  to  deal  with  important  and  real 
problems— integrating  cable  and  satellite  planning  and  increasing  the  effectiveneas 
representation  of  U.S.  carriers.  But  I  am  not  convinced  that  the  likely 
-atwlant--' 


benefits  are  suostantial. 
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If  the  benefits  are  uncertain,  the  many  practical  problems  in  implementing  the 
single  entity  concept  are  striking.  A  major  industry  reorganization  must  be  carried 
out.  Existing  carriers'  ownership  interests  must  be  identified  and  valued.  Disputes 
over  valuation  must  be  resolved.  New  operational  practices  must  be  developed.  A 
major  restructuring  of  Comsat  would  be  required  which  could  have  a  signiHcanl 
impact  on  its  financial  status  and  its  current  operations. 

If  the  benefits  of  a  single  entity  were  clear— or  were  to  become  more  evident  in 
the  future— I  would  not  hesitate  to  recommend  wrestling  in  detail  with  these 
serious  practical  problems. 

1  believe,  however,  that  before  we  commit  ourselves  to  the  single  entity  concept 
with  its  attendant  difficulties,  we  should  ask  ourselves  whether  our  present  proce- 
dure* are  preferable.  They  already  have  worked  more  effectively  ]n  the  past  year 
than  ever  before.  They  could,  moreover,  be  improved  by  some  specific  limited 
amendments  such  as  those  proposed  in  S.  622. 

As  the  Subcommittee  is  aware,  the  Commission  has  been  engaged  for  the  past 
several  years  In  an  efTort  to  identify  the  least  cost  facilities  plan  for  the  North 
Atlantic  region  for  the  period  19R0-1985  which  is  mutually  acceptable  to  all  parties 
concerned.  There  has  been  very  significant  prioress  to  date  on  developing  such  a 
plan.  But  perhaps  even  more  gratifying  have  been  the  efTorts  that  have  taken  place 
among  United  States,  European  and  Canadian  interests  to  improve  the  facilities 
planning  process  for  the  198S-1990  planning  period  and  beyond. 

In  March  of  this  year  at  a  meeting  on  the  North  Atlantic  consultative  process, 
several  steps  were  taken  which  should  facilitate  international  planning.  I  am  very 
hopeful  that  all  U.S.  entities— including  Comsat— will  cooperate  fully  in  these  proc- 

I  am  encouraged  by  this  progress  in  the  facilities  planning  area.  I  believe  we  are 
well  on  our  way  toward  solving  the  problems  that  marred  earlier  planning  efTorts.  I 
am  confident  that  we  will  be  able  to  have  similar  successes  as  we  entend  our  joint 
planning  efforts  to  other  regions  of  the  world. 

I  am  distressed,  however,  about  the  lack  of  progress  in  introducing  new  carriers 
and  new  services  into  the  marketplace.  For  example,  in  1977  the  Commission 
authorized  two  new  international  carriers.  Yet  European  entities  have  been  reluc- 
tant to  establish  correspondent  relationships  with  either  of  them. 

We  recognize,  of  course,  that  the  competitive  orientation  of  U.S.  telecommunica- 
tions policy  differs  from  that  of  our  overseas  ftartners.  There  is  a  need  for  a  better 
mutual  understanding  of  our  differing  policies,  just  as  there  is  a  need  for  genuine 
reciprocity  in  international  telecommunications  policy. 

International  comity  in  telecommunications  policy  is  a  two-way  street.  We  should 
accord  the  priorities  of  foreign  entities  the  same  due  regard  that  our  priorities  are 
afforded  in  their  forum.  But  we  must  also  seek  to  attain  real  reciprocity  in  our 
overseas  relationships — both  in  the  planning  process  and  in  the  implementation  of 

We  must  have  some  effective  mechanism  to  help  us  reach  this  goal.  1  believe  this 
mechanism  should  be  some  form  of  facilities  review  procedure, 

A  specilic  legislative  imprimatur  to  this  process  such  as  provided  by  Section  226 
of  S,  622  would  be  very  constructive.  It  would  emphasize  to  our  overseas  partners 
the  importance  we  attach  to  international  planning  and  to  real  equity  in  our 
telecommunications  relationships.  In  addition,  certain  amendments  to  the  1934  Act 
might  provide  a  clearer  definition  of  the  Commission's  role  and  of  the  procedures 
that  are  to  be  followed. 

I  do  not  believe  that  the  FCC  should  be  responsible  for  negotiating  for  specific 
facilities  or  operating  agreements.  But  the  FCC  should  be  able  to  discuss  with 
foreign  entities  issues  relating  to  the  overall  framework  for  international  services 
such  as  guidelines  for  facilities  plans  or  service  agreements.  In  addition,  our  approv- 
al should  still  be  required  for  specific  plans. 

I  would  welcome  an  amendment  to  the  1934  act  which  would  make  explicit  the 
Commission's  authority  to  consider  not  only  the  interest  of  foreign  entities  in  a 
particular  facilities  plan,  but  to  factor  in  as  well  the  nature  of  the  overall  reciprocal 
dealings  between  the  U.S.  and  foreign  nations.  We  might  also  be  directed  to  periodi- 
cally review  the  activities  of  the  international  service  carriers  including  their  corre- 
spondent relationships.  After  such  a  review  the  Commission  could  determine  wheth- 
er changes  would  enhance  the  goals  of  improved  facilities  planning  and  increased 
competition. 

Legislation  might  also  charge  us  to  reduce,  to  the  extent  practicable,  our  review  of 
individual  international  facilities  and  services,  A  more  general  certification  for 
overseas  activities  might  be  implemented.  At  the  same  time,  the  Commission  could 
be  given  discretion  to  substitute  broad  oversight,  where  appropriate,  for  existing 
circuit  by  circuit  and  tariff  by  tariff  review. 
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There  are  special  procedural  problems  involved  in  international  facilities  plan- 
ning. 1  would  support  appropriate  amendments,  such  as  those  found  in  S.  622.  which 
would  provide  additional  flexibility  to  the  Commission  as  to  how  we  consider  sensi* 
tive  international  issues. 

I  would  also  encourage  amendments  to  spur  competition  in  the  provision  of 
services.  In  particular,  I  strongly  support  the  deletion  of  Section  222.  The  United 
States  Court  of  Appeals  for  the  Second  Circuit  has  declared  that  it  had  "rarely  seen 
opacity  quite  as  dense"  as  Section  222.  It  urged  Congress  "to  clear  away  the  debris  it 
created  thirty-five  years  ago  '  '  '" 

I  believe  that  it  is  time  to  act.  In  view  of  the  Commission's  commitment  to 
competition  in  the  domestic  arena.  I  foresee  no  problem  in  erasing  the  confusing 
boundaries  between  domestic  and  international  carriers.  I  do  believe,  however,  that 
the  Commission  should  have  discretion  to  require,  where  necessary  and  appropriate, 
the  separation  of  domestic  and  international  carrier  activities  into  different  corpo- 
rate entities. 

Finally,  I  wish  to  reiterate  the  importance  of  insulating  international  Iclecommu- 
nications  policy  decisions  from  short  term  political  concerns.  Both  S.  611  and  S.  622 
recognize  this  critical  concern.  S.  622  provides  that  the  Commission  can  consult 
"with  appropriate  Executive  Branch  agencies  to  determine  the  foreign  policy  and 
national  security  implications"  of  proposed  facilities  plans.  This  provision,  together 
with  a  directive  to  the  Commission  to  consider  international  relations  in  its  review 
procedure  is  a  sounder  approach  than  leaving  the  facilities  review  process  under  the 
direct  supervision  of  the  Executive  Branch  where  It  might  be  distorted  by  concems 
with  the  day-to^ay  conduct  of  foreign  policy. 

Thus.  Mr.  Chairman,  I  would  not  favor  the  adoption  of  the  approach  outlined  in 
S.  611  at  this  time.  I  am  convinced  we  all  share  the  same  goals— those  set  out  so 
well  in  S.  611  and  S.  622.  I  believe,  however,  that  these  goals  are  more  lilcely  to  be 
achieved  through  our  present  procedures,  modified  to  some  extent. 

These  procedures  can  work — and  work  better.  All  the  major  participants  in  the 
process  seem  to  be  committed  to  developing  improved  consultative  relationships. 

The  next  eighteen  months  are  crucial  for  our  efforts  in  the  facilities  planning 
arena.  In  this  time  period  we  shell  discover  whether  the  past  insular  planning 
patterns— especially  for  satellite  Bervice8--~can  be  int^rat«cl  into  a  new  facilities 
planning  process. 

Our  processes  would  be  aided  by  the  amendments  to  the  1934  Act  which  I 
described  above.  But  I  am  certainly  prepared  to  revisit  the  proposal  outlined  in 
S.  611  if  our  best  hopes  for  the  planning  process  are  not  realized. 

Thank  you  very  much  for  the  opportunity  which  you  have  given  me  to  present  my 
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views  to  the  Subcommittee.  I  am  ready  to  be  of  any  assistance  possible 

efforts  to  improve  our  international  telecommunications  policymaking  for  the  1980's 

and  1990's. 

Senator  Hollings.  Mrs.  Phillips? 

Mrs,  Pmilups.  Thank  you. 

I  am  pleased  to  appear  on  behalf  of  the  Department  of  State  to 
testify  on  S,  611  and  S,  622,  designed  to  amend  the  Communica- 
tions Act  of  1934.  My  views  are  only  those  of  the  Department,  not 
the  administration. 

S.  611  proposes  some  sweeping  changes  in  the  management  and 
negotiation  of  international  facilities,  and  my  remarks  will  be  pri- 
marily addressed  to  these  changes  and  what  my  Department  per- 
ceives to  be  their  probable  effect.  Facilities  planning  and  n^otiat- 
ing  have  been  matters  of  widespread  concern  in  recent  years,  and 
we  welcome  the  time,  effort,  and  attention  that  have  gone  into 
devising  the  approach  outlined  in  this  bill. 

It  is  the  considered  opinion  of  my  Department,  however,  that  the 
arrangements  provided  by  this  bill  will  not  succeed  in  reaching 
their  stated  purpose. 

The  bill  would  establish  an  International  Facilities  Management 
Corporation  whose  authority  would  include  the  planning,  construc- 
tion, management,  and  operation  of  the  U.S.  segment  of  all  inter- 
national transmission  facilities  and  participation  as  the  designated 
U.S.  representative  in  all  planning  and  negotiations  with  uireign 
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entities,  except  for  Inmarsat,  concerning  construction,  operation 
and  use  of  facilities.  These  are  attributes  of  national  posts,  tele- 
phone and  telegraph  ministry,  PTT;  and  it  appears  to  be  the  inten- 
tion of  the  bill  to  create  a  U.S.  counterpart  to  foreign  administra- 
tions. 

We  are  cognizant  of  the  need  to  be  able  to  negotiate  effectively 
with  foreign  administrations,  but  we  do  not  believe  that  the  organi- 
zation of  foreign  entities  provides  a  suitable  model  for  the  U.S. 
telecommunications  industry. 

The  establishment  of  a  single  entity  v^ould  be  a  drastic  step, 
involving  rather  complex  legal  issues,  which  would  still  leave  a 
number  of  areas  of  uncertainty.  In  testimony  before  another  com- 
mittee of  the  Congress,  the  State  Department  has  gone  on  record 
as  favoring  an  executive  branch /FCC/carrier  task  force  to  develop 
facilities  plans  in  consultation  with  foreign  governments.  The  De- 
partment continues  to  believe  that  such  a  task  force  represents  a 
preferable  mechanism  for  insuring  that  U.S.  policies  and  concerns 
are  given  international  consideration  and  that  U.S.  plans  reflect 
consideration  of  the  concerns  of  foreign  correspondents. 

We  also  believe  that  the  Departments  of  State  and  Defense 
should  enjoy  full  membership  in  the  task  force  to  provide  foreign 
policy  and  national  security  perspectives  to  its  proceedings. 

I  would  like  to  turn  to  specific  sections  of  the  bill. 

Section  102(a)  expands  the  FCC's  jurisdiction  to  include  all  com- 
merce in  telecommunications  and  electronics  equipment  and  serv- 
ices, information  software,  and  information  services.  Inasmuch  as 
such  equipment  and  services  play  a  significant  role  in  U.S.  exports 
and,  in  most  cases,  are  already  subject  to  Federal  laws,  regulations 
and  guidelines,  we  believe  that  consideration  should  be  given  to 
limiting  this  extension  to  domestic  commerce,  if  any  such  jurisdic- 
tion is  warranted. 

Section  103(34)  gives  a  definition  of  telecommunications  which 
departs  from  that  incorporated  in  the  International  Telecommuni- 
cations Convention  1973,  which  says:  "Any  transmission,  emission 
or  reception  of  signs,  writing,  images  and  sounds  or  intelligence  of 
any  nature  by  wire,  radio,  optical  or  other  electromagnetic  sys- 
tems." 

The  United  States  is  a  party  to  this  Convention,  along  with  153 
other  governments,  and  we  believe  we  should  adhere  to  this  defini- 
tion. We  are  sympathetic  to  the  Commission's  desire  to  have  this 
legislation  address  the  many  new  issues  and  concerns  appearing 
under  the  rubric  of  information.  We  believe  that,  perhaps,  a  sepa- 
rate definition  of  information  would  meet  this  desire,  and  we  would 
be  pleased  to  assist  the  committee  in  developing  one. 

Section  242  establishes  the  corporation  which  would  manage,  but 
not  own,  all  U.S.  international  facilities.  The  divorce  of  ownership 
and  management  is  not  necessarily  an  inherent  impediment  to 
effective  operation.  The  very  diversity  of  interests,  however,  which 
must  be  reconciled  within  the  corporation,  including  the  business 
judgments  of  the  management  which,  on  occasion,  would  inevitably 
conflict  with  the  interests  of  end-users,  leads  us  to  question  the 
corporation's  ability  to  arrive  at  effective  negotiating  positions, 
other  than  at  the  lowest  common  denominator.  When  it  is  recalled 
that  one  of  the  principal  motives  for  establishing  the  corporation  is 
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to  provide  the  United  States  with  more  n^otiating  clout,  this 
question  takes  on  more  importance. 

The  merging  of  U.S.  international  facilities  envisaged  by  the  bill, 
which  is  supposed  to  permit  the  corporation  to  deal  with  foreign 
counterparts  on  a  one-to-one  basis,  appears,  on  the  contrary,  to 
involve  a  new  multiplicity  of  U.S.  institutions:  The  executive 
branch,  the  FCC;  the  Corporation;  the  Consortium;  and  the  carri- 
ers. 

Since  the  carriers  would  continue  to  negotiate  operating  agree- 
ments, the  corporation  would  negotiate  facilities  plans,  and  inter- 
governmental discussions  would  inevitably  continue  in  one  form  or 
another,  there  would  appear  to  be  more,  rather  than  fewer,  risks  of 
misunderstanding. 

For  both  of  these  reasons  we  favor  the  task  force  which  would 
establish  overall  plans  within  the  carriers  would  be  free  to  pursue 
their  own  aims,  subject  only  to  oversight  confined  to  ratemaking 
considerations. 

Section  243  prescribes  the  composition  of  the  corporation's  board 
of  directors.  It  reflects  a  concern  for  balancing  the  interests  of 
carriers,  end-users,  and  the  Government.  It  does  not  appear  to  us, 
however,  to  insure  a  suitable  representation  of  the  technolc^y  of 
satellite  transmission.  I  will  return  to  the  matter  of  satellite  policy 
when  I  discuss  title  VI.  If  such  a  corporation  were  to  be  estab- 
lished, we  believe  that  at  least  one  directorship  should  be  reserved 
for  the  representation  of  satellite  interests. 

Section  247  provides  generally  for  presidentied  supervision  and 
instruction  of  the  corporation  in  connection  with  its  relationships 
and  activities  with  foreign  and  international  bodies.  We  support 
this  concept  as  necessary  to  insure  continuity  of  foreign  policy. 

We  believe,  however,  that  the  specific  coordinating  role  of  the 
State  Department  should  be  made  explicit.  This  seems  especially 
desirable  for  us  in  that  a  specific  role  for  NASA  and  an  implied 
role  for  NTIA  are  outlined  in  this  section. 

Section  248  of  the  bill,  while  enjoining  the  FCC  to  give  due 
regard  to  foreign  relations  considerations,  would  give  the  Commis- 
sion substantial  review  authority  over  the  actions  of  the  corpora- 
tion. This  means  that  any  negotiations  between  the  corporation 
and  one  or  more  foreign  administrations  would  necessarily  zissume 
a  tentative  character,  potentially  reviewable  and  reversible  by  the 
Commission. 

As  the  findings  in  section  241  recognize,  international  telecom- 
munications facilities  and  services  represent  joint  undertakings.  By 
their  inherent  nature,  agreements  establishing  such  facilities  and 
services  must  reflect  some  accommodation  by  each  of  the  parties. 
We  would  seek  a  valid  negotiating  process  where  the  broad  range 
of  U.S.  interests  could  be  furthered.  The  authority  of  such  a  process 
would  be  enhanced  by  language  clearly  limiting  the  Commission's 
oversight  to  the  ratemaking  aspects  of  the  U.S.  share  of  interna- 
tional facilities  and  services. 

Section  249  recc^nizes  the  foreign  relations  implications  of  tele- 
communications negotiations.  We  support  this  language  and  assure 
the  committee  that  the  Department  would  endeavor  to  play  as 
helpful  a  role  as  possible,  if  the  corporation  were  to  be  established. 
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Title  V,  establishing  a  national  commission  on  spectrum  manage- 
ment, appears  to  us  to  be  primarily  a  domestic  matter.  We  would, 
of  course,  monitor  its  activities  to  insure  consistency  with  U.S. 
obligations  to  the  International  Telecommunication  Union  and 
other  interested  bodies,  but  we  believe  that  the  Commission  and 
the  National  Telecommunications  and  Information  Administration 
are  in  a  better  position  than  we  to  comment  upon  this  proposal. 

Section  603  would  repeal  titles  I  through  IV  of  the  Communica- 
tions Satellite  Act  of  1962.  The  Department  believes  that  the  poli- 
cies and  mechanisms  embodied  in  the  Comsat  Act  have  succeeded 
in  fostering  a  global,  efficient,  and  commercially  sound  telecommu- 
nications satellite  system.  To  repeal  title  I  without  reaffirming  our 
commitments  to  Intelsat  would  place  this  policy  and  U.S.  commit- 
ment to  it  in  doubt.  It  would  also  result  in  uncertainty  with  respect 
to  the  U.S.  role  in  satellite  organizations  and  our  ongoing  relations 
with  them. 

I  would  like  to  mention  a  matter  not  addressed  by  the  bill.  The 
Department  favors  amending  the  Communications  Act  to  authorize 
foreign  governments,  under  certain  conditions,  to  operate  base  and 
mobile  stations  within  30  miles  of  their  diplomatic  missions  in 
Washington.  At  issue  is  the  granting  of  reciprocEil  privileges  by 
some  countries  to  permit  similar  operations  by  our  embassies  to 
effect  better  protection  of  the  Ambassador  and  other  U.S.  Govern- 
ment personnel.  We  respectfully  urge  that  the  committee  consider 
such  £in  amendment. 

Before  turning  to  S.  622,  I  would  like  to  comment  on  the  bill's 
finding  that  there  is  fragmentation  and  duplication  of  U.S.  repre- 
sentation in  international  telecommunications  activities.  Executive 
Order  12046,  promulgated  last  year,  is  designed  to  ensure  the  co- 
ordinated development  and  execution  of  international  telecommu- 
nications policy  within  the  context  of  our  overall  foreign  policy 
objectives.  We  worked  closely  with  the  White  House  staff  and 
concerned  Federal  agencies  in  developing  the  Executive  order,  and 
we  have  continued  to  collaborate  in  achieving  its  aims. 

I  will  submit  the  rest  of  my  testimony  for  the  record. 

Senator  HollingS.  Thank  you. 

[The  statement  follows:] 


Mr.  Chairman.  1  am  pleased  to  appear  on  behalf  of  the  Department  of  State  to 
testify  on  S.  611  and  S.  622  designed  to  amend  the  Communications  Act  of  1934.  My 
views  are  only  those  of  the  Department,  not  the  Administration. 

S,  611  proposes  some  sweeping  changes  in  the  management  and  negotiation  of 
international  facilities  end  my  remarks  wilt  be  primarily  addressed  to  these  changes 
and  what  my  Department  perceives  to  be  their  probable  effect.  Facilities  planning 
and  negotiating  have  been  matters  of  widespread  concern  in  recent  years  and  we 
welcome  the  time,  effort,  and  attention  that  have  gone  into  devising  the  approach 
outlined  in  this  bill.  It  is  the  considered  opinion  of  my  Department,  however,  that 
the  arrangements  provided  by  this  bill  will  not  succeed  in  reaching  their  stated 

ilie  bill  would  establish  an  International  Facilities  Management  Corporation 
whose  authority  would  include  the  planning,  construction,  management  and  oper- 
ation of  the  United  States  segment  of  ell  international  transmission  facilities  and 
participation  as  the  designated  United  States  representative  in  all  planning  and 
nc^tiations  with  foreign  entities  (save  INMARSAT)  concerning  construction,  oper- 
ation and  use  of  facilities.  These  are  attributes  of  a  national  posts,  telephone  and 
telegraph  ministry  (PTT).  and  it  appears  to  be  the  intention  of  the  bill  to  create  a 
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United  States  counterpart  to  foreign  adminiHtrations.  We  are  cogn'aant  of  the  need 
to  be  able  to  negotiate  effectively  with  foreign  administrations,  but  we  do  not 
believe  that  the  organization  of  foreign  entities  provides  a  suitable  model  for  the 
United  States  telecommunications  industry.  The  establishment  of  a  single  entity 
would  be  a  drastic  step,  involving  rather  complen  legal  issues,  which  would  still 
leave  a  number  of  areas  of  uncertainty.  In  testimony  before  another  committee  of 
the  Congress,  the  Department  has  gone  on  record  as  favoring  an  Executive  Branch/ 
FCC/carrier  Tasli  Force  to  develop  facilities  plans  in  consultation  with  foreign 
governments.  The  Department  continues  to  believe  that  such  a  Task  Force  repre- 
sents a  preferable  mechanism  for  ensuring  that  United  States  policies  and  concerns 
are  given  international  consideration  and  that  U.S.  plans  reflect  consideration  of 
the  concerns  of  foreign  correspondents.  We  also  believe  that  the  Departments  of 
State  and  Defense  should  enjoy  full  membership  in  the  Task  Force  to  provide 
foreign  policy  and  national  security  perspectives  to  its  proceedings. 

If  1  may  refer  to  specific  sections  of  the  bill: 

Section  102(bI  expands  the  Federal  Communications  Commission's  jurisdiction  to 
include  all  commerce  in  telecommunications  and  electronics  equipment  and  serv- 
ices, information  software,  and  information  services.  Inasmuch  as  such  equipment 
and  services  play  a  significant  role  in  U.S.  exports  and,  in  most  cases,  are  already 
subject  to  federal  laws,  regulations  and  guidelines,  we  believe  that  consideration 
should  be  given  to  limiting  this  extension  to  domestic  commerce,  if  any  such 
jurisdiction  is  warranted. 

Section  103(341  gives  a  definition  of  telecommunications  which  departs  from  that 
incorporated  in  the  International  Telecommunication  Convention  (Malaga-Torremo- 
linos.  1973),  viz:  "Any  transmission,  emission  or  reception  of  signs,  writing,  images 
and  sounds  or  intelligence  of  any  nature  by  wire,  radio,  optical  or  other  electromag- 
netic systems."  The  United  States  is  a  party  to  this  Convention,  along  with  1^ 
other  governments,  and  we  believe  we  should  adhere  to  this  definition.  We  are 
sympa&etic  to  the  Committee's  desire  to  have  this  legislation  address  the  many 
new  issues  and  concerns  appearing  under  the  rubric  of  "information."  We  believe 
that,  perhaps,  a  separate  definition  of  "information"  would  meet  this  desire  and  we 
would  be  pleased  to  assist  the  Committee  in  developing  one. 

Section  242  establishes  the  Corporation  which  would  manage,  but  not  own,  all 
United  States  international  facilities.  The  divorce  of  ownership  and  management  is 
not  necessarily  an  inherent  impediment  to  effective  operation.  The  very  diversity  of 
interests,  however,  which  must  be  reconciled  within  the  Corporation,  including  the 
business  judgments  of  the  management  which,  on  occasion,  would  inevitably  conflirt 
with  the  interests  of  end-users,  leads  us  to  question  the  Corporation's  ability  to 
arrive  at  effective  negotiating  positions,  other  than  at  the  lowest  common  denomina- 
tor. When  it  is  recalled  that  one  of  the  principal  motives  for  establishing  the 
Corporation  is  to  provide  the  U.S.  with  more  negotiating  clout,  this  question  takes 
on  more  importance. 

The  merging  of  United  States  international  facilities  envisaged  by  the  bill,  osten- 
sibly to  permit  the  Corporation  to  deal  with  foreign  counterparts  on  a  one-to-one 
basis,  appears,  on  the  contrary,  to  involve  a  new  multiplicity  of  U.S.  institutions:  the 
Executive  Branch;  the  Federal  Communications  Commission:  the  Corporation;  the 
Consortium;  and  the  carriers.  Since  the  carriers  would  continue  to  negotiate  operat- 
ing agreements,  the  Corporation  would  negotiate  facilities  plans,  and  intergovern- 
mental discussions  would  inevitably  continue  in  one  form  or  another,  there  would 
appear  U>  be  more  rather  than  fewer  risks  of  misunderstanding.  For  both  of  these 
reasons  we  favor  the  Task  Force  which  would  establish  overall  plans  within  which 
the  carriers  would  be  free  to  pursue  their  own  aims,  subject  only  to  ovenight 
confined  to  ratemaking  considerations. 

Section  243  prescribes  the  composition  of  the  Corporation's  Board  of  Directors.  It 
reflects  a  concern  for  balancing  tne  interests  of  carriers,  end-users  and  the  Govern- 
ment. It  does  not  appear  to  us,  however,  to  ensure  a  suitable  representation  of  the 
technology  of  satellite  transmission,  l.will  return  to  the  matter  of  satellite  policy 
when  1  discuss  Title  VI.  If  such  a  Corporation  were  to  be  established,  we  believe 
that  at  least  one  directorship  should  be  reserved  for  the  representation  of  satellite 
interests. 

Section  247  provides  generally  for  Presidential  supervision  and  instruction  of  the 
Corporation  in  connection  with  its  relationships  and  activities  with  foreign  and 
international  bodies.  We  support  this  concept  as  necessary  to  ensure  continuity  of 
foreign  policy.  We  believe,  however,  that  the  specific  coordinating  role  of  the  State 
Department  should  be  made  explicit.  This  seems  especially  desir^le  to  ua  in  that  a 
specific  role  for  NASA  and  an  implied  role  for  NTIA  are  outlined  in  this  MCtion. 
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substantial  review  authority  over  the  actions  of  the  Corporation.  This  means  that 
any  negotiations  between  the  Corporation  and  one  or  more  foreign  administrations 
would  necessarily  assume  a  tentative  character,  potentially  reviewable  and  revers- 
ible by  the  Commigsion.  As  the  findings  in  Section  241  recognize,  international 
telecommunications  facilities  and  services  represent  joint  undertakings.  By  their 
inherent  nature,  agreements  estabhshing  suck  facilities  and  services  must  reflect 
some  accommodation  by  each  of  the  parties.  We  would  seek  a  valid  negotiating 
process  where  the  broad  range  of  United  States  interests  could  be  furthered.  The 
authority  of  such  a  process  would  be  enhanced  by  language  clearly  limiting  the 
Commission's  oversight  to  the  ratemaking  aBpects  of  the  U.S.  share  of  international 
facilities  and  services. 

Section  249  recognizes  the  foreign  relations  implications  of  telecommunications 
negotiations.  We  support  this  language  and  assure  the  Committee  that  the  Depart- 
ment would  endeavor  to  play  as  helpful  a  role  as  possible,  if  the  Corporation  were  to 
be  established. 

Title  V.  establishing  a  National  Commission  on  Spectrum  Management,  appears 
to  us  to  be  primarily  a  domestic  matter.  We  would,  of  course,  monitor  its  activities 
to  ensure  consistency  with  U.S.  obligations  to  the  International  Telecommunication 
Union  and  other  interested  bodies,  hut  we  believe  that  the  Commission  and  the 
National  Telecommunications  and  Information  Administration  are  in  a  better  posi- 
tion than  we  to  comment  upon  this  proposal. 

Section  603  would  repeal  Titles  I  through  IV  of  the  Communications  Satellite  Act 
of  1962.  The  Department  believes  that  the  policies  and  mechanisms  embodied  in  the 
ComSat  Act  have  succeeded  in  fostering  a  global,  eflicient,  and  commercially  sound 
telecommunications  satellite  system.  To  repeal  Title  1  without  reaffirming  our  com- 
mitments to  INTELSAT  would  place  this  policy  and  United  States  commitment  to  it 
in  doubt.  It  would  also  result  in  uncertainty  with  respect  to  the  United  States  role 
in  satellite  organizations  and  our  ongoing  relations  with  them. 

I  would  like  to  mention  a  matter  not  addressed  by  the  bill.  The  Department 
favors  amending  the  Communications  Act  to  authorize  foreign  governments,  under 
certain  conditions,  to  operate  base  and  mobile  stations  within  thirty  miles  of  their 
diplomatic  missions  in  Washington.  At  issue  is  the  granting  of  reciprocal  privileges 
by  some  countries  to  permit  similar  operations  by  our  embassies  to  effect  better 
protection  of  the  Ambassador  and  other  U.S.  Government  personnel  We  respectful- 
ly urge  that  the  Committee  consider  such  an  amendment. 

Before  turning  to  S.  622,  I  would  like  to  comment  on  the  bill's  finding  that  there 
is  "fragmentation  and  duplication  of  United  States  representation"  in  international 
telecommunications  activities.  Executive  Order  12046.  promulgated  last  year,  is 
designed  to  ensure  the  coordinated  development  and  execution  of  international 
telecommunications  policy  within  the  context  of  our  overall  foreign  policy  objec- 
tives. We  worked  closely  with  the  White  House  stafT  and  concerned  federal  agencies 
in  developing  the  Executive  Order  and  we  have  continued  to  collaborate  in  achiev- 
ing its  aims. 

I  would  tike  to  address  two  points  in  S.  622,  which  affect  our  foreign  policy 
interests:  the  facilities  planning  mechanism  and  the  selection  of  delegations  t<> 
international  meetings.  The  planning  process  foreseen  by  the  bill  is,  in  many  ways, 
similar  to  the  consultation  and  planning  process  evolving  at  present  under  existing 
legislation.  While  we  have  many  reasons  for  optimism  with  respect  to  what  is  now 
evolving,  we  favor  the  Task  Force  approach  as  I  explained  earlier.  The  Task  Force 
approach  permita  the  Executive  Branch  to  inject  foreign  policy  and  national  secu- 
rity considerations  into  the  process  at  an  early  date  rather  than  waiting  for  the 
Commission  to  decide  when  an  issue  was  sufliciently  ripe  to  warrant  consultation 
with  the  Executive  Branch. 

Before  leaving  the  subject  of  facilities  planning,  I  should  like  to  mention  Section 
226(4Kfi  which  extends  the  overBight  of  the  President  to  facilities  planning.  We 
appreciate  the  diversity  of  opinion  which  currently  exists  as  to  the  extent  to  which 
State  Department  guidance  to  ComSat  is  binding  and  we  appreciate  the  manner  in 
which  this  language  would  ensure  that  national  security  and  foreign  policy  consid- 
erations could  be  applied  to  all  categories  of  international  facilities.  I  should  under- 
score, however,  that  its  successful  implementation  Will  require  a  continuation  of  the 
spirit  of  coorperation  and  mutual  respect  which  has  characterized  ComSat's  rela- 
tionship with  the  Government  up  to  the  present. 

Section  22S(i)ie)  covers  the  selection  of  delegates  to  international  telecommunica- 
tions meeting.  Sub-section  (2)  appears  to  impinge  upon  the  discretion  of  the  Secre- 
tary of  State  in  accrediting  delegations.  The  substitution  of  "may"  for  "shail"  would 
recognize  his  authority.  I  would  hasten  to  add  that  representatives  of  other  interest- 
ed agencies  are  frequently  nominated  to  our  delegations  where  their  expertise  is 
very  useful. 
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Section  226(gK3)  is  apparently  directed  at  the  recently-adopted  Department  Guide- 
lines on  Participation  of  Private  Sector  Representatives  on  U.S.  Delegations.  The 
Department's  Guidelines  do  not  prohibit  the  participation  of  private  sector  repre- 
sentatives on  United  States  delegations  to  international  telecommunications  confer- 
ences. Indeed,  they  specifically  recogniTe  the  important  role  of  such  representatives, 
and  they  permit  such  representatives  to  explain  technical  or  factual  points.  The 
Guidelines  do  prohibit  private  sector  representatives  from  negotiating  for  or  speak- 
ing on  behalf  of  the  United  States,  In  this  respect,  I  note  that  a  major  purpose  of 
the  Guidelines  was  to  ensure  that  private  sector  representatives  would  not  be 
considered  special  government  employees  and  thus  subject  to  conflict  of  interest 

Section  2264g)(3l  is  apparently  intended  to  allow  private  sector  individuals  to  serve 
as  special  government  employees,  i.e..  to  negotiate  for  or  represent  the  United 
States,  without  being  subject  to  the  federal  conflict  of  interest  laws.  We  think  a 
blanket  exception  of  this  sort  would  convey  an  appearance  of  impropriety. 

We  believe  that  in  most  international  telecommunications  meetings  the  United 
States  has  an  adequate  number  of  highly  qualified  government  employees  to  repre- 
sent its  interests;  in  these  meetings,  the  proper  role  of  private  sector  representatives 
is  to  provide  the  responsible  U.S.  Government  officials  with  on-the-spot  views  and 
information  based  on  their  private  perspectives. 

We  recognize,  however,  tnat  In  a  very  few  cases— meetings  of  a  highly  technical 
nature  such  as  the  International  Radio  Consultative  Committee  <OCIRI — overall 
U.S.  interests  might  better  be  served  by  allowing  private  sector  experts  to  speak  on 
behalf  of  the  United  States.  We  are  thus  prepared  to  support  a  limited  statutory 
exception  to  the  conflict  of  interest  statutes  in  these  cases,  subject  to  a  determina- 
tion in  each  case  that  there  is  no  significant  real  conflict  of  interest  and  that  the 
national  interest  in  the  individuals'  acting  on  behalf  of  the  United  States — deriving, 
for  instance,  from  the  tack  of  a  government  employee  qualified  to  represent  the 
U.S.— justifies  the  individuals'  official  participation  not  withstanding  his  or  her 
outside  interests  or  affiliations.  Under  such  a  statute,  we  would  expect  to  make 
public  any  exceptions  made  and,  of  course,  any  private  sector  individual  would 
continue  to  be  subject  to  the  authority  of  the  head  of  delegation  and  obliged  to 
adhere  to  the  official  U.S.  position. 

We  believe  that  the  section  as  presently  drafted  presents  serious  problems.  For 
example,  as  ]  mentioned  earlier,  it  implies  that  private  sector  representatives  are 
not  now  members  of  United  States  delegations,  which  is  not  the  case.  Also,  while  an 
exception  Is  made  with  respect  to  Section  207  of  the  United  States  Code,  other 
applicable  sections  of  the  confiict  of  interest  statutes  are  not  included.  We  and 
representatives  of  the  Department  of  Justice  would  be  happy  to  work  with  your 
Committee  to  achieve  satisfactory  resolution  of  these  questions. 

Sub-section  (h)  recognizes  the  vital  importance  of  information  and  telecommunica- 
tions services  in  the  domestic  and  international  economies  and  proposes  a  Presiden- 
tial policy  study.  In  the  past  two  years,  the  Executive  Branch  has  assigned  a  higher 
priority  to  these  issues  and  had  adopted  new  organizational  approaches.  These  are 
reflected,  for  example,  in  the  assignment  of  overall  responsibility  for  the  implemen- 
tation of  international  communications  policy  to  the  Deputy  Secretary  of  State,  the 
establishment  of  the  International  Communication  Agency,  the  establishment  of  ijte 
National  Telecommunications  and  Information  Administration,  and  the  establishe- 
ment  of  a  National  Security  Council  Working  Group  on  International  Communica- 
tions Policy.  These  changes,  t<^ether  with  a  discussion  of  major  communications 
issues  facing  the  United  States,  are  contained  in  a  report  submitted  to  the  Congress 
earlier  this  year  pursuant  to  Section  601  of  Public  Law  95-426.  We  are  actively 

Cirsuing  aspects  of  commnuications  policy  in  a  variety  of  forums,  ranging  from 
NESCO  through  the  International  'Telecommunication  Union  and  the  Organiza- 
tion for  Economic  Co-operation  and  Development,  and  would  be  pleased  to  discuss 
with  the  Committee  at  its  CI 


(The  following  information  was  subsequently  received  for  the 
record:] 

Departmbnt  op  Statb, 
Washington.  D.C..  July  S.  1979. 
Hon.  Barry  Gold  water. 
U.S.  Senate. 
Washington.  B.C. 

Dear  Senator  Golowater:  This  is  in  reponse  to  your  letter  of  May  25  requeating 
an  answer  to  the  following  question: 

Would  Section  226(g)  of  S  622  allow  ComSat  to  be  a  member  of  the  United  States 
delegation  to  the  Assembly  of  Parties  of  Intelsat  and  permit  those  delegates  to 
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~,  apeak  at  such  meetings?  If  not,  please  provide  alternative  language  which  would 
^  allow  ComSat  to  participate  in  such  meetings. 

Section  226(g)  is  not  necessary  to  allow  Q>mSat  to  be  a  member  of  United  States 
'  delegations  to  the  Assembly  of  Parties.  ComSat  has,  In  fact,  been  invited  to  partici- 
'.   pate  and  has  served  on  United  States  del^ations  to  the  four  Meetings  of  the 
'    ABWmbly  of  Parties  held   to  date.   Owing  to  ComSat's  practical  experience  and 
I    expertise,  we  would  anticipate  inviting  it  to  participate  in  future  del^ations. 
'       The  nature  of  such  participation  has  been  discussed  with  ComSat  in  recent 
months,  owing  to  a  review  by  the  Departments  of  State  and  Justice  of  delegation 
selection  and  organization  practices  and  the  issuance  of  guidelines  for  the  psrtidpa- 
.    tion  of  individuals  from  the  private  sector  in  United  States  delegations  to  interna- 
tional  conferences.   Under  these  guidelines,  advisers   from   private  industry   may 
speak  to  address  or  explain  technical  or  factual  points.  They  may  not,  however, 
speak  on  behalf  of  the  United  States  or  engage  in  intergovernmental  negotiations. 
The  legal  rationale  for  these  constraints  is  found  in  the  conflict  of  interest  statutes. 
(I   would   add  that  these   constraints   in   no  way   impinge   upon   a   private   sector 
adviser's  right  to  advise  the  head  of  delegation.) 

In  my  May  9  testimony  (excerpt  enclosed),  I  pointed  out  that  a  blanket  exception 
to  the  conflict  of  interest  statutes  posed  a  problem  for  my  Department.  We  are 
prepared  to  support  limited  exceptions  designed  to  meet  particular  problems,  such 
as  United  States  participation  in  the  proceedings  of  the  International  Telecommuni- 
cation Union's  International  Consultative  Committees  where  issues  of  a  highly 
technical  nature  are  discussed.  We  do  not  believe  the  Assembly  of  Parties  flts  these 
circumstances. 

In  considering  the  above,  it  is  well  to  take  into  account  the  differing  natures  of 
meetings  of  the  Board  of  Governors  of  INTEI£AT  and  of  the  Assembly  of  Parties. 
In  the  former,  the  United  States  is  represented  by  ComSat  as  its  designated  entity; 
the  Board  considers  technical,  operational  and  financial  issues  arising  out  of  the 
designated  entity's  obligations  pursuant  to  Che  INTELSAT  Operating  Agreement. 
With  respect  to  the  latter,  however.  Article  Vli  of  the  INTELSAT  Intergovernmen- 
tal Agreement  specifies  that  the  Assembly  ".  .  .  shall  give  consideration  to  those 
aspects  of  INTEl£AT  which  are  primarily  of  interest  to  the  Parties  as  sovereign 
States."  We  believe  that  in  these  circumstances  the  United  States  should  be  repre- 
sented by  government  officials  rather  than  private  citizens  employed  by  a  corpora- 
tion operating  for  proflt,  notwithstanding  the  Ck)ngressionar  mandate  given  to 
ComSat  in  respect  of  INTELSAT.  For  this  reason,  we  would  be  reluctant,  even  if 
authorized  to  do  so,  to  name  employees  of  (ComSat  to  United  States  delegations  to 
the  Assembly  of  Parties  in  the  capacities  of  Representative  or  alternate  Representa- 
tive. On  the  other  hand,  we  are  prepared  to  make  every  other  reasonable  eflbrt  to 
reflect  the  unique  status  'of  ComSat  and  the  importance  attached  to  that  status  by 
the  United  States  Government. 

I  hope  these  considerations  will  lead  you  to  agree  with  us  that  the  current 
arrangements  for  ComSat's  participation  at  the  Assembly  of  Parties  are  appropri- 
ate. Nonetheless  should  you  wish,  representatives  of  the  Department  would  be 
willing  to  meet  with  you  to  discuss  further  your  concerns  regarding  the  application 
of  our  guidelines  to  Aiwembly  of  Parties  del^ations. 
Sincerely  yours, 

Ruth  H,  Phillips, 
Deputy  Assistanl  Secretary. 
Enclosure:  Excerpt  from  May  9  Testimony. 

Section  226(4l(g)  covers  the  selection  of  delegates  to  international  telecommunica- 
tions meetings.  Sub-section  (2)  appears  to  impinge  upon  the  discretion  of  the  Secre- 
tary of  State  in  accrediting  delegations.  The  substitution  of  "may"  for  "shall"  would 
recognize  his  authority.  I  would  hasten  to  add  that  representatives  of  other  interest- 
ed agencies  are  frequently  nominated  to  our  del^ations  where  their  expertise  is 
very  useful. 

Section  226(gX3)  is  apparently  directed  at  the  recently-adopted  Department  Guide- 
lines on  Participation  of  Private  Sector  Representatives  on  U.S.  Delegations.  The 
Department's  Guidelines  do  not  prohibit  the  participation  of  private  sector  repre- 
sentatives on  United  States  delegations  to  international  telecommunications  confer- 
ences. Indeed,  they  specifically  recognize  the  important  role  of  such  representatives, 
and  they  permit  such  representatives  to  explain  technical  or  factual  points.  The 
Guidelines  do  prohibit  private  sector  representatives  from  negotiating  for  or  speak- 
ing on  behalf  of  the  United  States.  In  this  respect,  I  note  that  a  major  purpose  of 
the  Guidelines  was  to  ensure  that  private  sector  representatives  would  not  be 
considered  special  government  employees  and  thus  subject  to  conflict  of  interest 
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Section  226(gX3l  is  apparently  intended  to  allow  private  sector  individuals  to  serve 
as  special  government  employees,  i.e..  to  negotiate  for  or  represent  the  United 
States,  without  being  subject  to  the  federal  conflict  of  interest  laws.  We  think  a 
blanket  exception  of  this  sort  would  convey  an  appearance  of  impropriety. 

We  believe  that  in  moat  international  telecommunications  meetings  the  United 
StAtes  has  an  adequate  number  of  highly  qualified  government  employees  to  repr^ 
sent  its  interests;  in  these  meetings,  the  proper  role  of  private  sector  representative* 
is  to  provide  the  responsible  U.S.  Government  officials  with  on-the«pot  views  and 
information  based  on  their  private  perspectives. 

We  recognize,  however,  that  in  a  very  few  cases — meetings  of  a  highly  technical 
nature  such  as  the  International  Radio  Consultative  Committee  (CCIR) — overall 
U.S.  interests  might  better  be  served  by  allowing  private  sector  experts  to  speak  on 
behalf  of  the  United  States,  We  are  thus  prepared  to  support  a  limited  statutory 
exception  to  the  conflict  of  interest  statutes  in  these  cases,  subject  to  a  determina- 
tion in  each  case  that  there  ia  no  signiflcant  real  conflict  of  interest  and  that  the 
national  interest  in  the  individuals'  acting  on  behalf  of  the  United  States — deriving, 
for  instance,  from  the  lack  of  a  government  employee  qualifled  to  represent  the 
U.S.— justifies  the  individuals'  ofGcial  participation  notwithstanding  his  or  her  out- 
side interests  or  afliliations.  Under  such  a  statute,  we  would  expect  to  make  public 
any  exceptions  made  and,  of  course,  any  private  sector  individual  would  continue  to 
be  subject  to  the  authority  of  the  head  of  del^ation  and  obliged  to  adhere  to  the 
official  U.S.  position. 

We  believe  that  the  section  as  presently  drafted  presents  serious  problems.  For 
example,  as  I  mentioned  earlier,  it  implies  that  private  sector  representatives  are 
not  now  members  of  United  States  delegations,  which  is  not  the  case.  Also,  while  an 
exception  is  made  with  respect  to  Section  207  of  the  United  States  Code,  other 
applicable  sections  of  the  conflict  of  interest  statutes  are  not  included.  We  and 
representatives  of  the  Department  of  Justice  would  be  happy  to  work  with  your 
Committee  to  achieve  satisfactory  resolution  of  these  questions. 

Senator  Holungs.  Now  we  will  hear  from  Mr.  Washburn. 

Mr.  Washburn.  Thank  you. 

I  am  in  agreement  with  the  statements  made  by  Chairman 
Ferris. 

The  purpose  of  sections  241  and  242  of  S.  611,  which  establish  an 
International  Facilities  Management  Corporation,  is  to  overcome 
"the  difHculties  with  the  present  system  of  planning  and  manage- 
ment." '  I  wonder,  though,  whether  these  difliciilties  are  all  that 
great  and  whether  radical  surgery  of  the  kind  prescribed  in  this 
legislation  is  called  for.  As  Chairman  Ferris  has  said,  the  planning 
process  is  improving. 

A  master  plan  for  facilities  and  their  use  in  the  1979-85  period  is 
now  virtually  complete.  Substantial  progress,  also,  has  been  made 
on  a  plan  for  the  full  decade  1985-95  with  the  European  PTTs  and 
Teleglobe  Canada. 

As  for  the  management  process,  it  is  hard  to  fault  what  has  been 
accomplished  under  the  present  system: 

Both  technologies — submarine  cables  and  satellites — have  been 
utilized  imaginatively  and  efflciently  to  improve  the  quality  of 
service.  This  is  reflected  in  the  steady  pattern  of  incresising  custom- 
er acceptance.  International  service  is  the  fastest  growing  sector  of 
the  Bell  System,  with  compound  growth  rates  of  25  percent  a  year 
since  1950.  During  each  of  the  last  2  years  the  growth  rate  was  31 
percent; 

In  the  last  10  years  oversetts  telephone  rates  have  declined  more 
than  50  percent  on  most  major  traffic  streams; 

Of  how  many  other  commodities  in  the  marketplace  today  can 
such  a  trend  be  cited?  I  can  think  of  none. 

'  Communicationg  Act  Amendments  OC  19T9.  Summary  of  M^r  Affected  Areas,  UUe  11.  pL  2. 


D,„„.db,  Google 


1575 

A  3-minute  call  New  York  to  London  once  cost  $30.  Today  you 
can  make  the  same  call  on  nights  and  weekends  for  $3.60,  by 
International  Direct  Distance  Dialing.  Sixty-four  countries  can  now 
be  dialed  direct. 

All  elements  of  the  industry  are  financially  healthy. 

Yes,  it's  true  that  there  w£is  plenty  of  disagreement,  robust 
debate,  and  give-and-take  in  the  various  meetings  that  led  up  to 
the  TAT-7  decision.  But  was  that  all  bad?  Or  was  the  public  served 
by  the  process?  In  my  view,  the  process  insured  that  all  relevant 
data,  factors  and  options  were  given  consideration  and  were  de- 
bated, out-on-the  table,  publicly,  that  all  the  many  players,  govern- 
mental and  private  sector,  had  their  say,  and  that  the  ultimate 
outcome  was  a  good  one  for  the  consumer. 

However  noisy,  the  system  worked.  The  question,  then,  is  wheth- 
er the  proposals  in  S.  611  would  be  an  improvement  and,  if  so, 
whether  the  improvement  would  justify  the  drastic  changes  in- 
volved. It's  difficult,  of  course,  to  foresee  clearly  just  how  the 
proposed  structure^with  its  Facilities  Management  Corporation 
and  the  Consortium  of  owners — would  work.  But  it  seems  to  me  to 
have  a  number  of  troublesome  features. 

Would  it  achieve,  in  the  language  of  section  241(d),  "full,  fair, 
and  effective  competition  among  carriers"?  Would  it  insure  that 
"the  benefits  of  such  competition  flow  through  primarily  to  con- 
sumers"? My  guess  is  that  it  would  not  do  so  either,  for  a  number 
of  reasons. 

First,  the  robust  public  debate  now  surrounding  facilities  choices 
would  be  muffled.  Comsat's  experience  in  providing  satellite  com- 
munications and  as  the  U.S.  representative  to  Intelsat  would  be 
virtually  eliminated.  Comsat  currently  has  no  operating  agree- 
ments with  foreign  correspondents.  Even  if  such  agreements  could 
be  consummated,  Comsat,  in  a  very  practical  sense,  would  remain 
beholden  to  AT&T's  trafific  for  any  significant  ownership  in  the 
consortium  and  resultant  representation  on  the  board  of  the  corpo- 
ration. 

This  would  hardly  be  conducive  to  the  open  public  debate  over 
the  two  modes — cables  and  satellites — that  has  characterized  U.S. 
facilities'  decisionmsiking.  Instead  of  the  healthy  public  illumina- 
tion we  have  had  of  alternative  investment  decisions,  these  deci- 
sions would  be  internalized  within  the  corporate  board  room  of  a 
single  entity. 

In  addition,  as  Ruth  Phillips  has  noted,  the  makeup  of  the  board 
appears  to  be  quite  weighted  in  favor  of  cable,  so  that  the  intermo- 
dal  debate  in  that  private  room  would  be  unfairly  balanced — and 
the  decisions  coming  out  would  have  less  chance  of  being  in  the 
interest  of  the  ratepayer.  While  it's  true  there  would  be  four  public 
members  on  the  board,  they  would  be  part-time  and  presumably 
have  no  independent  staffs.  The  issues  they  must  deal  with  are 
extraordinarily  complex. 

The  drive-shaft  of  vigorous  intermodal  debate  before  the  FCC  has 
produced  much  of  the  remarkable  progress  in  this  field.  S.  611 
would  reduce  the  role  of  the  FCC,  as  Chairman  Ferris  has  stated, 
and  it  would  stifie  much  of  that  debate. 

Second,  the  nonprofit  Facilities  Management  Corp.  would  enjoy 
most  of  the  privileges  and  prerogatives  of  ownership,  but  it  would 
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shoulder  none  of  the  obligations  of  ownership.  Separating  the 
"planning,  management,  and  operational  control"  functions  from 
ownership  just  does  not   rest  on  sound   management   principles. 

It  would  diminish  incentives  toward  the  most  efficient  invest- 
ments and  operations.  The  corporation  would  simply  pass  all  the 
costs  along  to  the  consortium — that  is,  the  carriers — and,  eventual- 
ly, to  the  public.  The  only  check,  is  that  the  Commission,  after  a 
hearing  which  determines  that  "the  corporation  has  exhibited  a 
pattern  of  mismanagement  and/or  imprudent  investment,"  then 
the  Commission  may  impose  section  214  prior  approvEil  on  con- 
struction and  operation.^  But  it  is  unlikely  that  this  ultimate  check, 
would  ever  be  imposed,  and  then  only  after  egregious  abuses  by  the 
corporation. 

Our  present  arrangements  can  be  said,  theoretically,  to  provide 
incentives  to  overinvest  in  facilities,  but,  Mr.  Chairman,  I  fail  to 
see  advantages  in  this  proposal  which  would  make  it  preferable. 
Remedies  of  this  kind,  in  extreme  circumstances,  are  applied  to 
sick  industries — as,  for  example,  in  the  CEise  of  Amtrak  managing 
the  railroads.  But  the  international  telecommunications  industry  is 
far  from  sick.  In  fact,  it  could  be  describod  as  booming. 

Lastly,  the  language  of  section  241(d)  fosters  competition,  at  least 
on  the  U.S.  side.  But  section  251(c)  states  that  'because  of  the 
limited  number  of  carriers  involved,  it  shall  be  presumed  that  no 
internationed  carrier  is  subject  to  effective  competition  in  the  inter- 
national transmission  of  telecommunications  traffic.  Every  interna- 
tional carrier  shall  be  designated  as  a  Category  II  carrier  *  *  *." 
The  language  also  implies  that  effective  competition  cannot  flour- 
ish under  the  proposed  structure  when  the  international  carriers 
are  directed  to  allocate  traffic  and  revenues  therefrom  "among  the 
domestic  carriers  in  accordance  with  such  formulae  as  the  Commis- 
sion may  prescribe  *   *  *." 

In  summary,  I  doubt  that  this  untried  arrangement,  with  serious 
built-in  disadvantages,  would  be  an  improvement  over  our  present 
known,  workable,  but  admittedly  not  perfect,  international  struc- 
ture. It  would  cause  severe  disruption  to  the  industry  and  adminis- 
ter a  blow  to  Ck)msat  from  which  it  could  possibly  not  recover.  It 
would  amount  to  surgery  which  the  patient  doesn't  need  or  want, 
and  which  the  consulting  physicifuis  are  not  recommending. 

Rather,  I  would  prefer  the  approach  taken  by  Senator  Goldwater 
in  S.  622.  However,  where  he  retains  section  222  of  the  1934  act,  I 
believe  that  the  distinction  between  domestic  and  international 
record  traffic  has  been  overtaken  by  events.  As  I  testified  last  year 
before  the  House  Communications  Subcommittee,  I  would  prefer 
simply  to  delete  that  section.  This  would  also  have  the  advantage 
of  removing  the  statutory  discrimination  against  Hawaii,  Puerto 
Rico,  and  other  U.S.  territories. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  be  heard  on 
titlell,  part2ofS.  611. 

Senator  Holungs  [presiding].  Thank  you,  Mr.  Washburn. 

Mrs.  Phillips,  did  the  Department  of  State  submit  legislation 
deeding  with  the  foreign  embassies  that  we  had  Eisked  the  Depart- 
ment of  State  to  comment  on? 

We  never  did  get  that  recommendation.  Has  that  been  sent  up? 

"8.611.  Section  2<8(bKl). 
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Mrs.  Phillips.  I  think  it  hfis  been  sent  up.  We  have  spoken  to 
this  before. 

Senator  Hollings.  Mr.  Ferris,  on  the  consultative  process,  the 
legality  of  having  you  involved  in  that  process,  would  you  not  be 
challenged  as  having  made  up  your  mind  on  a  matter  which  was 
coming  before  you? 

Mr.  Ferris.  I  don't  believe  so,  Mr.  Chairman.  I  think  it  depends, 
really,  to  a  great  extent  on  what  the  agenda  would  be  for  consul- 
tant meetings. 

The  efforts  over  the  past  year  have  focused  on  the  so-called  TAT- 
7  facility  that  was  designed  by  the  overseas  entities  and  our  U.S. 
carriers. 

The  information  or  methodology  we  exchfinged,  and  the  data  we 
exchanged,  was  really  part  of  an  attempt  to  help  the  Europeans 
and  the  Canadians  understfuid  how  we  determined  whether  a  fa- 
cility was  justified,  and  part  of  an  effort  on  our  part  to  find  out 
how  the  26  countries  independently  came  to  their  position  that  a 
facility  was  needed. 

I  think  the  process  that  we  went  through  was  an  open  process. 
We  not  only  invited,  but  we  begged  the  other  countries  to  come  in 
and  look  at  our  methodology  and  the  bfisis  upon  which  we  initially 
concluded  that  a  new  facility  was  not  justified.  We  asked  them  to 
give  us  the  benefit  of  their  methodology  and  their  analysis  in  the 
hope  that  we  might  be  able  to  reach  a  common  conclusion. 

We  were  clearly  not  successful. 

I  think  to  some  degree  one  can  conclude  that  the  FCC's  process  ia 
far  more  advanced  than  the  type  of  arrangement  one  can  do  in  the 
boardroom  of  the  PIT  overseas.  I  think  what  consultative  process 
is  attempting  to  do  is  to  reach  a  consensus  amongst  the  United 
States  and  the  foreign  PTT's  with  respect  to  a  common  approach  to 
the  building  blocks  that  undergird  future  decisions  on  expenditures 
of  commonly  used  facilities. 

It  is  this  notion  of  the  type  of  discipline  we  use,  the  methodolo- 
gies that  we  rely  upon,  the  building  blocks  of  decisions  that  are  the 
subjects  of  the  consultative  process.  1  don't  think  that  this  kind  of 
generic  discussion  with  respect  to  methodologies  compels  a  particu- 
lar decision  or  would  lead  to  any  form  of  disqualification  from  the 
standpoint  of  prejudice.  The  only  form  consists  of  statements  by 
the  Commission  that  we  do  as  a  Commission  agree  not  to  build 
facilities  that  are  not  needed  and  cannot  be  justified  on  the  record. 
I  don't  believe  this  could  disqualify  us  from  making  a  judgment 
with  respect  to  any  plan  that  came  before  us. 

I  think  that  there  is  a  distinction  between  the  consultant  process 
what  looks  at  data  and  methodologies  generally  and  the  considera- 
tion of  a  particular  application  at  least  as  I  have  seen  it  over  the 
past  12  months. 

Senator  Holungs.  You  say  that  competition  should  be  encour- 
aged in  the  provision  of  services,  though  competition  in  facilities  is 
limited. 

How  can  it  be  done? 

Mr.  Ferris.  In  facilities? 

Senator  Hollings.  Yes. 
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Mr.  Ferhis,  I  don't  think  that  you  will  get  competition  in  facili- 
ties building  now  because  all  of  the  carriers  share  commonly  used 
facilities. 

There  is  a  joint  facility  planning.  The  process  we  have  now  looks 
at  what  the  total  traffic  would  be  and  meikes  judgments  as  to  what 
facilities  are  needed.  Where  we  hope  to  be  able  to  see  greater 
competition  in  future  years  is  in  the  services  that  are  offered  by 
the  various  carriers  and  in  the  entry  of  new  carriers. 

The  real  innovation  can  be  in  services. 

I  think  the  linkage  of  the  two  processes  is  very,  very  important  I 
think  the  FX^C  does  have  the  leverage  under  the  present  mecha- 
nism to  be  able  to  get  attention  from  the  overseas  PTT's  with 
respect  to  our  particular  concerns. 

We  are  the  only  entity  that  has  divided  responsibilities  for  gover- 
nance and  a  competitive  environment.  There  are  government- 
owned  monopolies  at  the  other  ends  of  these  lines. 

The  monopolies  operate  with  much  greater  efficiency.  They  have 
much  greater  certainty  with  respect  to  their  decisions,  but  to  a 
great  extent  they  don  t  tolerate  competition  and  the  pesty  cargo 
that  goes  with  competitors. 

We  have  authorized  new  carriers  to  European  countries  but  the 
European  countries  have  been  reluctant  to  enter  into  operating 
eigreements  with  them. 

We  say,  yes,  you  can  offer  this  novel  service  internationally,  but 
they  have  to  go  overseas  and  say  to  the  foreign  PTT  we  want  to 
come  in  and  have  an  operating  agreement  with  you  for  this  novel 
service.  And  the  foreign  I'TT  says,  leave  me  Eilone.  We  have  got 
enough  traffic  coming,  and  A.T.  &  T.  can  handle  it,  or  the  existing 
record  carriers  can  handle  it.  Why  do  we  have  to  deal  with  you? 
They  may  be  treated  in  a  cavalier  way  because  the  foreign  PTT's 
like  dealing  with  one  person. 

Our  environment  doesn't  tolerate  that,  Mr.  ChairmEm.  I  don't 
think  you  would  want  our  environment  to  tolerate  that. 

I  think  the  leverage  that  we  presently  have  at  the  FCC  lies  in 
the  authorization  of  facilities.  We  have  these  entities  sitting  eiround 
a  common  table  and  they  want  very  much  for  the  FCC  to  listen  to 
them  and  to  be  sympathetic  to  their  authorization  requests. 

I  think  it  would  be  very,  very  germane  in  those  meetings  to  put 
on  the  agenda  the  notion  that  we  have  some  little  entities  that 
don't  want  facilities,  but  they  want  to  offer  services. 

I  think  comity  is  a  two-way  street.  We  give  to  European  entities 
in  our  forum  the  same  consideration  from  the  standpoint  of  our 
decisionmaking  as  they  give  to  us. 

And  when  we  have  authorized  a  carrier,  we  would  expect  them 
to  be  sympathetic  to  giving  that  carrier  some  sort  of  correspondent 
relationship. 

I  think  the  present  situation,  although  it  is  not  tidy  and  not 
crisp,  does  lead  to  a  very  thorough  analysis  of  the  criteria  which 
should  be  used  for  international  planning  facilities.  And  it  does 
look  toward  what  the  rate  payer  is  going  to  pay. 

I  think  it  gives  us  leverage  in  international  planning  that  could 
bring  a  greater  sense  of  urgency  to  our  correspondents  overseas  so 
that  they  will  give  due  consideration  to  the  competitive  environ- 
ment was  have  in  the  United  States. 
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Senator  Hollings.  How  do  we  actually  increase  the  effectiveneas 
of  our  overseas  representation;  that  is,  of  U.S.  carriers? 

You  agree  that  the  current  situation  does  not  provide  an  ade- 
quate representation  of  the  U.S.  interest  in  these  international 
negotiations.  Elaborate  on  that.  How  would  you  do  that? 

Mr.  Ferris.  I  think  it  does. 

Senator  Holungs.  You  think  it  does?  Do  you  think  it  does? 

Mr.  Ferris.  Yes.  The  system  that  we  have  goes  back,  to  a  great 
extent,  to  the  nature  of  our  government,  the  notion  of  a  separation 
of  powers,  as  opposed  to  the  efficiency  of  a  parliamentary  system 
where  you  can  make  very  swift  decisions. 

We  have  checks  and  balances  built  into  all  of  our  governmental 
decisions.  And  among  the  checks  and  balemces  that  we  have  is  that 
we  have  to  have  cost  justifications. 

The  problem  really  arises  because  the  authorization  of  a  specific 
plan  comes  to  us  at  the  end  of  a  long  process.  If  the  FCC  got  into 
the  process  early,  it  would  remove  a  tremendous  element  of  sur- 
prise to  carriers  who  sit  down  and  n^otiate  for,  for  example,  24 
more  cables  across  the  Atlantic. 

They  all  decide  that  such  a  proposal  is  justified.  And  at  the  end 
of  that  process,  when  everybody  is  agreed,  they  come  to  the  FCC 
and  the  FCC  surprises  them  by  saying  that  the  proposal  ia  not 
justified. 

What  we  hope  that  changes  in  our  process  will  do  is  to  get  the 
FCC's  premises,  its  priorities,  its  type  of  analysis  as  to  whether  an 
authorization  ghould  be  granted,  to  be  clearly  understood  so  that 
there  wouldn't  be  any  surprises. 

I  think,  to  a  great  extent,  even  Ruth  Phillips'  notion  that  we 
should  focus  on  the  ratemaking  would  minimize  that,  I  believe  that 
what  she  recommends,  would  be  of  a  tremendous  disadvantage  to 
carriers,  because  at  the  end  of  the  process  when  everyone  had  come 
out  very,  very  happy,  we  would  say,  no,  you  can't  include  these 
items  in  your  rate  base.  Charge  it  off  to  your  shareholders. 

I  think  that  would  be  a  shock. 

Senator  Holungs.  Before  I  ask  Mrs.  Phillips  to  comment  on 
that,  I  think  since  1977,  the  FCC  has  authorized  two  additional 
carriers. 

Mr.  Ferris.  Yes. 

Senator  Holungs.  They  haven't  been  able  to  get  jmy  operating 
agreements. 

Mr.  Ferris.  That's  right. 

Senator  Holungs.  Therefore,  they  can't  provide  the  service. 

Why  haven't  they  been  able  to  get  these  agreements? 

Mr.  Ferris.  The  overseas  entities  have  been  reluctant  to  enter 
into  those  eigreements.  We  have  authorized  these  entities  but  it 
takes  two  to  tango.  You  have  to  be  able  to  have  your  transmission 
get  into  that  foreign  country.  You  need  authorization  from  that 
foreign  country.  And  you  have  to  work  out  what  the  financial 
arrangements  will  be. 

Senator  Holungs.  You  said  that  you  had  leverage,  and  I  won- 
dered where  it  was. 

Mr.  Ferris.  It  is  coming  in  this  consultative  process.  Now  the 
foreign  entities  are  putting  new  services  on  the  agenda.  We  have 
had  overtures  to  our  common  carrier  bureau  that  show  a  new 
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don't  have  operating  agreements. 

I  think  the  present  process  provides  the  leverage.  1  think  it  will 
yield  benefits,  I  would  hate  at  this  time  to  abort  that  process  before 
it  has  have  a  chance  to  yield  some  real  benefit. 

Senator  Hollings.  Mrs.  Phillips,  do  you  want  to  comment  fur- 
ther about  the  limitation  of  the  FCC's  role  for  ratemaking? 

Mrs.  Philups.  Yes.  I  would  like  to  stress  that  to  a  significant 
extent,  our  objectives  have  been  met  by  the  consultative  process  in 
the  TAT-7  situation. 

We  think  that  the  fact  that  the  parties  are  talking  to  each  other 
is  a  good  thing.  And  I  share  Mr.  Ferris'  view  that  this  is  going 
quite  well. 

But  while  we  are  satisfied  that  some  progress  is  being  made,  we 
recognize  that  this  situation  is  an  ad  hoc  process.  It  isn't  one  that 
could  apply  necessarily  to  any  other  situation. 

We  would  be  happier  if  we  had  a  legislative  meuidate  from  the 
Congress  that  would  confine  the  commission's  role  to  ratemaking 
aspects. 

We  find  that  when  we  talk  with  the  foreign  governments,  their 
frustration  really  comes  from  the  fact  that  they  have  gone  through 
a  long  process  of  negotiation  with  the  private  entities.  And  at  the 
end  of  that  process,  they  find  that  on  one  side,  the  whole  process 
can  be  stopped.  And  for  us,  this  is  where  the  real  crunch  comes  for 
our  relationships  with  foreign  entities. 

We  think  the  ratemaking  process  would  protect  the  consumer. 

The  Chairman.  Thank  you,  Mr.  Chairman. 

Mr.  Ferris,  I  read  your  statement  hurriedly,  at  least  parts  of  it, 
and  I  was  pleased  to  see  that  you  agree  that  we  should  minimize 
the  role  of  governmental  intervention. 

I  would  say  that  I  think  that  is  the  basic  thrust  of  both  of  these 
bills  and  also,  of  this  committee  in  a  number  of  its  actions  insofar 
as  the  number  of  the  regulatory  bodies  are  concerned. 

You  say  that  the  integration  of  satellite  cable  technologies  into  a 
single  facilities  planning  is  essential.  And  I  take  it  from  what  you 
have  been  saying  here  now,  you  would  propose  to  achieve  that 
through  the  consultative  process. 

Is  that  correct? 

Mr.  Ferris.  That  is  correct. 

The  Chairman.  Can  the  FCC  legally  commit  itself  to  accept 
plans  that  emerge  through  the  process  prior  to  a  full  hearing? 

Mr.  Ferris.  I  don't  want  to  be  responding  with  metaphysics.  But 
I  think  there  is  a  distinction  between  the  consultant  process  and 
the  kind  of  informational  base  that  underlie  decisions  and  the 
approval  of  a  particular  facility. 

'The  problems  we  have  always  had  in  analyzing  the  needs  for 
new  facilities  in  the  North  Atlantic,  Senator  Cannon,  have  been 
what  are  the  trafiic  forecasts?  What  are  the  facilities  that  are 
needed? 

As  you  know  now,  the  instructions  that  are  given  to  Intelsat  are 
given,  by  the  United  States  through  Comsat  by  the  State  Depart- 
ment. There  is  NTIA,  State  Department,  and  FCC  coordination  of 
this  but  no  one  knows  exactly  how  that  would  work  if  there  were 
differing  views. 
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-The  decisions  that  are  made  with  respect  to  cable  are  made  off  to 
the  side  by  the  U.S.  carriers  dealing  with  their  overseas  entities. 

But  there  has  been  no  bridge  at  all  between  the  building  blocks, 
for  those  cable  decisions  and  the  building  blocks  for  the  Comsat 
decisions. 

I  think  to  a  great  extent  what  we  have  achieved  in  the  consulta- 
tive process  and  what  was  certainly  evident  in  the  commitment  we 
had  from  all  the  U.S.  carriers,  including  Comsat  in  Montreal  was 
that  we  are  going  to  get  a  common  data  base  for  the  forecasts  of  all 
U.S.  carriers  including  Comsat. 

I  think  if  you  have  a  common  data  base,  your  chances  of  getting 
common  decisions  are  going  to  be  increased. 

I  think  the  process  that  we  are  moving  toward  is  one  that  I  think 
is  going  to  provide  the  greatest  likelihood  of  getting  the  same  kind 
of  decisions. 

As  you  know,  Senator  Cannon,  the  Cept  countries  and  the 
United  States  control  a  majority  of  Intelsat.  So  if  tt^ether  we  come 
to  a  determination  on  what  facility  plans  should  be  used  for  cables 
and  satellites,  we  could  control  the  Intelsat  decision  as  to  what 
satellite  facilities  would  be  utilized. 

The  Chairman.  Have  you  given  overseas  carriers  the  impression 
that  if  they  agree  to  a  consultative  planning  process  in  which  the 
FCC  participates,  that  you  would  look  favorably  on  plans  which 
have  altered  this  process? 

Mr.  Ferris.  No.  What  we  have  done  in  docket  18875  is  very 
similar  to  what  Senator  Groldwater  describes  in  his  bill  from  the 
standpoint  of  acceptance  of  a  plan. 

We  are  looking  at  planning  for  the  period  1980-85.  And  implicit 
in  that,  is  the  authorization  of  facilities  to  carry  out  that  plan.  One 
could  say  that  the  adoption  of  the  plan  carries  with  it  the  adoption 
of  the  authorization  for  the  facilities.  It  would  be  inconsistent  for 
us  not  to  authorize  a  facility  on  grounds  that  we  have  gone  over 
when  we  accept  the  plan. 

The  Chairman.  It  seems  to  me  that  if  you  get  involved  in  a 
discussion  with  the  methodology  and  forecasts,  that  you  are  really 
supporting  the  decisions  that  may  take  you  into  some  legal  prob- 
lems later  on. 

I  think  Chairman  Hollings  raised  that  question  as  well. 

Mr.  Ferris.  Well,  Senator,  I  don't  believe  so. 

Because  we  have  an  open  process,  as  we  have,  and  because  we 
invite  comments  on  our  methods  of  analysis,  I  don't  think  there  is 
any  form  of  prejudgment  with  respect  to  a  particular  facility. 

I  see  no  nexus  at  all  between  carrying  on  that  type  of  open 
analysis  and  prejudgment.  Every  meeting  that  we  have  is  open  to 
analysis.  We  invite  criticism  of  our  methodology  and  our  conclu- 
sions. We  invite  comment,  we  beg  for  it. 

Since  the  process  is  conducted  in  the  open,  and  since  the  consul- 
tative process  recognizes  that  there  may  be  differences  in  conclu- 
sions based  upon  the  same  building  blocks,  1  don't  see  where  there 
could  be  a  disqualification. 

The  Chairman.  Why  do  you  believe  that  integration  of  cable  and 
satellite  technology  to  a  single  planning  process  is  necessary? 
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Mr.  Ferris.  I  think  what  has  happened  historically  has  been 
independent  entities  making  decisions  with  respect  to  facilities  for 
satellite  and  cable. 

And  what  you  have  is  the  potential  for,  and  some  people  all^^, 
the  existence  of,  facilities  that  are  not  needed.  There  may  be  too 
much  capacity  authorized  because  you  didn't  have  the  entities 
making  the  decisions  using  the  same  assumptions  for  the  traffic 
over  the  planning  period. 

And  that  does  not  beneHt  the  ratepayer  because  the  ratepayer 
ultimately  pays  for  that  excess  capacity.  And  that,  I  believe,  is 
what  our  charter  is  for  under  the  act — to  assure  that  the  ratepayer 
is  not  abused  by  over-capitalization. 

The  Chairman.  Mr.  Washburn,  you  say  that  the  only  check  on 
the  gold-plating  and  overbuilding  by  the  facilities  maneigement 
corporation  is  the  FCC.  Wouldn't  you  agree  that  the  final  users  and 
the  connecting  carriers  who  have  to  pay  the  prices  charged  by  the 
consortium  have  an  interest  in  cheap  and  efficient  facilities? 

Mr.  Washburn.  Well,  I  would  say  that  that  is  true.  But  they  also 
have  very  distinct  special  interests  of  their  own.  And  I  think  that 
the  presence  of  the  Commission  there  at  the  end  of  the  line  is 
important  here  and  balance  is  needed  for  the  public  interest. 

The  Chairman.  Most  people  have  40  percent  of  the  seats  on  the 
board  of  directors.  That  is  more  than  the  carriers  have. 

Wouldn't  you  think  that  is  a  pretty  good  check? 

Mr.  Washburn.  As  I  said,  we  all  know  how  presidential  appoin- 
tees work.  They  are  distinguished  people,  presidents  of  universi- 
ties— I  mean,  corporate  board  members  of  this  sort  who  are  ap- 
pointed by  the  President — would  presumably  not  have  staff;  inde- 
pendent staff,  anyway. 

They  are  part  time.  They  would  come  into  this  very  complex  set 
of  issues  and  perhaps  try  to  make  decisions  there  when  there  are 
splits  on  the  board.  This  muddies  the  process. 

As  Ruth  Phillips  said,  the  corporation  is  an  additional  layer  here 
of  players  that  are  already  complex  enough. 

The  Chairman.  These  people  represent  the  users.  And  I  would 
think  that  the  users  generidly  have  a  basic  Interest  in  low  prices. 

Mr.  Washburn.  Again,  I  think  this  is  perhaps  a  confusing  thing 
to  have  the  users  in  that — on  that  board.  It  is  a  very  good  thing  in 
many  ways  because  you  do  have  the  voice  of  the  user  there. 

But  supposing  there  is  nothing  in  the  bill  that  would  prevent  the 
Department  of  Defense  from  being  on  that  board,  and  the  other 
large  users.  Like  Generid  Motors  and  Citibank. 

Now  you  inject  entities  of  that  sort  on  that  corporate  board  with 
their  particular  interests.  I  have  serious  doubts  as  to  whether  or 
not  it  is  going  to  be  very  useful,  the  end  result. 

The  Chairman.  I  gather  from  what  you  said,  I  kind  of  got  the 
indication  that  you  thought  Presidential  appointees  wouldn  t  be  a 
right  way  to  go. 

You  are  not  suggesting  that  the  Presidential  appointees  system 
ought  to  be  done  away  with,  are  you? 

Mr.  Washburn.  No,  of  course  not. 

I  don't  think  they  could  give  the  balance  for  the  public  interest 
on  this  particular  corporation  board. 
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The  Chairman.  You  are  a  Presidential  appointee.  Wouldn't  you 
expect  that  you  would  lend  balance  in  a  similar  position? 

Mr.  Washburn.  It  is  a  part-time  thing.  I  have  been  full  time  in 
Government  for  many  years.  But  I  read  this  bill  to  mean  that  you 
would  have  four  distinguished  people  representing  different  ele- 
ments of  the  public,  perhaps  a  leading  labor  leader  or  some  top 
Eerson  from  business  or  a  consumer  group.  But  they  would  not  be 
ere  working  full  time  on  these  extraordinarily,  complex  things. 
And  they  might  end  up  being  the  deciding  vote  in  a  donnybrook  on 
that  board.  And  they  wouldn  t  be  competent  to  deal  with  it. 

The  Chairman.  You  weren't  suggesting  that  because  there  were 
only  part-time  people  on  the  board,  not  full-time  paid,  that  they 
woultin't  be  able  to  represent  the  public,  were  you? 

Mr.  Washburn.  I  think  they  would  do  their  level  best  to  do  that. 
But  there  are  people  here  who  are  devoting  their  lives  to  studying 
this  very  complex  business  of  international  telecommunications, 
that  those  board  members  spending  just  a  few  days  a  year  simply 
wouldn't  have  the  expertise  to  do  that  and  they  wouldn't  have  the 
staff  to  mfike  the  valid  decisions. 

They  would  certainly  try. 

Senator  Goldwater.  I  am  eivjoying  your  message.  It  is  coming 
through  rather  clear. 

Mr.  Washburn,  it  appears  from  your  comments,  that  there  may 
be  an  error  in  S.  622.  We  intended  to  include  Hawaii  as  a  domestic 
point. 

In  re£iding  S.  622,  I  can  understand  your  interpretation.  We  will 
see  that  it  is  corrected. 

I  take  it  from  listening  to  all  of  you  that  you  prefer  section  226  of 
S.  622. 

I  say  that  because,  starting  with  Mrs.  Phillips,  on  the  first  page, 
she  said  the  bill  would  establish  an  international  facilities  manage- 
ment corporation,  whose  authority  would  include  the  planning, 
construction,  management,  and  operation  of  all  U.S.  international 
transmission  facilities,  and  participation  of  a  designated  U.S.  repre- 
sentative in  fill  planning  and  negotiations,  et  cetera,  et  cetera. 

But  then  she  goes  on  to  find  fault  with  that  approach. 

I  Eun  going  to  ask  you  to  comment  after  I  finish  with  Mr.  Ferris. 
You  say  the  international  facilities  management  corporation  would 
not  own,  but  would  plan,  construct,  manage,  and  operate  the  U.S. 
statement  of  all  international  transmission  facilities. 

Would  any  of  you  like  to  add  anything  to  the  criticism  that  you 
have  either  directly  or  indirectly  levied  at  the  other  bill? 

I  will  give  you  equal  time.  I  tnink  this  is  very  important.  A  lot  of 
people,  particularly  Members  of  the  Congress,  don't  understand  the 
very,  very  difficult  problems  of  maintaining  order,  or  even  a  place 
in  international  communications.  They  don  t  realize  that  since  the 
writing  of  the  old  act  back  in  1934,  when  we  had  probably  30 
countries  to  contend  with,  now  we  are  talking  atwut  150. 

Would  you  like  to  elaborate  on  that? 

Mr.  Ferris.  Senator  Goldwater,  in  my  prepared  remarks,  I  spe- 
cifically said  that  I  think  that  section  226  of  your  bill  gives  a  very 
specific  imprimatur  on  the  consultative  process  which  has  evolved. 

I  think  that  specific  endorsement  of  the  process  would  be  very, 
very  constructive. 
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I  hope  that  the  remarks  that  I  made  today  would  back  that  up. 
I'm  saying  that  I  think  the  status  quo  should  be  given  a  chance  to 
yield  the  benefits  that  I  think  are  possible  before  we  change. 

I  definitely  would  favor  section  226  of  your  bill  over  the  interna- 
tional features  of  Senator  Hollings'  bill.  I  hope  sometime  I  will 
have  the  opportunity  to  testify  on  the  domestic  common  carrier 
provisions  of  Senator  Hollings'  bill. 

I  know  I  will  be  extremely  enthusiastic  about  the  provisions. 

Mrs.  Phillips.  I  would  like  to  add  that  on  section  226,  we  would 
very  much  prefer  to  see  an  approach  which  injects  the  foreign 
policy  and  the  national  security  considerations  into  the  process  at  a 
very  early  date,  rather  than  to  wait  until  the  process  has  gone  s 
long  way  down  the  pike  and  then,  under  certain  dire  circum- 
stances, these  considerations  are  then  entered. 

I  address  that  point  in  my  written  statement. 

Senator  Goldwater.  I  don't  see  anything  wrong  with  that.  We 
would  all  operate  better  if  we  knew  what  our  foreign  policy  was. 

It  would  help.  I  have  said  that  throughout  my  career  as  a  Sena- 
tor. When  we  talk  about  foreign  policy,  we  talk  about  it  generally 
without  relating  it  to  a  particular  part  of  the  world. 

Now  let's  see  what  we  can  accomplish  by  the  proper  use  of  the 
muscle  in  communications,  if  there  is  any. 

I  ^lgree  with  you.  And  when  my  staff  and  the  majority  staff  put 
this  legislation  together,  that  certainly  should  be  made  clear.  It 
isn't  necessarily  part  of  every  decision,  because  not  every  decisicm 
in  this  field  is  going  to  bear  on  foreign  policy. 

Mr.  Washburn,  would  you  care  to  comment? 

Mr.  Washburn.  I  would  simply  say  that  what  is  proposed  in  S. 
611  seems  to  me  is  very  drastic,  strong  medicine  for  an  illness  that 
isn't  there.  It  certainly  doesn't  need  this  kind  of  radical  surgery. 

I  prefer  the  approach  in  S.  622,  which  codifies  the  improvement 
that  we  have  seen  in  the  consultative  process,  and  lets  it  go  for- 
ward. And  have  that  procedure  work,  rather  than  trying  to  substi- 
tute something  as  difficult  as  S.  611  proposes  with  the  uncertain- 
ties of  how  it  would  work. 

Senator  Goldwater.  Mrs.  Phillips,  there  has  been  considerable 
discussion  about  Comsat's  role  in  facilities  planning  through  its 
participation  in  Intelsat.  Will  Comsat,  acting  as  the  United  States 
designated  entity,  be  subject  to  instructions  from  the  Department 
of  State?  Sometimes  there  is  confusion  as  to  what  the  U.S.  policy  is 
on  a  particular  issue,  as  there  was  last  winter  after  enactment  of 
the  International  Maritime  Satellite  Act.  Although  the  Congress 
had  designated  Comsat  to  represent  the  United  States  in  Inmarsat, 
interested  nations  of  the  world  were  awaiting  the  United  States 
decision  on  whether  we  would  use  a  European  satellite,  Intelsat,  or 
make  other  arrangments,  and  Comsat,  had  no  instructions  on 
policy. 

The  question  is:  How  can  the  United  States  do  a  more  effective 
job  of  formulating  United  States  international  telecommunications 
policy  and  making  these  policies  clear  to  Comsat  or  the  designated 
entity? 

Mrs.  Philups.  I  have  had  a  very  active  role.  Senator,  in  the 
Inmarsat,  Comsat  instruction  process.  It  is  my  impression  that 
after  very,  very  heated  discussions  between  us,  that  we  did  come  to 
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an  agreement  on  policy  on  the  very  question  ypu  raised.  We  had  a 
very  difficult  situation  on  the  European  side  which  we  attempted 
to  address  by  informal  consultations  before  we  got  into  a  formal 
situation. 

We  went  to  several  meetings  in  London  to  try  to  resolve  some  of 
these  issues.  I  think  we  Hnally  did  arrive  at  an  instruction  which 
made  it  absolutely  clear  to  the  Inmarsat  where  we  stood. 

They  are  very  satisfied  with  our  policy.  I  see  these  people  r^ii- 
larly  at  meetings.  I  don't  think  there  is  any  confusion  on  this 
policy  at  this  time. 

I  think  it  requires  careful  and' very  informed  consultations.  I 
think  that  we  had  a  good  relationship  with  Comsat.  We  worked 
very  closely.  There  is  mutual  respect  on  both  sides.  We  worked  to 
improve  this.  This  has  been  a  very  difficult  negotiation. 

After  4  years,  we  are  bringing  into  effect  with  the  very  good 
working  relations  with  the  Congress,  a  very  important  organiza- 
tion. 

Senator  Goldwater.  Thank  you.  I  have  a  comment. 

Every  time  we  get  people  up  here,  Mr.  Chairman,  from  the 
administration,  they  say  they  are  not  speaking  for  the  administra- 
tion. 

I  wonder  if  it  would  be  possible  to  get  somebody  up  here  who 
could  say  that  they  are  speaking  for  the  administration. 

Senator  Holungs.  Well,  if  we  were  really  doing  that,  we 
wouldn't  have  anybody  here. 

Isn't  it  true  that  the  international  record  carriers,  the  IRC's, 
they  tariff  on  a  rate  of  return  basis;  is  that  right?  When  last  was 
there  a  rate  ceise? 

Mr.  Ferris.  Right.  I  think  probably  1957, 1958. 

Senator  HoLUNGS.  You  haven't  had  one  in  13  years? 

Mr.  Ferris.  Closer  to  20,  22,  I  think. 

Senator  Hollings.  And  what  would  you  estimate  the  average 
rate  of  return  is  for  international  record  carriers? 

Mr.  Ferris.  I  don't  know  right  offhand.  I  would  estimate  they  are 
in  excess  of  15  percent.  Some  are  20  to  25  percent. 

Senator  Holungs.  Allegedly,  when  Xerox  acquired  Western 
Union  International,  it  was  about  an  80  percent  return. 

Mr.  Ferris.  I  wouldn't  cohtest  that  at  all,  Mr.  Chairman.  I  think 
iinplicit  in  your  question  is  something  that  I  think 

Senator  Holungs.  Is  that  competition? 

Mr.  Ferris.  No,  it  is  apparent  competition.  I  would  be  interested 
to  see  what  the  division  of  the  market  share  has  been  historically, 
since  1967.  I  imf^ne  that  would  vary  significantly  if  there  were 
genuine  competition.  I  think  some  peof^e  question  whether  we 
should  have  rate  base  regulation  if  you  have  competition.  I  don't 
know  why  we  are  in  the  rate  base  r^^lation  area  when  you  have 
more  than  one  competing  carrier,  if  there  is  true  competition.  It 
seems  to  be  an  anomaly. 

We  have  had  an  audit  of  IRC's.  We  have  got  a  report  submitted 
to  us.  We  are  going  to  have  something  before  us  in  the  fall.  I  think 
that  the  use  of  our  resources  elsewhere  has  prevented  us  from 
going  into  this  area  in  great  detail. 

Senator  Holungs.  Following  through  on  Inmarsat,  the  consider- 
ation of  Inmarsat  legislation,  we  asked  the  FCC  about  the  FCC  rate 
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case,  docket  1607.  Without  recapping — you  can  if  you  wish,  but 
that  case  laated  13  years,  did  it  not? 

Mr.  Ferbis.  I  believe  so. 

Senator  Holungs.  And  Comsat's  rates  were  reduced  50  percent? 

Mr.  Ferris.  That's  correct. 

Senator  Holungs.  That  was  over  Comsat's  strong  objections. 

Mr.  Ferris.  I  don't  think  it  was  a  consent  agreement. 

Senator  Holungs.  And  how  much  was  refunded  to  the  IRCs? 

Mr.  Ferris.  About  $192  million. 

Senator  Rollings.  Was  that  $192  milUon  used  to  reduce  the  IRC 
rates  to  the  users? 

Mr.  Ferris.  There  was  a  passthrough  arrEuigement  on  most.  I 
will  submit  it  for  the  record,  because  I  don't  recall  what  the  precise 
arrangements  were.  But  I  know  there  was  an  effort  to  pass 
through. 

Mr.  Washburn.  That's  correct. 

Senator  Holungs.  You  can  submit  this  information  for  the 
record. 

When  you  talk  about  competition,  the  intermodal  competition 
between  satellites  and  cable.  Does  the  FCC  have  a  practice  of 
eissurii^satellite  use  through  proportional  fill?  Is  that  the  policy  of 

Mr.  Ferris.  That  is  part  of  the  process  by  which  we  forecast 
future  use  and  the  facilities  that  will  be  needed.  We  look  at  what  is 
to  be  built  and  how  it  will  be  used.  There  are  various  methods  of 
treifTic  distribution  that  use  differing  amounts  of  cable  and  satellite 
circuits.  So  that  is  part  of  the  process  we  go  through  with  respect 
to  the  justification  for  facilities,  Mr.  Chairman. 

Senator  Holungs.  With  respect  to  the  uses  of  facilities,  is  the 
proportional  fill  standard  a  competitive  process? 

Mr.  Ferris.  I  think  in  the  facilities  area  one  could  say  there  is 
little  potential  for  competition.  I  think  the  ratepayer  is  going  to 
pay  for  excess  facilities.  So  we  must  carefully  compare  ^e  costs  of 
facilities  and  differing  mixes  of  cable  and  satellite. 

I  think  the  real  competition  should  be  in  the  provision  of  serv- 
ices, because  all  of  these  entities  use  both  satellite  and  cable.  So  I 
think  the  focus  should  be  on  not  having  redundant  facilities,  we 
should  closely  examine  the  use  of  facilities  and  the  justification  for 
the  capital  expenditures  for  facilities. 

Senator  Holungs.  On  the  leverage  of  the  FCC  with  these  foreign 
entities,  have  you  discussed  this  situation  with  any  of  the  foreign 
entities? 

Mr.  Ferris.  It  v/as  raised  in  the  Montreal  meeting  on  the  consul- 
tative process.  The  question  of  correspondent  relations  was  actually 
discussed  briefly  at  the  meeting.  And  the  very  fact  that  it  was 
raised,  I  think,  makes  the  point  very  tellingly  with  respect  to  how 
the  process  works. 

Senator  Hollings,  Is  there  anything,  Mr.  Ferris,  you  would  like 
to  add  in  your  limited  time?  Anything  you  wish  to  emphasize,  Mrs- 
Phillips  or  Mr.  Washburn? 

Mr.  Ferris.  Only  one  point.  With  respect  to  the  reservations  in 
my  statement  about  your  proposal  in  the  international  fu%a,  I 
think  it  is  great  to  have  that  proposal  ready  to  go  if  the  consultant 
process  doesn't  work.  I  think  the  changes  that  your  proposal  would 
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make  at  this  time  are  premature  but  it  would  be  good  to  have  it  on 
standby  in  case  the  consultative  process  fails,  1  think  the  very  fact 
it  has  been  proposed  by  you  is  going  to  provide  tremendous  stimu- 
lus to  make  the  consultative  process  work. 

Rather  than  make  the  legislative  change  now,  I  think  we  can 
have  the  best  of  both  worlds  by  using  the  consultative  process  and 
by  having  a  proposal  of  such  significance  in  the  wings. 

Senator  Hollings.  Very  good.  We  appreciate  the  appearance  of 
each  of  you  here  this  morning. 

The  record  will  remain  open  for  that  other  information. 

And  we  welcome  the  other  panelists. 

STATEMENTS  OF  HON.  TANY  S.  HONG.  STATE  OF  HAWAII;  DR. 
JOSEPH  V.  CHARYK.  COMMUNICATIONS  SATELLITE  CORP.; 
EUGENE  F.  MURPHY,  RCA  GLOBAL  COMMUNICATIONS:  AND 
RICHARD  C.  HOSTETLER.  WESTERN  UNION  TELEGRAPH  CO. 

Mr.  HosTETLER.  I  am  happy  to  present  Western  Union's  views  on 
the  international  aspects  of  the  proposed  bills.  As  we  testified  last 
week,  our  position  generally  is  that  we  believe  in  more  comf)eti- 
tion.  I  would  state  our  position  this  way:  We  believe  the  national 
goal  of  universally  available,  reasonably  priced  and  technologically 
efficient  telecommunications  service  can  be  best  achieved  under 
competitive  conditions,  where  decisions  are  made  in  the  market- 
place rather  than  by  an  administrative  agency. 

I  would  say  that  nowhere  have  the  shortcomings  of  regulation 
been  more  manifest  than  in  the  international  area  under  the  pres- 
ent system.  In  my  testimony  last  week,  I  spent  a  couple  of  minutes 
describing  the  services  that  Western  Union  provides,  and  1  men- 
tioned at  that  time  that  we  do  not  presently  provide  international 
transmission  services.  We  do  pick  up  and  deliver  overseas  traffic  in 
the  United  States,  but  we  turn  that  traffic  over  to  the  internation- 
al carriers,  and  they  control  the  price  and  the  other  terms  of 
service  to  the  user. 

In  effect,  the  three  or  four  carriers  who  operate  in  that  market- 
place today  have  a  monopoly.  The  situation  which  we  have  today 
stems  from  section  222  of  the  1934  act,  which  was  adopted  in  1943. 
Prior  to  the  enactment  of  section  222,  Western  Union  did  offer  full 
international  telegraph  services  between  the  United  States  and 
almost  every  major  country. 

However,  section  222,  which  was  enacted  to  authorize  the  merger 
of  Western  Union  and  the  Postal  Telegraph  Company,  in  order  to 
avoid  the  threatened  insolvency  of  the  domestic  telegraph  industry 
during  wartime,  required  the  merged  carrier  to  divest  itself  of  all 
international  telegraph  operations.  This  provision  has  recently 
been  construed  by  the  federal  courts  to  mean  that  Western  Union 
may  not  reenter  the  international  communications  market  under 
the  existing  law,  irrespective  of  what  kind  of  service  it  might 
propose  to  provide. 

Under  section  222,  the  market  for  telecommunications  services  is 
fragmented  between  international  and  domestic  services.  Interna- 
tional carriers  may  not,  with  certain  exceptions,  provide  service 
directly  to  domestic  users,  except  in  five  designated  coastal  gate- 
way cities.  And  as  1  have  said,  domestic  carriers  like  ourselves 
have  not  been  able  to  provide  international  service  to  our  custom- 
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ers  except  through  interconnection  firrangements  with  the  interna- 
tional carriers,  which  we  believe  have  no  place  in  a  competitive 
environment. 

These  arrangements  add  millions  of  dollars  of  unnecessary  costs 
which  have  to  be  borne  ultimately  by  the  public.  The  artificial 
bifurcation  of  the  marketplace  is  not  required  either  by  technology 
or  economics  or  by  any  other  condition.  In  our  view,  there  is  a 
single  int^rated  market  for  all  interexchange  services,  and  all 
United  States  users  in  that  marketplace  should  have  the  right  to 
deal  with  the  carrier  of  their  choice  for  all  of  their  telecommunica- 
tion requirements. 

The  FCC  has  recognized  the  problems  created  by  section  222  and 
Chairman  Ferris  has  testified  that  he  believes  section  222  should 
be  eliminated.  And  they  have  attempted  in  some  piecemeal  fashion 
to  deal  with  the  problems  created  by  that  provision  to  the  limit  of 
their  statutory  authority. 

However,  in  our  view,  piecemeal  Commission  action  in  this  area 
will  not  serve  the  public  interest.  For  example,  the  FCC  has  indi- 
cated that  it  intends  to  take  action  very  soon  on  pending  applica- 
tions of  the  international  carriers,  which  would,  in  effect,  eliminate 
the  gateways  concept  and  permit  the  international  carriers  to 
handle  traffic  directly  in  most  major  metropolitan  areas. 

If  these  applications  were  granted,  the  IRC's  would  be  free  to 
extend  their  operations  to  these  centers  without  fear  of  competitive 
response  from  Western  Union.  They  have  estimated  in  their  filing 
before  the  FCC  that  in  the  fourth  year,  they  might  capture  as 
much  as  $50  million  of  this  business  away  from  Western  Union, 
which  is  equal  to  the  net  income  of  Western  Union. 

The  effect  of  this,  of  course,  would  be  to  tighten  the  monopoly  of 
the  international  carriers  over  the  international  business  and 
make  it  less  feasible  for  domestic  carriers  to  provide  effective  com- 
petition if  section  222  is  repealed.  They  do  not  propose  reduction  of 
rates  to  the  users,  which  should  be  one  of  the  public  interest  tests. 
And  thus  the  net  effect  of  the  expansion  would  be  to  enlarge  the 
size  and  scope  of  the  IRC's  noncompetitive  operations  without  any 
discernible  public  benefit. 

We  urge  the  Congress  to  take  action  to  remove  all  of  the  barriers 
to  competition  posed  by  section  222.  We  hope  this  committee  will 
endorse  Chairman  Ferris'  earlier  observation  before  the  House  sub- 
committee that  any  expansion  of  the  international  carriers'  gate- 
way authority  prior  to  comprehensive  legislative  reform  might 
properly  be  conditioned  on  the  repeal  of  section  222. 

I  might  say  that  in  looking  at  the  two  bills,  we  believe  that  the 
outright  repeal  of  section  222  which  is  proposed  in  S.  611  is  prefer- 
able to  the  approach  in  S.  622,  which  would  eliminate  certain 
provisions  of  section  222  but  not  others.  As  I  have  noted,  expansion 
of  the  IRC's  domestic  operating  rights  without  provisions  for  a 
contemporaneous  competitive  spur  to  the  IRC's  would  upset  the 
balance  sought  to  be  created  by  section  222  and  force  Western 
Union  and  other  domestic  carriers  to  compete  with  one  hand  tied 
behind  their  backs. 

If  in  fact  the  Commission  does  move  to  expand  the  gateways 
without  waiting  on  Congress  to  act,  then  we  would  urge  Congress 
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to  move  immediately  to  repeal  section  222  without  waiting  for 
more  comprehensive  rewriting  of  the  Communications  Act. 

Apart  from  the  concern  which  we  have  with  section  222  and  its 
repeal,  looking  at  the  bills  more  philosophically,  we  prefer  a  more 
unstructured  approach  in  the  international  market  than  S.  622  in 
particular  contemplates.  We  don't  think  that  the  international 
market  should  be  treated  any  differently  from  the  domestic 
market.  It  should  be  regarded  as  part  of  a  single  market. 

We  see  no  need  to  treat  the  international  carriers,  either  the 
existing  carriers  or  any  other  carriers  who  enter  that  market,  as 
category  2  carriers.  We  think  regulation  should  be  on  the  same 
basis  as  is  contemplated   under  S.   611    in   the  domestic   market. 

The  exception  to  that  would  be  Comsat  and  A.T.  &  T.,  if  the 
latter  is  permitted  to  provide  competitive  services,  carriers  that  do 
own  facilities  and  thus  are  in  a  position  to  dominate  the  market- 
place through  their  control  over  the  facilities;  they  probably  should 
be  required  to  operate  through  separate  subsidiaries,  as  S.  611  does 
contemplate  in  the  case  of  Comsat. 

Similarly,  we  think  both  of  these  bills,  particularly  S.  611,  call 
for  greater  Commission  involvement  in  the  facilities  planning  proc- 
ess than  may  be  necessary.  We  are  particularly  concerned  about 
the  rather  complex  and  institutionalized  structure  which  S.  611 
would  create.  My  suspicion  is  that  the  rate  of  return  regulation,  if 
that  were  removed,  as  was  suggested  earlier  this  morning,  that  the 
concern  over  the  ownership  of  facilities  and  the  control  of  those 
facilities  might  well  disappear. 

In  our  case  in  particular,  we  certainly  would  have  no  interest  in 
building  facilities  or  in  participating  in  the  ownership  of  those 
facilities.  It  is  important  that  the  carriers  that  do  own  the  facilities 
not  be  in  a  position  to  overcharge  for  them  and  that  all  carriers 
providing  competitive  services  do  have  equal  access,  and  S,  611 
does  provide  for  interconnection. 

We  believe  Congress  should  make  clear,  in  whatever  legislation 
it  enacts,  that  an  expansion  of  competitive  opportunity  for  U.S, 
carriers  engaged  in  international  telecommunication  services,  is  at 
the  heart  of  American  policy. 

Since  it  is  just  as  essential  for  overseas  users  to  communicate 
with  the  United  States  aa  it  is  for  the  U.S,  users  to  communicate 
overseas,  we  see  no  reason  why,  in  the  long  run,  foreign  adminis- 
trations should  be  able  or  inclined  to  obstruct  the  realization  of  a 
clearly  articulated  congressional  policy.  If  Congress  makes  its 
policy  clear,  we  believe  there  will  be  little  need  for  FCC  involve- 
ment in  the  day  to  day  implementation  of  that  policy. 

Thank  you. 

Senator  Hollings.  Thank  you  very  much. 

Mr.  Murphy? 

Mr.  Murphy.  I  am  president  of  RCA  Global  Communications, 
Inc.  I  am  pleased  to  have  this  opportunity  to  appear  before  you  to 
testify  on  S.  611  and  S,  622  insofar  as  they  would  affect  the  inter- 
national telecommunications  industry. 

RCA  Globcom  is  a  common  carrier  primarily  engaged  in  furnish- 
ing record  telecommunications  services,  including  telex,  telegrams, 
facsimile,  data  transmission  and  leased  channels,  between  the 
United  States  and  the  rest  of  the  world. 


Contrary  to  some  other  comments  here  today,  over  the  years, 
RCA  Globcom  pioneered  many  of  the  innovatioos  that  our  industry 
offers  today. 

Again,  with  reference  to  other  cxinimenta,  I  am  not  aware  of  any 
international  record  carrier  earning  anything  near  80  percent  on 
rate  base.  Regarding  the  recent  Comsat  rate  reduction,  I  would  like 
to  assure  you  that  RCA  Globcom  flowed  through  100  percent  of 
that  rate  reduction. 

But,  in  addition,  as  a  result  of  forces  in  the  marketplace,  RCA 
Globcom,  which  had  obtained  reductions  from  Comsat  of  approxi- 
mately $7.3  million,  ended  up  by  reducing  its  rates  by  $2  million 
more  than  that,  or  approximately  $9.3  million. 

In  addition,  this  was  not  limited  to  RCA  Globcom.  Based  on  our 
understanding  of  the  flgures  that  were  flled  with  the  FCC,  the 
industry,  as  a  whole,  flowed  through  130  percent  of  the  Comsat 
rate  reduction,  and  that  additional  30  percent  was  all  attributable 
to  the  fact  that  individual  carriers  reduced  rates  to  varioiis  parts  of 
the  world  by  differing  amounts. 

In  order  to  meet  those  rates  and  stay  competitive  so  we  would 
not  lose  business,  we  at  Globcom  spent  an  {idditH>nal  $2  million. 

Certainly  no  false  impression  should  be  left  on  the  record  that 
there  was  any  windfedl  to  the  carriers  as  a  result  of  the  Comsat 
rate  reduction. 

Quite  the  contrary — additional  amounts,  over  the  amount  of  the 
Comsat  rate  reductions — were  flowed  through  to  the  public. 

RCA  Globcom  was  the  first  to  introduce  oversefis  lesised  channel 
service  and  telex  service.  Just  a  little  over  a  year  Eigo,  we  inaugu- 
rated Q-Fax  service,  the  first  commerciad  international  digital  facsi- 
mile service,  which  permits  the  high-speed  transmission  of  docu- 
ments overseEis. 

This  existing  communications  service  meets  similar  needs  as  the 
U.S.  Postal  Service's  electronic  mail  proposal  which  is  still  in  an 
experimental  stage. 

RCA  Globcom  has  invested  many  millions  of  dollars  in  the  latest 
technology  to  improve  the  speed,  quality,  and  reliability  of  interna- 
tional communications  services  available  to  the  public. 

Yet,  despite  the  universal  impact  of  inflation,  and  greatly  in- 
creased costs  of  labor  and  material,  the  rates  charged  today  for  the 
services  we  provide  are  in  almost  every  case  lower  than  they  were 
10  years  £igo. 

S.  611  establishes  as  a  primary  objective  that  telecommunications 
should,  to  the  maximum  extent  feasible,  "be  provided  under  condi- 
tions of  full  and  fair  competition."  A  similar  goal  is  expressed  in 
S.  622. 

RCA  Globcom  is  firmly  committed  to  the  principle  of  "full  and 
fair"  competition.  While  the  domestic  communications  market  was 
essentially  noncompetitive  until  the  early  1970's,  RCA  Globcom  has 
faced  vigorous  competitive  challenges  throughout  its  60-year 
history. 

We  believe  that,  over  the  years,  we  have  amply  demonstrated 
our  ability  to  perform  well  in  a  genuinely  competitive   market. 

RCA  Globcom  operates  in  the  only  sector  of  telecommunica- 
tions— the  furnishing  of  international  nonvoice  services — which  is 
not  dominated  by  a  single  entity  providing  monopoly  services. 
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To  assure  full  and  fair  competition,  we  therefore  urge  the  Con- 
gress to  maintain  that  environment  and  take  care  not  to  stifle, 
albeit  unintentionally  existing  competitive  forces. 

In  our  industry,  the  maintenance  and  furthering  of  competition 
requires  special  treatment  to  prevent  A.T.  &  T.,  Comsat,  and  West- 
ern Union  from  utilizing  their  historic  monopoly  advantages  to  the 
detriment  of  the  present  carriers  as  welt  as  new  entrants. 

Industry  structure:  Before  proceeding  to  specific  analysis  of  the 
bills  before  this  subcommittee,  I  should  like  to  survey  the  interna- 
tional telecommunications  environment,  including  the  role  West- 
ern Union  might  be  expected  to  play.  This  survey  will  be  useful  in 
pointing  out  the  substance  of  our  concerns. 

The  U.S.  international  telecommunications  industry  consists  of 
three  major  segments. 

First,  there  is  A.T.  &  T.,  which  provides  all  international  voice 
telephone  services  to  and  from  the  U.S.  mainland  as  an  extension 
of  its  domestic  telephone  service  monopoly. 

A.T.  &  T.'s  annual  revenues  from  international  telephone  serv- 
ice, excluding  Canada  and  Mexico,  are  over  $800  million. 

The  second  segment  of  the  industry  consists  of  carriers  providing 
international  record  services,  including  RCA  Globcom,  ITT  World 
Communications  Inc.,  TRT  Telecommunications  Corp.,  Western 
Union  International,  Inc.,  FTC  Communications.  Inc..  and  also  Ha- 
waiian Telephone  Co. 

U.S.-Liberia  Radio  Corp.,  a  subsidiary  of  the  Firestone  Tire  & 
Rubber  Co.,  also  provides  certain  overseas  record  services. 

These  carriers  provide  services  such  as  telegrams,  telex,  fac- 
simile, data  transmission,  and  leased — private  line — channels  for 
voice/data  communications  between  the  United  States  and  over- 
seas points.  Annual  revenues  for  this  segment  of  the  industry  are 
approximately  $450  million. 

The  international  record  carriers  at  present  only  serve  the  public 
directly  in  five  designated  "gateway"  cities  in  the  continental 
United  States.  At  these  points,  they  solicit  business  directly  and 
interconnect  with  domestic  carriers,  primarily  Western  Union,  for 
the  pickup  and  delivery  of  their  traffic  to  U.S.  points  beyond  the 
gateway  cities — referred  to  in  industry  parlance  as  the  hinterland. 

To  the  extent  additional  competitors  are  allowed  in,  they  will  be 
seeking  to  serve  basically  this  segment  of  the  international  commu- 
nications market. 

Comsat  forms  the  third  major  segment  of  the  U.S.  industry.  It 
has  enjoyed  a  privileged  position  due  to  its  quasi-governmental 
status. 

Pursuant  to  the  Communications  Satellite  Act  of  1962,  Comsat 
was  created  and  given  sole  U.S.  responsibility  for  participation  in 
the  ownership  of  the  global  communications  satellite  system  con- 
templated by  that  act. 

It  is  the  only  American  communications  entity  presently  entitled 
to  deal  directly  with  Intelsat  and  has  recently  been  given  a  newly- 
expanded  monopoly  to  Inmarsat.  Comsat  also  is  the  sole  provider  of 
A.T.  &  T.'s  Comstar  domestic  satellite  system  and  is  a  partner  in 
IBM's  proposed  domestic  sateUite  venture. 

A.T.  &  T.  is  the  largest  corporation  in  the  world.  It  totally 
dominates    the    domestic    and     international     voice     market.     If 
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A.T.  &  T.  were  allowed  to  provide  intemationfil  nonvoice  communi- 
cations service,  it  would,  because  of  its  inherent  advantages,  inevi- 
tably dominate  the  entire  international  telecommunications 
market. 

There  is  no  practical  way  to  curb  A.T.  &  T.'s  monopoly  advan- 
tf^es  and  therefore  we  agree  with  S.  611  that  A.T.  &  T.  should  not 
be  allowed  to  expand  its  monopoly  into  the  international  record 
market. 

At  present,  A.T.  &  T.'s  monopoly  telephone  service  accounts  for 
approximately  two-thirds  of  the  total  international  communicati<Hi8 
market  of  about  $1.2  billion  annually. 

The  goal  of  full  and  fair  competition  cannot  be  achieved  if 
A.T.  &  T.  is  allowed  unfettered  access  to  the  remaining  one-third  of 
the  market  which  now  not  only  sustains  all  of  the  other  existing 
carriers,  but  would  presumably  be  expected  to  support  new  market 
entrants  as  well. 

Since  1964,  in  recognition  of  its  monopoly  position,  A.T.  &  T.  has 
not  been  authorized  to  offer  new  nonvoice  communications  interna- 
tionally. A.T.  &  T.'s  ability  to  dominate  the  entire  international 
telecommunications  market,  both  voice  and  record,  would  be  fur- 
ther enhanced  by  its  domestic  monopoly  position. 

For  example,  A.T.  &  T.  could  use  the  facilities  of  its  domestic 
message  telephone  monopoly  to  exploit  international  dataphone 
service. 

Due  to  this  and  the  international  record  carriers'  inability  to 
obtain  interconnection  to  these  monopoly  facilities  on  an  equiva- 
lent basis  along  with  A.T.  &  T.  operating  companies,  A.T.  &  T.'s 
service  would  have  an  overwhelming  and  unfair  competitive  advan* 
tage. 

We  believe  the  prohibition  eigainst  A.T.  &  T.  enti?  into  interna* 
tional  non-voice  telecommunications  contained  in  o.  611,  section 
252(b),  should  be  clarified  to  prevent  the  provision  of  such  service 
by  A.'T.  &  T.  through  an  affiliate  or  subsidiary. 

The  present  language  of  S.  611,  however,  may  go  farther  than  is 
necessary  to  carry  out  its  purpose  of  placing  a  check  on  A.T.  &  T.'s 
monopoly  power  in  the  international  area. 

Thus,  the  bill  flatly  prohibits  any  "internationail  telecommunca- 
tions  carrier  which  provides  international  public  message  tele- 
phone service  for  which  it  is  not  subject  to  eiTective  competition" 
from  also  providing  "any  other  international  telecommunications 
service." 

Taken  literally,  the  applicable  language  could  apply  to  RCA 
Globcom  because  it  provides  telephone  service  between  Guam  and 
foreign  points,  which  accounts  for  less  than  1  percent  of  our  operat- 
ing revenues. 

A  minor  amendment  to  S.  611  restricting  the  applicability  of  this 
provision  to  carriers  which  predominantly  derive  their  overseas 
revenues  from  basic  telephone  service  would  d^  with  the  specific 
problem  of  A.T.  &  T.,  while  not  placing  an  unintended  hardship  on 
smaller,  nonmonopoly  carriers. 

Western  Union:  We  have  in  the  past  supported  proposals  which 
recognized  the  competitive  imbalance  resulting  from  Western 
Union's  monopoly  posture  in  the  hinterland  markets  by  precluding 
Western  Union  from  operating  internationally  for  5  years. 
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'  While  Western  Union  has  been  permitted  to  exploit  its  domestic 
'  monopoly,  and  develop  its  markets  virtually  free  of  competition  for 
I  35  years,  the  international  carriers  have  been  confined  to  5  U.S. 
cities. 

Efforts  to  change  this  situation  have  been  stalled  at  the  FCC  for 
over  7  years.  At  present,  more  than  half  of  all  internationeil  record 
traffic  originates  or  terminates  in  the  United  States  on  Western 
Union  facilities. 

Immediate  entry  would  provide  Western  Union  with  an  opportu- 
nity— which  it  would  have  every  reason  to  use — to  take  unfair 
advantage  of  its  domestic  monopoly  position  over  telex  and  TWX 
services  and  divert  the  vast  majority  of  international  telex  traffic 
to  its  own  facilities. 

Telex  is  the  mainstay  of  the  international  record  communica- 
tions industry.  Given  Western  Union's  substantial  and  unearned 
headstart,  as  a  practical  matter,  it  will  teke  considerably  longer  for 
the  international  carriers  to  establish  themselves  in  the  hinterland 
than  it  would  take  Western  Union  to  make  the  requisite  operating 
arrangements  to  enter  the  overseas  market. 

First,  it  will  be  necessary  for  the  international  carriers  to  build 
and  develop  appropriate  nationwide  domestic  distribution  systems. 
This  task  cannot  be  accomplished  in  a  few  months  or  even  a  few 
years. 

On  the  other  hand,  we  would  anticipate  that  Western  Union 
could,  in  a  relatively  short  period  of  time,  negotiate  the  necessary 
contracts  and  obtain  the  facilities  to  operate  directly  with  the 
principal  foreign  administrations. 

Second,  it  should  be  noted  that  Western  Union  presently  has 
over  120,000  subscriber  installations  on  its  nationwide  domestic 
telex  and  TWX  networks  compared  to  RCA  Globcom's  approxi- 
mately 7,000  installations  in  only  five  cities. 

Thus,  Western  Union's  existing  customer  base  is  more  than  17 
times  our  size. 

Immediate  Western  Union  entry  would  imperil  the  lai^e  invest- 
ment in  facilities  and  plant  made  by  the  international  carriers  in 
reliance  on  present  law. 

Under  the  circumstances,  in  order  to  assure  full  and  fair  compe- 
tition, we  believe  the  international  carriers  must  be  afforded  a 
reasonable  opportunity  to  overcome  Western  Union's  £idvantages 
which  were  not  earned  in  the  marketplace,  but  rather  are  an 
outgrowth  of  legal  and  regulatory  conditions  in  existence  for  more 
than  three  decades. 

We  also  do  not  believe  that  the  public  interest  would  be  served 
by  allowing  noncarrier  entities  to  interconnect  their  systems  at  the 
cable  heads  or  Earth  stations. 

Only  the  largest  users  could  take  advante^e  of  these  arrange- 
mente,  and  the  resulting  divergence  of  revenue  from  the  carriers 
would  create  additional  pressure  for  rate  increases  to  the  smaller 
users  who  could  least  afTord  it. 

We  fail  to  understand  the  presumption  in  S.  611  that  the  inter- 
national record  carriers  are  noncompetitive. 

Our  industry  derives  no  significant  revenues  from  monopoly 
services,  emd  not  one  carrier  dominates  any  service  in  the  market. 
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The  important  point,  we  believe,  is  that  all  nonmonopoly  carriers 
should  be  treated  the  same;  that  is,  either  regulated  or  substantial- 
ly deregulated. 

Full  and  fair  competition  will  not  result  where  one  group  of 
competitive  carriers,  providing  functionally  equivalent  service,  is 
subject  to  more  burdensome  regulatory  requirements  than  another. 

RCA  Globcora  supports  the  provisionB  of  S.  611  to  limit  A.T.  &  T. 
to  basic  telephone  service  in  the  international  market  but  we  have 
reservations  about  the  requirement  in  section  252(a)  that  carriers 
must  establish  a  fully  separated  entity  for  the  provision  of  either 
their  domestic  or  its  international  services. 

RCA  Globcom  would  interconnect  on  appropriate  terms  with 
domestic  carriers,  but  it  should  also  be  able  to  continue  to  serve  its 
customers  directly,  as  well. 

We  believe  this  approach  will  substantiedly  meet  the  objectives  of 
S.  611  to  encour2ige  competition  in  domestic  markets. 

The  allocation  formula  applied  in  section  251  does  not  rect^nize 
the  practicalities  of  handling  international  telex  and  data  traffic. 

Like  telephone  ceiIIs,  telex  trafHc  from  oversefis  is  to  a  specific 
called  party's  number  either  on  our  own  system  or  the  system  of  a 
domestic  carrier,  which  substantially  limits  or  prevents  such  traffic 
from  being  allocated. 

We  therefore  believe  that  the  formula  should  be  clarified,  at  the 
very  least,  to  limit  its  effect  to  unrouted  traffic  only. 

What  is  of  overall  concern  to  us  here  is  the  well-being  of  the 
international  record  carrier  industry  in  tm  environment  where 
others  are  free  to  manipulate  statutorily  granted  advantages  or  to 
exploit  monopoly  status. 

We  believe  it  is  in  the  public  interest  to  foster  an  economically 
sound  international  record  communications  industry  which  hais 
provided  innovative,  technologically  advanced  and  coet-e£fective 
service. 

We  therefore  urge  that  the  proposed  legislation  be  appropriately 
modified  in  accordance  with  the  recommendations  we  have  made 
and  would  be  pleased  to  work  with  the  subcommittee  and  the  staff 
to  this  end. 

Thank  you. 

[The  statement  follows:] 

Statement  of  Eugene  F.  Mukphy,  President  Of  RCA  Global  Communications 

Chairman  Holltngs,  Senator  Goldwater  and  members  of  the  Subcommittee,  my 
name  is  Eugene  F.  Murphy,  I  am  Preeident  of  RCA  Global  Communications,  Inc. 
(RCA  Giobcom),  I  am  pleased  to  have  this  opportunity  to  appear  before  you  to 
testify  on  S.  611  and  S.  622  insofar  as  they  would  affect  the  international  telecom- 
munications industry. 

RCA  Globcom  is  a  common  carrier  primarily  engaged  in  furnishing  record  t«le- 
communieations  Bervices,  including  telex,  telegrams,  facsimile,  data  transmission 
and  leased  channels,  between  the  United  States  and  the  rest  of  the  ivorld.  Over  the 
years,  RCA  Globcom  pioneered  many  of  the  innovations  that  our  industry  offers 

For  example,  we  were  the  first  to  introduce  overseas  leased  channel  service  and 
telex  service.  Just  a  little  over  a  year  ago,  we  inaugurated  Q-Fax  service,  the  first 
commercial  international  digital  facsimile  service,  which  permits  the  high-^eed 
transmission  of  documents  overseas.  This  existing  communications  serrjce  meets 
similar  needs  as  the  U.S.  Postal  Service's  electronic  mail  proposal  which  is  still  in 
an  experimental  stage. 
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available  to  the  public.  Yet,  despite  the  universal  impact  of  inflation,  and  greatly 
increased  costs  of  labor  and  material,  the  rates  charged  today  for  the  a 
provide  are  in  almost  every  case  lower  than  they  were  ten  years  ago, 

S.  611  establishes  as  a  primary  objective  that  telecommunications  should,  to  the 
maximum  extent  feasible,  "be  provided  under  conditions  of  full  and  fair  competi- 
tion." A  similar  goal  is  expressed  in  S.  622.  RCA  Globcom  is  firmly  committed  to  the 
principle  of  "full  and  fair  competition.  While  the  domestic  communications  market 
was  essentially  non-competitive  until  the  early  1970's,  RCA  Globcom  has  faced 
vigorous  competitive  challenges  throughout  its  60-year  history.  We  believe  that, 
over  the  years,  we  have  amply  demonstrated  our  ability  to  perform  well  in  a 
genuinely  competitive  market. 

RCA  Globcom  operates  in  the  only  sector  of  telecommunications— the  furnishing 
of  international  non-voice  services— which  is  not  dominated  b)(  a  single  entity 
providing  monopoly  services.  To  assure  "full  and  fair"  competition,  we  therefore 
urge  the  Coneress  to  maintain  that  environment  and  take  care  not  to  stifle  albeit 
unintentionally  existing  competitive  forces.  In  our  industry,  the  maintenance  and 
furthering  of  competition  requires  special  treatment  to  prevent  AT&T,  Comsat  and 
Western  Union  from  utilizing  their  historic  monopoly  advantages  to  the  detriment 
of  the  present  carriers  as  well  as  new  entrants, 

INDUSTRY  STRUCTURE 

Before  proceeding  to  specific  analysis  of  the  bills  before  this  Subcommittee,  I 
should  like  to  survey  the  international  telecommunications  environment.  Including 
the  role  Western  Union  might  be  expected  to  play.  This  eurvey  will  be  ueeful  in 
pointing  out  the  substance  of  our  concerns. 

The  U.S.  international  telecommunications  industry  consists  of  three  major  s^- 

Firat.  there  is  AT&T  which  provides  all  international  voice  telephone  services  to 
and  from  the  U.S.  Mainland  as  an  extension  of  its  domestic  telephone  service 
monopoly,  AT&T's  annual  revenues  from  international  telephone  service,  excluding 
Canada  and  Mexico,  are  over  $BO0  million. 

The  second  segment  of  the  industry  consists  of  carriers  providing  international 
record  services,  including  RCA  Globcom,  ITT  World  Communications  Inc.,  TRT 
Telecommunications  Corp.,  Western  Union  International,  Inc.  FTC  Communica- 
tions, Inc.  and  aiso  Hawaiian  Telephone  Co.'  These  carriers  provide  services  such  as 
telegrams,  telex,  facsimile,  data  transmission  and  leased  (private  line)  channels  for 
voice/data  communications  between  the  U.S.  and  overseas  points.  Annual  revenues 
for  this  segment  of  the  industry  are  approximately  $450  million. 

The  international  record  carriers  at  present  only  serve  the  public  directly  in  five 
designated  "gateway"  cities  in  the  continental  U.S.  At  these  points,  they  solicit 
business  directly  and  interconnect  with  domestic  carriers,  primarily  Western  Union, 
for  the  pickup  and  delivery  of  their  traffic  to  U.S.  points  beyond  the  gateway  cities 
(referred  to  in  industry  parlance  as  the  "hinterland").  To  the  extent  additional 
competitors  are  allowed  in,  they  will  be  seeking  to  serve  basically  this  segment  of 
the  international  communications  market. 

Comsat  forms  the  third  major  segment  of  the  U.S.  industry.  It  has  enjoyed  a 
privileged  position  due  to  its  quasi-governmental  status.  Pursuant  to  the  Communi- 
cations Satellite  Act  of  1962.  Comsat  was  created  and  given  sole  U.S.  responsibility 
for  participation  in  the  ownership  of  the  global  communications  satellite  system 


contemplated  by  that  Act,  It  is  the  only  American  communications  entity  presently 
entitled  to  deal  directly  with  INTELSAT  and  has  recently  been  given  a  newly- 
expanded  monopoly  in  INMARSAT.  Comsat  also  Is  the  sole  provider  of  AT&Ts 
Comstar  domestic  satellite  system  and  is  a  partner  in  IBM's  proposed  domestic 
satellite  venture. 


AMERICAN  TELEPHONE  AND  TELEGRAPH 

AT&T  is  the  largest  corporation  in  the  world.  It  totally  dominates  the  domestic 
and  international  voice  market.  If  AT&T  were  allowed  to  provide  international  non- 
voice  communications  service,  it  would,  because  of  its  inherent  advantages,  inevita- 
bly dominate  the  entire  international  telecommunications  market.  There  is  no 
practical  way  to  curb  AT&T's  monopoly  advantages  and  therefore  we  agree  with  S. 
611  that  AT&T  should  not  be  allowed  to  expand  its  monopoly  into  the  international 
record  market. 

At  present.  AT&T's  monopoly  telephone  service  accounts  for  approximately  two- 
thirds  of  the  total  international  communications  market  of  about  $1,2  billion  annu- 

'  U.S.-Liberis  Radio  Corporalion,  a  subsidiary  of  the  Firestone  Tire  and  Rubber  Company,  also 
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..      .. ,_mpetition  cannot  be  achieved  if  AT&T  is  allowed 

miettcred  access  to  the  remaining  one-third  of  the  market  which  now  not  only 
sustains  all  tif  the  other  existing  carriers,  but  would  presumably  be  expectttl  to 
support  hew  market  entrants  as  well. 

Since  1964.  in  recognition  of  its  monopoly  position,  AT&T  has  not  been  authorised 
to  c^er  new  non-voice  communications  internationally.  AT&Ts  ability  to  dominate 
the  entire  international  telecommunications  market,  both  voice  and  record,  wouM 
be  further  enhanced  by  its  domestic  monopoly  position.  For  example.  AT&T  could 
use  the  facilities  of  its  domestic  message  telephone  monopoly  to  exploit  intemation- 


obtain  interconnection  to  these  monopoly  facilities  on  an  equivalent  basis  alons 
with  AT&T  operstinff  companies,  AT&T's  service  would  have  an  overwhelming  and 
unfair  competitive  advantage. 

We  believe  the  prohibition  against  AT&T  entry  into  international  non-voice  tele- 
communications contained  in  S.  611,  Section  252(b),  should  be  clarified  to 
the  provision  of  such  service  by  AT&T  through  an  affiliate  or  Bubsidiaiy. 


The  present  language  of  S.  611,  however,  may  go  farther  than  ii 
carry  out  its  purpose  of  placing  a  check  on  AT&T's  monopoly  power  i 
tional  area.  Thus,  the  bill  flatly  prohibits  any  "intemational  teleconununications 


T  which  provides  international  public  message  telephone  service  for  which  it  ii 
not  subject  to  effective  competition'  from  also  providing  "any  other  intemational 
telecommunications  service.' 

Taken  literally,  the  applicable  language  could  apply  to  RCA  Globcoin  because  it 
provides  telephone  service  between  Guam  and  foreign  points.  Guam  telephone  serv- 
ice with  foreign  points  provides  less  than  one  percent  of  our  operating  revenues. 

We  believe  that  a  minor  amendment  to  S.  611  restricting  the  applicability  of  this 

E revision  to  carriers  which  "predominantly"  derive  their  overseas  revenues  from 
Bsic  telephone  service  would  deal  with  the  specific  problem  of  AT&T,  while  not 
placing  an  unintended  hardship  on  smaller,  non-monopoly  carriers. 

In  sum.  AT&T's  entry  into  the  international  non-voice  market  would  expand  its 
already  enormous  power  and  make  real  competition  impossible. 


WESTERN  UNION 


bv  precluding  Western  Union  from  operating  internationally  for  five  yeara.  While 
Western  Union  has  been  permitted  to  exploit  its  domestic  monopoly,  and  develop  its 
markets  virtually  free  of  competition  for  35  years,  the  international  carrier  have 


been  confined  to  five  U.S.  cities.  Efforts  to  change  this  situation  have  been  stalled  at 
the  FCC  for  over  seven  years.  At  present,  more  than  half  of  all  intemational  record 
traffic  originates  or  terminates  in  the  United  States  on  Western  Union  facilitiea. 

Immediate  entry  would  provide  Western  Union  with  an  opportunity— which  it 
would  have  every  reason  to  use— to  take  unfair  advantage  of  its  domestic  monopoly 
position  over  telex  and  TWX  services  and  divert  the  vast  majority  of  international 
telex  traffic  to  its  own  facilities.  This  would  result  in  EtCA  Globcom  being  deprived 
unfairly  of  the  bulk  of  its  trafTic  and  revenues  from  the  hinterland. 

Telex  is  the  mainstay  of  the  intemational  record  communications  industry.  Given 
Western  Union's  substantial  and  unearned  headstart,  as  a  practical  matter,  it  will 
take  considerably  longer  for  the  international  carriers  to  establish  themselves  in  the 
hinterland  than  it  would  take  Western  Union  to  make  the  requisite  operating 
arrangements  to  enter  the  overseas  market. 

First,  it  will  be  necessary  for  the  intemational  carriers  to  build  and  develcqt 
appropriate  nationwide  domestic  distribution  systems.  This  task  cannot  be  accom- 
plished in  a  few  months  or  even  a  few  years.  On  the  other  hand,  we  would 
anticipate  that  Western  Union  could,  in  a  relatively  short  period  of  time,  negotiate 
the  necessary  contracts  and  obtain  the  facilities  to  operate  directly  with  the  princi- 
pal foreign  administrations. 

Second,  it  should  be  noted  that  Western  Union  presen^  has  over  120,000  sub- 
scriber installations  on  its  nationwide  domestic  telex  and  TWX  networks  comrared 
to  RCA  Globcom's  approximately  7,000  installations  in  only  five  cities.  Thus,  West- 
ern Union's  existing  customer  base  is  more  than  IT  times  our  size. 

Immediate  Western  Union  entry  would  imperil  the  large  investment  in  facilities 
and  plant  made  by  the  international  carriers  in  reliance  on  present  law. 

Under  the  circumstances,  in  order  to  assure  "full  ana  fair"  competition,  we 
believe  the  international  carriers  must  be  afforded  a  reasonable  opportunity  to 
overcome  Western  Union's  advantages  which  were  not  earned  in  the  marketplBce. 
but  rather  are  an  outgrowth  of  l^al  and  re^latory  conditions  in  existence  for  more 
than  three  decades. 
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We  believe  these  general  proposals  to  be  cunsistent  with  the  concern  expressed  by 
Chairman  HoUings  in  introducing  S.  611  that  unrcEtrained  entry  by  telecom  mil  njca- 
monopolies  into  competitive  markets  could  create  a  climate  where  "full  and 
fair"  competition  would  not  be  possible.  As  stated  by  Chairman  HoUings,  the  Con- 
gress "cannot  ignore  the  overpowering  presence  of  integrated  monopoly  carriers  .  .  . 
which  could  hinder  entry  into  many  if  not  most  telecommunications  markets  be- 
cause of  their  size,  market  presence  and  because  they  control  access  to  the  existing 
network." 

We  believe  that  these  matters  should  be  dealt  with  specifically  in  statutory 
language,  rather  than  be  left  to  regulatory  interpretation.  As  a  result,  we  support 
those  provisions  of  S.  (ill  which  would  appear  to  limit  AT&T  to  basic  telephone 
service  internationally  and  end  Comsat's  present  monopoly  of  international  satellite 
facilities.  However,  we  do  not  believe  that  either  S.  611  or  S.  622  adequately  deals 
with  the  special  problems  presented  by  Western  Union. 

We  therefore  believe  that  appropriate  amendments  should  be  made  to  preclude 
Western  Union  from  entering  the  international  record  market  for  a  period  of  at 
least  five  years,  or  until  such  time  as  the  FCC  finds,  on  an  appropriate  record,  that 
effective  competition  exists  with  Western  Union  in  the  domestic  transmission  of 
international  telex  traffic  in  most  of  the  country. 
COMSAT 

If  the  approach  contained  in  S.  611  is  not  adopted,  then  provision  must  be  made  to 
deal  with  Comsat's  international  satellite  monopoly.  When  Congress  provided  for 
the  creation  of  Comsat  and  gave  Comsat  its  present  U.S.  monopoly  control  over 
access  to  the  international  satellite  facilities,  this  was  done  with  tlie  understanding 
that  Comsat  would  not  offer  service  directly  to  the  public,  except  in  unique  circum- 
stances. No  need   has  been  shown  to  alter  Comsat's  present   role  as  a  carriers' 

Allowing  Comsat  to  expand  from  a  monopoly  base  will  not  serve  the  best  interests 
of  this  nation.  Rather,  the  creation  of  such  an  industry  structure  brings  with  it  real 
dangers  to  the  maintenance  of  a  competitive  market. 

Comsat  is  the  monopoly  provider  of  satellite  facilities  for  both  international  and 
maritime  services.  It  further  enjoys  special  privileges  as  a  quasi -governmental 
entity  created  pursuant  to  an  Act  of  Congress.  Comaet  is  the  only  U.S.  communica- 
tions entity  with  a  federal  charter,  three  government-appointed  directors  and  re- 
porting at  least  annually  to  the  President  and  Congress,  As  noted,  Comsat  is  the 
sole  provider  of  AT&T's  Comstar  domestic  satellite  system  and  is  a  partner  in  IBM's 
proposed  SBS  domestic  satelhte  system.  Thus.  Comsat  will  have  substantial  inter- 
ests in  two  domestic  satellite  systems  through  its  alliance  with  IBM  and  its  monopo- 
ly lease  to  AT&T,  and  will  still  retain  its  INTELSAT  and  INMARSAT  monopolies, 

RCA  Giobcom  believes  that  various  Congressional  and  FCC  proceedings  have 
made  clear  that  Comsat's  primary  mission  is  to  discharge  its  responsibilities  as  the 
U.S.  representative  in  INTELSAT  and  INMARSAT  and  that  appropriate  steps 
should  be  taken  to  assure  that  this  mission  is  fulfilled.  Certainly,  there  can  be  little 
doubt  that  it  was  intended  that  these  functions  should  take  precedence  over  Com- 
sat's involvement  in  the  commercial  sector  of  the  communications  market  which  is 
adequately  being  served  by  the  common  carriers. 

Any  new  l^islation  should  not  allow  Comsat  both  to  acl  as  a  carriers'  carrier  and 
to  provide  international  telecommunications  services  on  a  competitive  basis  directly 
to  the  public.  If  the  latter  approach  is  adopted.  Comsat  should  not  be  allowed  to 
retain  its  monopoly  position  as  the  sole  owner  of  the  INTELSAT  facilities  and  the 
proposed  new  INMARSAT  system. 

The  creation  of  a  separate  subsidiary  would  not  prevent  cross-subsidization  be- 
tween Comsat's  wholesale  and  retail  functions.  Indeed,  more  rather  than  less. 
regulation  would  be  required  to  monitor  the  Comsat  parent-subsidiary  relationship. 
As  a  practical  matter,  it  is  unlikely  that  even  such  a  new  layer  of  regulation  would 
solve  the  problem.  If  Congress  desires  to  change  the  status  of  Comsat,  we  submit 
that  it  must  also  end  Comsat's  monopoly  position. 

In  the  event  Congress  permits  Comsat's  entry  it 
market,  this  legislation  should  at  the  same  tim 
carriers,  the  opportunity  to  compete  with  Comsat  oi 
could  be  done  by  authorizing  the  international  car 
on  economic  terms  equivalent  to  those  which  Comsat  receives. 

For  example,  the  international  carriers  could  be  permitted  to  acquire  indefeasible 
right  of  user  (IRU)  interests  in  satellite  circuits  from  Comsat  on  terms  which  would 
not  affect  any  existing  treaties  or  at  a  lease  price  that  refiects  INTELSAT  utiliia- 
tion  costs  only  and  perhaps  a  ministerial  fee  to  cover  Comsat's  administrative  costs, 
an  approach  endorsed  by  the  Department  of  Justice  and  NTIA.  While  this  will  not 
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S.  611  and  S.  622  adopt  divergent  approaches  to  facilities  planning,  S,  622  essen- 
tially directs  the  FCC  to  adopt  a  procedure  catling  for  consultation  with  the  carriera 
to  develop  policy  guidelines  in  advance  and  then  allowing  the  carriera  to  negotiate  a 
facilities  plan  with  their  correspondents  in  accordance  with  the  guidelines.  Howev- 
er, as  noted  above,  should  the  proposal  contained  in  S,  622  or  a  similar  one  be 
adopted,  measures  must  be  included  to  prevent  Comsat  from  taking  advantage  of  ita 
satellite  monopoly  to  defeat  the  purpose  of  this  l^pslation  to  foster  meanlngfii] 
competition. 

S.  611  adopts  the  concept  of  having  all  international  transmiaaion  facilities — both 
cable  and  satellite— owned  by  the  international  carriers  in  proportion  to  relative 
use.  Provision  for  ownership  of  both  major  tvpes  of  oveiseas  transmission  facilities 
by  U.S.  carriers  would  elimmate  or  appreciaSly  reduce  the  controversies  over  caUe 
versus  satellite  use  which  have  occurred  in  recent  ^eais. 

We  support  the  principle  of  ownership  of  facilities  related  to  use,  but  believe  the 
provisions  of  S.  611  should  be  amended  to  avoid  certain  ancillary,  but  adverse. 
consequences.  While  we  agree  that  there  are  difficulties  with  the  present  system  of 
planning  international  facilities,  the  concept  of  S.  611  would  be  significantly  im- 
proved in  our  view  by  a  change  in  its  underlying — and  erroneous — working  assump- 
tion that  there  is  no  effective  competition  among  U.S.  carriers  providing  interna- 
tional telecommunications.  We  believe  the  ownership  concept  in  S.  611  ahould  be 
modified  in  accordance  with  the  following  basic  principles. 

S.  611  establishes  a  new  International  Facilities  Management  Corporation  which 
would  plan  and  manage  the  facilities  used  by  the  carrier  owners.  As  preeentiy 
proposed,  the  carriers  whose  facilities  would  be  taken  by  the  "conaortiiun"  and 
managed  by  the  Corporation  are  deemed  noncompetitive  (or  "Category  II"  carriers). 
As  a  consequence,  they  are  not  only  denied  an  effective  voice  in  the  governance  of 
the  Corporation,  but  could  be  effectively  precluded  from  dealing  with  their  custom- 
ers except  through  separately-created  domestic  subsidiaries.  S.  611  simply  impof 
too  many  unnecessary  practical  penalties  to  serve  Its  objectives. 

The  governing  body  of  the  Corporation  is  now  set  up  in  such  a  way  that  the 
international  carriers,  which  will  use  the  facilities  and  tie  required  to  put  up  ail  of 
the  investment,  will  have  only  a  minority  voice  in  the  Corporation's  affairs. 

We  believe  that  the  proposed  composition  of  the  Board  does  not  provide  adequate 
representation  to  the  international  industry  as  a  whole  which  li^  the  experience 
and  the  responsihility  for  serving  the  public.  We  recommend  as  an  alternative  that 
all  participating  international  carriers  be  represented  on  the  Board  and  that  deci- 
sions be  by  a  vote  weighted  so  that  all  the  international  carriers  collectively  would 
form  a  majority,  with  appropriate  provisions  so  ttiat  no  single  carrier  could  domi- 
nate the  Board. 

Under  the  present  arrangements  in  S.  611,  two-thirds  of  the  Board  would  be 
chosen  by  parties  with  no  direct  financial  stoke  in  the  activities  of  the  CorparatioR 
and  no  responsihility  for  the  provision  of  international  service.  Indeed,  since  Gov- 
ernment agencies  such  as  the  Defense  Department  and  NASA  are  among  the 
largest  users  of  international  communications,  almost  half  the  Board  could  come 
from  outside  the  private  sector.  tlCA  Glolxrom  t>elieveB  this  is  contrary  to  what  we 
understand  is  Congressional  policy  to  decrease  rather  than  increase  Government 
involvement  in  business. 

We  also  do  not  l>elieve  that  the  public  interest  will  l>e  served  by  allowing  non- 
carrier  entities  to  interconnect  their  systems  at  the  cablehead  or  earth  ctatko. 
Were  such  arrangements  to  he  permittM.  only  the  largest  users  could  take  advan- 
tage of  them.  The  resulting  diversion  of  revenue  from  tlie  common  carriers  would 
create  additional  pressures  for  rate  increases  services  provided  to  the  smaller  uaere 
who  can  least  afford  it. 

We  accordingly  believe  that  the  public  interest  would  be  tietter  served  by  continu- 
ing present  policy  which  gives  the  same  treatment  to  all  users — large  and  small. 
This  view,  is,  furthermore,  consistent  with  the  legislative  history  of  the  Communica- 
tions Satellite  Act  where  Congress  addressed  a  similar  problem.  Thus,  the  then 
Chairman  of  the  FCC  testified  that  if  the  public  could  go  directly  to  the  Corporation 
for  service,  this  could  "result  in  a  considerable  loss  of  revenue  to  the  carriers  and 
impair  their  ability  to  provide  adequate  service  to  the  public."  * 
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e  ways.  S.  Utl  appears  to  impose  more  onerous  burdens  on  the  competitive 
international  record  earners  than  on  monopoly  carriers  such  as  AT&T.  In  its 
practical  effect.  S.  till  could  cause  a  radical  and  unnecessary  restructuring  of  the 
industry,  potentially  enabling  dotninance  by  one  or  two  favored  entities,  and  threat- 
ening the  viability  of  the  international  record  carriers.  We  could  be  required  to 
transfer  our  facilities  to  a  consortium  in  which  we  might  not  have  any  meaningful 
voice  and  to  change  in  other  fundamental  respects  the  manner  in  which  we  have 
long  conducted  our  business.  For  example,  we  could  be  removed  from  direct  contact 
with  our  customers  by  being  compelled  to  turn  over  international  traffic  we  present- 
ly handle  ourselves  to  domestic  carriers  and  prevented  from  continuing  to  offer 
communications  equipment  to  customers  as  part  of  a  total  service. 

To  a  certain  extent,  we  believe  that  this  proposed  restructuring  may  be  the 
consequence  of  a  basic  misunderstanding  of  the  competitive  nature  of  the  interna- 
tional industry.  This  is  expecially  disturbing  given  our  existing  commitment  to 
competition  and  our  willingness  to  fund  and  develop  new  and  innovative  programs, 
such  as  international  Q-Fax  service  and  other  advanced  data  si 
CLASSIFICATION  OF  CARRIERS 

The  international  record  c 
tition.  We  therefore  fail  to 
"noncompetitive." 

Our  industry  derives  no  significant  revenues  from  monopoly  services.  It  consists 
entirely  of  relatively  small  companies  none  of  which  dominates  the  market.  Indeed, 
the  international  record  carriers  are — and  have  been  over  the  years — the  most 
competitive  segment  of  the  U.S.  communications  industry. 

It  should  be  borne  in  mind  that  competition  exists  in  service  as  well  as  in  price. 
Virtually  every  significant  improvement  in  the  record  service  area  has  resulted 
from  the  competitive  efforts  of  carriers  such  as  RCA  Globcom  rather  than  from  the 
domestic  telegraph  monoply.  We  introduced  international  direct  distance  dialing  for 
telex  long  before  it  was  available  on  the  overseas  telephone  nelwork  and  have 
employed  computer  technology  to  provide  such  service  enhancements  as  one-digit 
dialing,  atore-and -forward  capability  and  automatic  retry  procedures  when  a  call 
cannot  be  completed  immediately. 

Our  industry  also  has  engaged  and  continues  to  engage  in  active  price  competi- 
tion. As  a  result  of  existing  coropetitign,  numerous  reductions  have  neen  made  in 
the  rales  for  overseas  private  line  (leased  channel)  services.  Rates  for  overseas  telex 
calls  have  been  steadily  declining,  while  rates  for  comparable  domestic  services 
provided  by  Western  Union  are  being  increased. 

In  view  of  the  number  of  carriers  which  already  paiicipate  in  our  industry,  in 
addition  to  those  now  seeking  entry,  we  believe  that  it  is  clearly  inappropriate  to 
classify  the  international  record  carriers  as  "noncompetitive"  and  thereby  subject 
them  to  regulatory  requirements  primarily  intended  to  prevent  abuses  of  monopoly 
power.  In  the  interest  of  maintaining  the  thrust  of  the  bill  to  encourage  competi- 
tion, it  seems  to  make  little  sense  to  restrain  the  activities  of  the  international 
carriers  in  the  marketplace  in  the  same  manner  as  monopoly  carriers. 

Certainty,  the  fact  that  a  carrier  has  been  mandated  to  transfer  its  facilities  to  a 
single  entity  should  not  by  itself  determine  its  regulatory  status  as  a  Category  II 
carrier.  If  it  is  competitive  in  the  marketplace,  it  should  be  treated  as  such. 

The  arbitrary,  and  we  believe  unjustified,  classification  of  the  international  record 
carriers  as  noncompetitive  would,  under  S.  611,  apparentiv  automatically  cause  any 
domestic  carrier  affiliated  with  an  international  carrier  also  to  be  regulated  as  if  it 
were  a  noncompetitive  carrier  and  require  it  to  petition  the  FCC  for  designation  as 

a  Category  I  carrier.  The  FCC's  delerminatioi    '  ' 

without  precise  statutory  guidelines.  The  failui 

would  place  domestic  afnliates  of  international  ci 

competing  with  domestic  carriers  which  are  esst 

not  have  any  affiliation  with  an  international  a 

inhibit  rather  than  expand  the  competitive  provision  of  ci 

monopoly  carriers  in  both  the  domestic  and  international  markets. 

The  important  point,  we  believe,  is  that  all  non-monopoly  carriers  should  be 
treated  the  same,  i.e.,  either  regulated  or  substantially  deregulated.  "Full  and  fair" 
competition  will  not  result  where  one  group  of  competitive  carriers  providing  func- 
tionally equivalent  service  is  subject  to  more  burdensome  regulatory  requirements 
than  another. 

The  classification  of  the  international  record  carriers  in  Category  II  also  carries 
with  it  other  constrainte  which  would  fundamentally  and  adversely  affect  our 
present  business.  For  example,  S.  611,  in  Section  203(cl.  casts  a  cloud  on  our  ability 
lo  offer  telecommunications  equipment  as  an  intergal  part  of  a  '   ' 
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service.  Such  b  provision  could  bar  the  international  carriera  from  continuing  to 
provide  t«lex  terminals  and  other  communications  equipment  to  their  cuHtomen. 
Thia  action  would  change  the  manner  in  which  international  telex  service  has  been 
provided  from  its  inception  some  25  years  ago;  lead  to  the  premature  write-oFT  of 
substantial  investment  in  communciationa  equipment  by  the  international  o 
and.  most  importantly,  result  in  higher  charges  and/or  reduced  service  to  a 
ity  of  the  present  telex  customers  of  the  international  record  carriers.  These  c 
era  are  in  the  main  the  smaller  users.  We  are  not  sure  this  result  was  intended  and 
would  be  pleased  to  work  with  your  ataff  on  clarifying  language. 


As  noted,  RCA  Globcom  supports  the  provisions  of  S,  611  intended  to  limit  AT&T 
to  the  provision  of  basic  telephone  service  in  the  international  market.  However,  w« 
have  reservations  about  the  requirement  in  Sec.  252(a)  of  S.  611  that  every  carrier 

firoviding  both  domestic  and  international  telecommunications  services  miurt  estab- 
ish  a  fully  separated  entity  for  the  provision  of  either  its  domestic  or  its  intema- 

We  are  particularly  concerned  that  this  provision,  taken  together  with  the  inter- 
connection requirement  in  Sec.  251(a),  could  be  construed  as  requiring  the  interna- 
tional carriers  to  serve  the  public  in  the  U.S.  solely  by  means  of  interconnection 
with  domestic  carriera.  While  auch  a  limitation  may  be  appropriate  for  AT&T,  we 
submit  that  it  should  not  be  extended  to  the  far  smaller,  competitive  international 
record  carriers. 

First  of  all.  insistence  that  the  international  record  carriers  serve  their  customen 
for  international  services,  as  opposed  to  purely  domestic  sennces,  only  by  means  of 
interconnection  with  domestic  carriers  would  seem  inconsistent  with  the  intention 
of  S.  611  to  repeal  Sec.  222  of  the  present  Act. 

Second,  and  more  importantly.  If  this  construction  were  adopted,  the  internation- 
al carriers  would  lose  all  direct  contact  with  their  cuatomers.  This,  we  submit, 
would  be  contrary  to  the  bill's  primary  purpose  to  promote  "full  and  fair"  competi- 
tion. In  a  competitive  environment,  it  is  absolutely  essential  for  a  carrier  to  main- 
tain direct  customer  relationships.  As  the  FCC  has  had  occasion  to  note,  the  preaent 
direct  interplay  between  the  international  carriers  and  the  public  serves  a  benefi- 
cial purpose  by  keeping  the  carriers  responsive  to  public  need. 

INTERCONNECTION 

RCA  Globcom  would  be  willing  to  interconnect  on  appropriate  terma  with  all 
domestic  carriera.  assuming  that  we  may  also  continue  to  serve  our  own  customers 
directly  as  well.  We  believe  that  this  approach  will  substantially  meet  the  objectives 
of  S.  611  to  encourage  competition  in  the  domestic  market.  However,  mandating 
interconnection  among  non-monopoly  carriers  in  direct  competition  with  one  an- 
other would  not  be  in  the  public  interst. 

S.  611  imposes  eaaentiafly  the  aame  mandatory  interconnection  requirements  on 
the  competitive  international  record  carriers  as  it  doea  on  AT&T  and  other  tele- 
phone monopolies.  We  believe  that  this  is  unwarranted  given  the  competitive 
nature  of  our  industry  and  the  relative  size  of  the  participating  carriers. 

It  is  our  position  that  compulsory  interconnection  and  competition  are  basically 
inconsistent  as  applied  to  competing  carriera  which  do  not  provide  monopoly  serv- 
ices or  enjoy  special  advantages.  C^  the  other  hand,  carriers  auch  as  AT&T  and 
Western  Union  should  be  required  to  furnish  upon  request  and  on  nondiscrimina- 
tory terms  appropriate  interconnections  to  other  carriers  for  their  services.  As 
noted,  we  would  be  prepared  to  do  the  same  for  domestic  carriers  for  the  handling 
of  traffic  destined  to  or  from  overseas  points. 


S.  611  proposes  that  a  distribution  formula  be  established  by  the  FCC  to  allocate 
international  traffic  in  the  inbound  direction  from  overseas  among  domestic  carriers 
in  proportion  to  their  share  of  all  com petitively-de rived  trafTic  originating  within 
the  U.S.  destined  to  overseas  points.  Aa  we  understand  it,  this  provision  is  mtended 
to  assure  equitable  treatment  of  connecting  domestic  carriers. 

We  believe  that  a  rigid  allocation  formula  would  be  unduly  burdensome;  difficult 
and  costly  to  administer;  and  require  complex  interconnection  and  switching  ar- 
rangements. It  also  could  have  a  disruptive  effect  on  present  international  arrange- 
ments with  respect  to  the  routing  of  traffic  destined  from  the  overseas  communica- 
tions systems  to  the  U.S. 

The  allocation  formula  proposal  further  fails,  we  believe,  to  give  due  allowance  to 
the  manner  in  which  most  types  of  international  traffic  are  handled  in  practice.  For 
example,  like  a  telephone  call,  an  inbound  telex  call  from  overseas  is  routed  to  a 
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specific  called  party's  number  either  on  our  own  system  or  the  system  of  a  domestic 
"  r.  The  call  therefore  ultimately  has  to  be  transferred  to  the  facilities  of  the 
r  to  which  the  called  party  in  the  US,  is  connected.  This  factor  substantially 
restricts— and  in  many  cases  prevents— such  traffic  from  being  "allocated." 

We  therefore  believe  that  the  bill  should  be  clarified,  at  the  very  least,  to  limit 
the  effect  of  any  proportionate  return  requirement  to  inbound  unrouted  traffic  only. 
An  alternative  approach  to  be  considered  would  be  to  revise  the  formula  to  provide 
that  the  domestic  carrier  should  allocate  to  the  international  carrier  outbound 
traffic  destined  overseas  in  proportion  to  the  amount  of  inbound  traffic  from  o 
seas  turned  over  to  the  domestic  carrier. 

We  further  are  concerned  that  the  premise  of  the  formula  appears  to  be  the 
assumption  that  the  international  carriers  will  not  be  allowed  to  continue  to  serve 
their  customers  in  the  U.S.,  except  by  means  of  interconnection  with  domestic 
carriers.  As  previously  noted,  such  a  situation  in  our  view  would  not  promote 
competition,  but  rather  would  take  away  competitive  alternatives  now  available  to 
the  public. 

FCC  FEES 

We  do  not  agree  with  the  "market  value"  concept  for  determining  FCC  fees 
reflected  in  S.  611.  Among  other  things,  the  effect  of  the  approach  to  setting  fees  in 
S,  611  would  be  to  impose  an  additional  special  tax  on  communications  entities.  To 
the  extent  any  fees  are  mandated,  we  believe  the  approach  contained  in  S.  622, 
namely  that  fees  be  designed  to  recover  the  cost  attributable  to  regulation,  to  be 
preferable  to  that  in  S.  611. 

CONCLUSION 


here  is  the  viability  of  the  international  record  carrier 
'  where  others  are  free  to  manipulate  statutorily 
5.  Such  so-called  "corapeti- 
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granted  advantages  or  to  exploit  existing  monopoly  st 
tion"  would  not  produce  the  public  benefits  you  seek. 

We  also  think  that  S,  611  has  not  adequately  recognized  the  genuine  competit 
which  exists  and  will  continue  to  exist  at  the  U.S.  terminal,  I  have  pointed  oul 
you  today  various  examples  of  that  competition  which  have  benefited  the  public  in 
terms  of  better  service  and  lower  rates.  Certainly,  concern  over  the  present  manner 
in  which  international  facilities  are  authorized,  constructed  and  utilized  should  not 
override  the  many  other  factors  which  bear  upon  the  rendition  of  international 

As  set  forth  earlier  in  my  testimony,  the  problems  presented  by  the  present 
method  of  authorization  and  use  of  overseas  facilities  are  not  insoluble.  Rather,  they 
can  and  should  be  addressed  with  a  minimum  of  structural  change  and  with  the 
objer'.ive  of  maintaining  the  competitive  environment  in  the  international  record 
industry,  which  is  the  only  area  of  telecommunications  not  presently  dominated  by 
monopoly  carriers.  As  we  have  pointed  out.  this  objective  can  be  accomplished  in  a 
manner  completely  consistent  with  the  competitive  aims  of  these  bills. 

The  international  record  industry  is  serving  the  public  well.  We  believe  it  would 
be  unwise  to  permit  the  development  of  policies  which  could  radically  change  this 
industry  or  enable  carriers  providing  protected  monopoly  service  to  exploit  this 
advantage  and  unfairly  expand  into  a  limited  market  where  there  is  already  active 
competition. 

We  believe  it  is  in  the  public  interest  to  continue  to  foster  an  economically  sound 
international  telecommunications  industry  which  has  provided  Innovative,  techno- 
logically-advanced  and  cost-effective  service.  We  therefore  urge  that  the  proposed 
legislation  be  appropriately  modified  in  accordance  with  the  recommendations  con^ 
tained  herein  and  would  be  pleased  to  work  with  the  Subcommittee  and  its  staff  to 
this  end. 

Thank  you. 

Senator  Hollings.  Thank  you. 

Dr.  Charyk? 

Dr.  Charyk.  Mr.  Chairman  and  members  of  the  Subcommittee 
on  Communications,  I  am  Joseph  V.  Charyk,  president  and  chief 
executive  officer  of  the  Communications  Satellite  Corp.  I  am  es[>e- 
cially  grateful  for  this  opportunity  to  testify  with  respect  to  S,  611 
and  S.  622  because  of  their  significance  to  Comsat.  My  oral  com- 
ments today  will  be  addressed  principally  to  part  two  of  S.  611 — 
International  Telecommunications.  This  section  seems  to  propose 
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msyor  and  drastic  changes  in  structure  and  policy  on  the  interna- 
tional side,  changes  which  will  severely  and  adversely  impact  on 
the  cost  and  quality  of  international  communications  services  to 
the  U.S.  consumer.  Such  radiczil  changes  appear  to  be  in  atrikii^ 
contrast  to  many  of  the  observations  relative  to  the  overall  philos- 
ophy of  the  bill.  In  this  respect,  I  have  a  far  more  favorable 
reaction  to  S.  622  which  seeks  to  address  the  problems  which  have 
been  noted  such  as,  for  example,  procedures  for  international  facili- 
ties planning.  Here  S.  622  seeks  to  codify  a  more  format  process  for 
dealing  with  such  matters  rather  than  undertake  a  wholesale  re- 
structuring of  our  industry  and  processes. 

I  would  like  to  begin  by  noting  that  I  view  the  major  objectives  of 
S.  611 — to  increase  competition  and  to  improve  planning  in  the 
international  telecommunications  field — as  desirable  overaJl  goals. 
Unfortunately,  I  believe  the  bill,  as  structured,  will  not  achieve 
those  objectives. 

In  fact,  I  believe  the  effect  of  S.  611  will  be  to  lessen  competition 
rather  than  promote  it,  because  intermodal  competition  between 
satellites  and  cables  will  be  submerged  and  Comsat,  the  one  entity 
dedicated  solely  to  the  furtherance  of  satellite  technolc^,  will  be 
virtually  eliminated  from  the  scene.  I  believe  the  restructuring  of 
the  international  telecommunications  industry  contemplated  by 
S.  611  will  rekindle  the  controversy  that  has  now  substantially 
subsided  in  connection  with  the  planning,  construction,  and  oper- 
ation of  international  telecommunications  facilities,  because  the 
existing,  established  relationships  between  the  carriers  and  their 
foreign  correspondents,  and  between  Comsat  and  its  Intelsat  part- 
ners, will  be  destroyed  and  new  ones  will  have  to  be  esteblished  by 
what  is  likely  to  be  an  ineffective  and  Eunbivalent,  nonprofit  facili- 
ties management  corporation. 

Let  me  summarize  briefly  what  I  view  as  several  of  the  most 
startling  provisions  of  S.  611.  First,  the  proposed  structure  of  a 
nonprofit  memagement  corporation  and  a  separate  facility-owning 
consortium  is,  in  my  judgment,  unrealistic.  Divorcing  ownership 
and  management  in  the  way  proposed  is,  I  believe,  a  sure  prescrip- 
tion for  failure.  It  is  an  incredible  situation  indeed  where  the 
manager  would  neither  be  responsible  for  the  investment  nor  for 
the  quality  of  services  to  the  end-user,  and  where  the  owners  would 
be  subject  to  the  manager  as  S.  611  seems  to  contemplate. 

Second,  the  international  telecommunications  market  is  substan- 
tially different  from  the  domestic  market,  £ind  competition  cannot 
be  achieved  by  unilateral  legislative  flat.  Thre  are  very  large  bar- 
riers to  entry  into  the  international  market,  and  A.T.  &  T.  s  mes- 
sage telephone  service,  representing  nearly  80  percent  of  the 
market,  is  virtually  impregnable  because  of  its  domestic  telephone 
and  long  lines  monopolies,  and  its  foreign  operating  Eigreements 
and  correspondent  relationships.  Thus,  any  competition  that  may 
arise  would  only  be  for  a  portion  of  the  remaining  20  percent  of  the 
market.  Here  the  three  large  record  carriers,  RCA,  ITT,  £md  WUI, 
are  also  substantially  entrenched. 

Thus,  while  the  bill  purports  to  open  the  way  for  veritable  cadres 
of  U.S.  carrier  entrants,  in  fact  the  opportunities  for  entry  will  be 
little  diiTerent  than  under  the  existing  industry  structure.  The  key 
both  today  and  in  the  future  under  existing  or  new  statutory 
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provisions  is  the  willingness  of  foreign  entities  to  enter  into  operat- 
ing relationships  with  new  U.S.  entrants.  Under  the  current  proce- 
dures, the  FCC  at  least  has  an  opportunity,  through  its  licensing  of 
new  facilities,  to  bring  pressure  to  bear  on  the  foreign  entities 
along  these  lines.  S.  611,  on  the  other  hand,  provides  the  foreign 
entities  with  a  splendid  opportunity  to  pick  and  choose  which  U.S. 
carriers  they  will  interconnect  with,  as  may  be  in  their  best  nation- 
al interest,  and  thereby  to  exert  greater  influence  over  the  provi- 
sion of  international  communications  services  within  the  United 
States  at  the  expense  of  the  U.S.  consumer. 

Third,  in  the  interest  of  encouraging  competition  in  what  realis- 
tically is  limited  to  only  about  20  percent  of  the  U.S.  international 
market,  S.  611  would  dispense  with  the  far  more  meaningful  com- 
petition that  now  exists,  namely,  the  intermodal  competition  before 
the  FCC  between  cables  and  satellites.  As  I  indicated  in  my  written 
testimony,  this  competition  has  spurred  both  sides  on  to  making 
large-scale  advances  in  communications  capacity  and  to  corre- 
sponding decreases  in  the  unit  cost  of  international  communica- 
tions, with  obvious  benefits  to  consumers. 

Fourth,  it  is  somewhat  ironical  that  the  other  major  objectives  of 
the  international  portion  of  S.  611  is  to  improve  planning  in  the 
international  telecommunications  field,  since  I  believe  that  events 
over  the  past  year  indicate  that  the  parties  involved  have  already 
reached  agreement  upon  the  necessary  improvements  in  that  proc- 
ess. In  fact,  8  master  plan  for  transatlantic  facilities  implementa- 
tion and  use  through  1985  has  essentially  been  agreed  upon,  and, 
more  importantly,  the  United  States,  European,  and  Canadian  tele- 
communications entities  are  now  engaged  in  a  facilities  planning 
undertaking  that  goes  through  1995.  This  effort  will  employ  new 
planning  processes  and  procedures  which  bring  together  both  the 
cable  and  satellite  planners  and  operators  on  both  sides  of  the 
ocean  at  an  early  stage.  Rather  than  being  shunted  aside  asS.  611 
would  do,  these  new  planning  processes  should  be  given  every 
opportunity  to  succeed. 

In  my  remaining  few  moments,  I  want  to  turn  to  the  subject  of 
the  very  severe,  adverse  consequences  S.  611  would  have  for 
Comsat.  By  substantially  changing  Comsat's  primary  role  as  a 
carrier's  carrier  to  that  of  a  theoretical  full  competitor  in  the 
marketplace  with  A.T.  &  T.  and  other  carriers,  and  by  making 
ownership  in  the  facilities  ownership  consortium  dependent  upon 
use,  Comsat's  effective  participation  in  that  consortium,  and  there- 
by in  the  operation  of  satellite  facilities,  is  eliminated  overnight. 
Comsat  has  traditionally  been  limited  to  being  a  carrier's  carrier — 
a  wholesaler — and  thus  has  no  end-user  customer  base,  no  interna- 
tionally deployed  marketing  staff,  and  no  foreign  correspondent 
relationships.  While  it  is  possible  that  Comsat  could  nonetheless 
make  some  inroads  into  a  portion  of  the  IRC's  market  share,  this 
added  comf>etition  from  Comsat  would  be  insignificant  in  the 
larger  scheme  of  things  by  virtue  of  A.T.  &  T.'s  monopoly. 

The  bill  would  take  away  Comsat's  role  in  Intelsat,  which  we 
helped  to  create.  The  bill  would  take  away  Comsat's  international 
facilities — about  25  percent  of  all  U.S.  international  communica- 
tions facilities — and  permit  us,  on  the  basis  of  usage,  to  acquire 
only  a  1  or  2  percent  interest  in  the  new  facilities  ownership 
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consortium.  The  bill  would  bring  to  a  sudden  halt  Comsat's  reve- 
nue streeun  from  our  established  international  business  and  leave 
us  with  a  one-time  payment,  to  be  decided  by  an  arbitration  panel, 
for  our  facilities,  but  not  for  our  loss  of  business  or  future  poten- 
tial. Finally,  the  bill  would  cause  inestimable  damage  to  Comsat  as 
the  U.S.  commercial  flagship  in  space,  if  it  did  not  destroy  it 
altogether  and  disperse  its  small  but  highly  effective  staff,  an  asset 
that  cannot  be  replaced. 

Mr.  Chairman,  one  other  asset  that  is  irreplaceable  in  my  esti- 
mate is  the  credibility  of  Congress,  and  I  believe  that  is  at  stake 
here.  More  than  half  of  Comsat's  current  shareholders  are  individ- 
uals who  purchased  our  stock  in  1964,  encouraged  by  Congress  to 
make  an  equity  investment  in  the  future  of  space  technology.  It  is 
true  that  no  guarantees  were  given  those  investors  by  the  U.S. 
Government  and  that  they  were  well  aware  that  there  were  signifi- 
cant business  risks  involved,  but  I  believe  the  implication  was  clear 
that,  given  success  of  the  business,  they  would  have  made  a  good 
long  term  investment,  I  cannot  believe  that  any  of  those  investors 
were  aware  that  one  of  the  risks  they  were  taking  was  that,  once 
the  global  satellite  system  achieved  technological  and  business  suc- 
cess, it  would  be  taken  away  from  Comsat  by  the  Government  that 
had  set  the  policy  and  encouraged  their  participation  in  the  firBt 
instance.  This  is  a  bitter  anachronism,  particularly  since,  by  any 
standard,  the  development  of  a  globftl  communications  satellite 
system  through  the  pioneering  efforts  of  Comsat  has  been  an  out- 
standing success.  One  hundred  and  two  nations  are  now  members 
of  Intelsat  and  each  contributes  to  its  share  of  all  of  the  invest- 
ment, research,  and  development  costs.  This  system,  pioneered  by 
Comsat,  provides  service  to  132  locations  through  674  satellite 
paths,  an  unprecedented  accomplishment  in  a  cooperative  interna- 
tional undertaking  that  represents  the  most  successful  internation- 
al joint  venture  ever  undertaken.  This  has  all  been  accomplished 
without  the  investment  of  any  U.S.  Government  funds  and  has 
been  made  possible  through  the  private  investment  of  over  100,000 
shareholders.  Given  this  history,  if  S.  611  is  enacted,  it  would  be 
very  difficult  indeed,  if  not  impossible  in  my  judgment,  to  get  the 
American  public  with  private  funds  to  underwrite  any  similar 
venture  agmn. 

Interestingly  enough,  two  proposals  of  that  nature  are  before 
Congress  at  this  time.  Senator  Schmitt  of  this  subcommittee  and 
Representative  Fuqua,  Chairman  of  the  House  Committee  on  Sci- 
ence and  Technology,  have  introduced  bills  to  create  an  Earth 
Resources  Satellite  Corporation  and  a  Space  Industrialization  Cor- 
poration, respectively,  patterned  on  the  Comsat  model.  If  S.  611 
becomes  law,  financing  such  ventures  with  private  capital  would 
be,  I  believe,  out  of  the  question. 

Lastly,  the  drastic  approach  of  S.  611  would  require  a  massive 
upheaved  in  the  international  telecommunications  industry,  with 
great  uncertainty  as  to  the  outcome,  and  great  potential  for 
damage  to  the  public.  In  the  spirit  of  evolution  rather  than  revolu- 
tion, I  prefer  the  approach  to  international  communications  taken 
by  S.  622.  That  bill  would  codify  the  existing  framework  for  inter- 
national facility  planning,  and  would  give  the  recently  improved 
international  planning  process  sun  opportunity  to  succeed;  given  the 
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~  chance,  I  am  confident  that  it  will.  I  would  also  like  to  strongly 
,  support  a  very  important  provision  in  S.  622,  section  22G(g),  dealing 
:  with  effective  representation  of  U.S.  interests  at  international  tele- 
'  communications  meetings.  In  view  of  the  critical  nature  of  many 
international  telecommunications  meetings  forthcoming  in  the 
■  very  near  future,  I  believe  it  to  be  very  important  that  such  legisla- 
'  tive  action  be  implemented. 

Mr.  Chairman,  this  concludes  my  oral  statement.  I  would  be  glad 
to  answer  any  questions  you  or  the  other  members  of  the  subcom- 
mittee may  have. 
[The  statement  follows:] 

Statement  o 

Mr.  Chairman  and  members  of  the  Subcommittee  on  Communications,  I  am 
JoBeph  V.  Charyk,  President  and  Chief  Executive  ORlcer  of  the  Communications 
Satellite  Corporation.  I  am  especially  grateful  for  thia  opportunity  to  testify  with 
respect  to  S.  611  and  S.  622  because  of^their  significance  to  Comsat,  My  comments 
today  will  be  addressed  principally  to  Part  Two  of  S.  611— International  Telecommu- 
nications. At  the  end  of  my  discussion,  I  will  devote  a  few  comments  to  S.  632  which 
has  the  effect  of  codifying  a  more  formal  process  for  the  conduct  of  international 
facility  planning,  obviously  a  desirable  objective. 

I  would  like  to  begin  by  noting  that  I  think  the  major  objectives  of  the  bill — to 
increase  competition  and  to  improve  planning  in  the  international  telecommunica- 
tions field— are  desirable  overall  goals!  Unfortunately,  not  only  do  I  not  believe  the 
bill,  as  structured,  will  achieve  those  objectives  but  I  believe  that  the  bill,  will  have 
serious  and  far  reaching  deleterious  ejects  on  international  communications,  on 
U.S.  prestige  and  on  the  quality  and  coet  of  communications  services  to  the  one  who 
really  counts— the  U.S.  consumer  and  ratepayer.  My  reasons  follow. 

First,  I  think  the  bill's  effect  will  be  to  lessen  competition  rather  than  promote  it 
because  it  will  result  in  the  industry  being  dominated  by  the  four  major  internation- 
al carriers.  I  think  it  is  clear  that  is  not  the  intent  of'^the  bill.  I  also  think  it  will 
rekindle  the  controversy  that  has  substantially  subsided  in  connection  with  the 
planningi  construction  and  operation  of  international  telecommunications  facilities, 
at  least  for  the  1979-1985  period. 

Second,  the  bill  will  have  a  substantial  adverse  effect  on  the  prestige  and  leader- 
ship role  that  the  United  States  has  been  able  to  acquire  and  maintain  In  the 
development  of  both  satellite  and  cable  technology.  Over  the  past  15  years,  largely 
through  the  application  of  U.S.  technology  ana  the  ^idance  of  Comsat,  as  the 
representative  of  the  U.S.  in  Intelsat,  the  design  capacity  of  an  individual  satellite 
has  risen  from  240  voice  circuits  in  the  Intelsat  1  satellite  to  over  12,000  in  the 
Intelsat  V  satellites  to  be  delivered  late  this  year.  Spurred  by  this  development  and 
growth  in  satellite  technoli^y,  the  design  capacity  of  an  underseas  cable  has  in- 
creased from  138  voice  circuits  in  TAT-4  to  4,000  in  an  SG  Cable  such  as  TAT-6.  We 
are  concerned  that  such  developments  will  be  markedly  reduced  if  the  decision- 
making process  that  exists  today,  which  includes  regulatory  review,  were  replaced 
by  a  loosely  managed  generally  unregulated  non-profit  corporation  and  a  discordant 
array  of  carriers,  as  contemplated  by  the  bill. 

Third,  the  cost  and  quality  of  international  telecommunications  will,  we  fear,  be 
dealt  a  harsh  blow  by  the  enactment  of  this  bill.  The  demand  for  all  forms  of  high 
quality  international  communications,  both  voice  and  record,  is  on  the  rise  and,  as 
previously  indicated,  the  design  capacity  of  both  cables  and  satellites  have  increased 
markedly  over  a  fairly  short  time  interval  to  meet  that  demand.  Rates  for  most 
international  services  have  also  been  tumbling  down. 

In  1964,  prior  to  the  advent  of  commercial  satellite  communications  services,  the 
U.S.  carriers'  rate  for  a  leased  voice-grade  cable  half-circuit  between  the  U.S.  and 
Europe  was  {10,000  per  month.  When  satellite  service  was  instituted  to  Europe  in 
1965,  at  a  rate  of  $4,200  per  half-circuit,  the  U.S.  carriers  switched  to  a  "composite" 
rate  for  both  cable  and  satellite  circuits,  which  was  set  at  $8,000  per  halfxircuit.  In 
1967,  the  satellite  rate  was  reduced  to  $6,000  per  half-circuit.  At  the  present  time  we 
are  about  to  reduce  the  satellite  rate  to  Europe  from  $1,575  to  $1,340,  and  the 
composite  rate  is  $4,225. 

Such  progress  has  been  made  possible  by  the  mechanisms  provided  for  under 
existing  law  pursuant  to  which  careful  scrutiny  is  given,  in  a  regulatory  environ- 
ment, to  assure  the  high  quahty  and  reasonable  prices  of  cable  and  satellite  serv. 
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ices.  The  scheme  contemplated  by  S.  611  will,  we  believe,  be  disruptive  of  such 
efficiency  because  it  will  lead  to  a  loosely  resulated  series  of  multiple  interconnec- 
tions by  multiple  carriers  with  numerous  duplication  of  facilities. 

Fourth,  I  believe  that  the  bill  will  subvert,  if  not  destroy,  the  Communications 
Satellite  Corporation  and  disperse  its  collective  talents  and  experience.  Thus,  S.  611 
will  deprive  the  United  Statee  of  the  entity  created  tiy  Congress  and  the  Executive 
to  spearhead  our  nation's  commercial  venture  in  space.  There  might  be  some 
support  for  such  an  action  if  it  were  clear  that  it  was  necessary  to  do  bo  to 
accomplish  the  objectives  of  the  bill.  But,  we  perceive  no  basis  for  such  an  action 
where  the  emasculation  of  Comsat  will  not  contribute  in  any  way  to  the  attainment 
of  the  bill's  objectives. 

Let  me  elaborate  on  these  views  and  conclusions  in  the  context  of  the  stated 
major  objectives  of  S.  611  with  respect  to  international  communications.  Tlieae 
objectives  are:  (1>  to  enhance  competition  in  the  provision  of  the  U.S.  portion  of 
international  telecommunications  services;  and,  (2)  to  assure  that  the  views  and 
interests  of  the  U.S.  in  international  telecommunications  activities  are  represented 
more  cohesively  and  effectively.  To  accomplish  these  i^jectives.  S.  611  proposes  a 
radical  restructuring  of  the  international  telecommunications  industry. 

First,  S.  611  creates  a  new,  non-profit  corporation  to  plan,  manage  and  operate  all 
U.S.  international  communications  facilities  except  those  used  for  maritime  serv- 
ices. In  that  respect,  it  displaces  Comsat  from  its  statutory  role  in  international 
satellite  operations  and  AT&T  from  its  traditional  role  in  international  cable  oper- 
ations and  tooiis  to  a  new  corporation  for  both.  Significantly,  the  new  facilitiea 
operating  corporation  will  have  neither  communications  management  experience 

Second,  the  bill  separates  facilities  nlanning  and  management  from  facilitiea 
investment  and  ownership,  the  ownerenip  being  vested  in  a  new  consortium  of 
transmission  carriers.  This  represents  a  very  unusual  approach  to  the  effective 
operation  of  a  very  complex  service  enterprise.  We  find  it  difficult  to  l>elieve  that 
either  operating  emciences  or  the  best  interests  of  the  ratepayer  will  be  served  by 
forcing  a  separation  of  investors  from  an  independent  manager,  particularly  where 
there  is  no  profit  incentive. 

Third,  the  bill  requires  the  establishment  of  many  new  separate  entities  for  the 
provision  of  both  domestic  and  international  telecommunications  services.  The  orga- 
nizations responsible  for  providing  communications  services  directly  to  U.S.  custom- 
ers are  to  be  insulated  from  the  organizations  responsible  for  the  international 
transmission  of  U.S.  communications  traffic.  In  turn,  the  transmission  organizations 
are  to  be  insulated  from  the  organization  which  plans  and  operates  the  intematiw)- 
al  transmission  facilities.  Furthermore,  it  is  not  entirely  clear  under  the  provisions 
of  the  bill  whether  the  marlteting  organizations  or  the  transmision  organizations,  or 
both,  will  be  expected  to  enter  into  foreign  correspondent  relationships  with  the 
fullv  integrated  telecommunications  entities  in  each  foreign  country.  What  is  clear 
is  that  S.  611  creates  a  tangled,  many  layered  web  of  U.S.  communications  compa- 
nies engaged  in  handlins  the  several  segments  of  U.S.  international  communica- 
tions. Quite  frankly,  we  don't  sec  how  this  fragmentation  of  the  industry  either  can 
be  thought  to  enhance  the  cohesiveness  and  effectiveness  of  U.S.  representation  in 
international  telecommunications  or  as  to  how  any  assurance  that  the  Sabcoimnit- 
tee's  goal  of  increased  entry  will  be  achieved  by  the  bill.  More  likely  it  will  lead  to  a 
deterioration  of  international  telecommunications  relationships  and  a  d^radation 
in  the  quality  of  international  communications  services. 

Fourth,  the  bill  will  concentrate  the  ownership  of  U.S.  international  communica- 
tions facilities  in  a  manner  that  wili  dispense  with  the  only  meaningful  competition 
that  now  exists  in  the  international  telecommunications  Held— namely,  intermodal 
competition  between  cable  and  satellite  facilities.  Dissipation  of  that  intemmodal 
competition  will  tend  to  decrease,  if  not  virtually  eliminate,  the  motivation  for 
technological  developments  that  have  brought  Ixith  media — cable  and  satellite — 
increasingly  available  to  the  average  user  of  communications  services.  In  addition, 
this  concentration  of  ownership  will  tend  to  skew  the  emphasis  in  future  facilities 
toward  cable  technology  because  ownership  will  be  concentrated  in  the  existiiw 
international  sevice  carriers  which  have  not  only  a  traditional  preoccupation  with 
cables  and  operating  agreements  with  similarly  preoccupied  foreign  entities,  but 
which  in  a  number  of  cases  also  have  cable  manufacturing  interests. 

Fifth,  in  restructuring  the  industry,  the  bill  gives  rise  to  several  anomalies — it 
turns  the  clock  back  seventeen  years  and  provides  the  terrestrial  international 
carriers  with  the  control  of  satellite  facilities  that  Congress  rejected  in  1962 — and  it 
does  BO  by  penalizing  the  individuals  who  Congress  encouraged  to  invest  in  Comsat 
and  by  rewarding  the  terrestrial  carriers  with  a  significant  fmancial  windfall— 
namely,  a  second  opportunity  to  buy  the  international  satellite  facilities  and  pnfit 
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IB  that  each  and  every  one  of  those 
rom  ita  original  investment  in  Conu 
e  tlTe  bill  establiehing  a  bifurcated,  unbusiness  like  organizational 
structure  to  operate  international  communications  facilities  in  an  industry  environ- 
ment that  has  been  made  more,  rather  than  less,  complex.  In  addition,  the  industry 
environment  will  lack  both  intercorporate  and  intermodal  competition  as  well  as 
incentives  for  technological  improvement  and  operating  economies.  Moreover,  the 
restructuring  wilt  be  conducted  in  a  manner  financially  inimical  to  small  private 
investors  encouraged  in  the  past  by  the  Government  to  invest  private  capital  in 
satellite  communications,  and  financially  beneficial  to  a  few,  super  powerful  inter- 
national business  corporations. 

This  is  a  bleak  picture  and,  I  suggest,  a  bleak  prospect  for  the  communications 
ratepayers.  Before  I  elaborate  on  how  I  reach  this  very  negative  evaluation  of  S. 
611,  let  me  spend  a  moment  on  the  two  alleged  problems  that  the  bill  is  designed  to 
solve.  If  we  put  these  problems— and  they  are  simply  that,  problems,  not  crises — in 
perspective,  we  may  very  well  conclude,  as  1  have,  that  they  do  not  warrant  the 
potential  risks  and  costs  of  a  radical  restructuring  of  this  industry. 

The  first  is  the  problem  of  planning  and  implementing  new  international  commu- 
nications facilities.  Recent  yeara  have  highlighted  the  controversies  between  cable 
and  satellite  interests  and.  by  some  ac(»)unts,  have  witnessed  dire  consequences. 
This  is  a  perception  of  the  matter  that  I  do  not  share.  Present  international 
communications  services  are  better  than  ever  and,  in  my  opinion,  just  about  as  good 
and  (Met  effective  as  current  technology  permits.  There  has  been  no  failure  to  meet 
customer  requirements  either  in  terms  of  the  quantity  or  quality  of  circuits  availa- 
ble, and  there  have  been  no  extraordinary  international  contretemps.  The  most  that 
one  can  acknowledge  is  that  the  advocates  for  cable  and  satellite  facilities,  and  the 
Government  Eigencies  chained  with  responsibilities  in  connection  with  making  deci- 
sions concerning  such  facilities,  have  had  to  spend  some  time,  and  endure  some 
frustration,  in  airing  the  various  conflicting  views  involved.  After  normal  give  and 
take  negotiations,  however,  most  of  the  problems  have  now  been  solved. 

A  Master  Plan  for  facilities  implementation  and  use  in  the  1979-1985  period  is 
nearing  completion.  With  minor  exceptions  on  two  routes  that  are  being  worked 
out,  the  new  Plan  has  the  full  agreement  of  Comsat,  the  U.S.  carriers,  the  FXX:  and 
the  foreign  correspondents.  The  Flan  looks  to  implementation  of  the  TAT-7  cable  in 
mid-1983  rather  tnan  early  1981  as  originally  proposed,  and  allocates  the  projected 
growth  over  the  entire  period  to  individual  cable  and  satellite  facilities.  Thus,  the 
existing  mechanisms  and  procedures  have,  for  all  practical  purposes,  produced  an 
acceptable  Master  Plan. 

On  the  basis  of  our  prior  experience,  we  are  optimistic  that  the  planning  effort  for 
the  next  cycle  of  facilities  implementation  for  the  1985-1995  period  between  Comsat, 
the  U.S.  carriers,  CEPT  and  the  Canadian  administrations,  will  proceed  smoothly. 
Substantial  progress  already  has  been  made  on  the  development  of  improved  two- 
tier  consultative  processes  among  these  entities.  Under  all  the  circumstances,  1 
would  question  the  advisability  of  mandating  a  new  and  vastly  more  complex 
industry  structure  just  at  a  time  when  a  new,  cooperative  spirit  among  the  dispa- 
rate elements  of  the  industry  appears  to  be  emerging,  and  where  a  codification  of 
the  planning  process  as  reflected  by  S.  622  would  be  constructive. 

The  second  problem  S.  611  is  designed  to  solve  is  the  lack  of  intercorporate 
competition  in  international  communications.  The  bill  does  not  solve  that  problem. 
In  fact,  the  bill  would  exacerbate  the  problem.  In  fact,  the  bill  would  exacerbate  the 
present  situation  because,  as  previously  indicated,  the  bill  would  eliminate  the  only 
true  competition  that  now  exists  in  this  field — intermodal  competition  between 
cable  and  satellite  facilities.  While  under  certain  properly  designed  circumstances, 
the  advantages  of  intermodal  competition  might  be  outweighed  by  an  effective 
single  entity,  we  don't  perceive  that  to  be  the  case  here.  In  oMer  to  be  an  elTective 
instrument,  the  entity  would  in  our  judgment,  have  to  be  the  U.S.  participant  in  the 
ownership  of  all  international  communications  facilities;  it  would  have  to  be  respon- 
sive to  carriers'  needs;  and  it  would  have  to  speak  with  one  voice  in  dealings  with 
foreign  carriers.  We  don't  believe  the  entity  contemplated  by  S.  611  will  do  any  of 
these  things  effectively. 

For  all  practical  purposes,  the  industry  structure  on  both  sides  of  the  Atlantic 
makes  signiricant,  intercorporate  competition  impossible.  In  Europe,  each  nation 
has  a  single,  governmental  entity  that  serves  telecommunications  customers  and 
owns  and  operates  all  of  that  nation's  domestic  and  international  communicati9ns 
facilities.  For  the  foreign  half  of  each  transatlantic  communications  circuit,  there- 
fore, even  the  notion  of  competition  is  out  of  the  question. 

What  about  the  other  half— this  side  of  the  Atlantic?  The  fact  is  that  AT&T's 
;  telephone  service  utilizes  about  78  percent  of  the  U.S.  international  cir- 
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cuits.  The  traffic  of  the  three  large  record  carriers— ITT,  RCA  and  WUI— utiliiea 
most  of  the  balance  of  the  U.S.  international  circuits.  I  suggest  to  you  that  the  small 
amount  of  competition  which  exists  today  would  decrease  rather  than  increase  if 
this  bill  were  enacted  because  of  the  change  in  the  industry  structure  that  wiU  have 
to  be  made.  Instead  of  having  decisions  made  aa  they  are  today,  by  the  tnt^;rated 
private  sector  under  FCC  review,  under  the  new  structure,  separate  layers  of 
marketing,  transmission,  planning  and  operating  entities  wilt  have  to  be  established 
which,  we  feel,  will  introduce  a  major  discordant  element  into  the  international 
telecommunications  field.  We  are  concerned  that  such  a  tangled  industry  web  will 
impede  competition,  rather  than  promote  it. 

It  may  be  true,  as  has  been  suggested,  that  new  entrants  can  penetrate  the 
existing  customer  bases  and  markets  of  AT&T,  ITT,  ECA  and  WUI,  but  I  don't 
believe  that  a  serious  threat  of  their  doing  so  is  credible  and  I  would  be  surprised  if 
all  new  entrants  together  could  occupy  more  than  a  few  percentage  points  of  the 
entrenched  terrestrial  carriers'  carriera'  markets  in  the  forseeable  future. 

1  want  to  emphasize  that  I  am  not  saying  intercompany  competition  in  this  field 
is  not  a  desirable  goal;  1  am  simply  saying  it  is  an  unrealistic  gral  and  I  see  n<Ahiiig 
in  the  bill  which  would  improve  the  situation.  I  believe  this  is  true  with  respect  to 
the  marketing,  collection  and  delivery  of  international  communications  within  the 
United  States,  as  well  as  with  respect  to  international  transmission  as  is  reoogniaed 
by  Section  241  of  the  bill.  Of  course,  intermodal  competition  is  another  matter,  but  I 
would  like  to  deal  with  that  subject  at  a  later  time.  In  the  present  context,  1  don't 
see  true,  intercorporate  competition  as  an  achievable  result  in  international  tele- 
communications and  I  would  not.  therefore,  establish  it  as  a  goal  to  justify  a  costly 
and  risky  restructuring  of  this  industry. 

In  effect,  then,  while  S.  Sll's  objectives  of  increased  (mmpetltion  and  leas  interna- 
tional controversy  are  desirable,  I  am  concerned  that  the  bill  will  fail  to  meet  thow 
objectives  and  will,  in  addition,  have  a  disruptive  and  adverse  effect  on  the  interna- 
tional  telecommunications  industry.  Let  me  turn  now  to  those  disruptive  and  ad- 
verse consequences. 

We  believe  S.  611  would  make  the  industry  more  monolithic  than  it  now  is.  As  I 
indicated  earlier,  AT&T  now  utilizes  about  7S  percent  of  U.S.  international  circuits. 
cable  and  satellite.  Its  use  is  this  substantial  because  of  its  virtual  monopoly  of  U.S 
message  telephone  service.  In  a  similar  vein,  the  major  international  record  carri- 
ers, I'rr  Worldcom,  RCA  Globcom  and  Western  Union  International,  utilize  nearly 
the  balance  of  U.S.  international  circuits.  These  companies'  large  share  of  the  total 
market  stems  from  their  long  established  and  their  very  extensive  marketing  orga- 
nizations and  their  customer  bases  in  non-voice  trafTic.  These  four  companies  also 
have,  through  long  affiliation,  firmly  established  foreign  correspondent  relation- 
ships. Comsat,  be  contrast,  having  been  restricted  to  the  role  of  a  carrier's  carrier — 
a  wholesaler — almost  from  its  inception,  has  no  end-user  customer  base,  no  experi- 
ence in,  and  no  facilities  for,  retail  marketing  of  services,  and  virtually  no  forngn 
correspondent  relationships.  We  now  own  all  of  the  U.S,  share  of  international 
space  segment  facilities  because  Congress  mandated  that.  If  S.  611  becomes  law, 
however,  AT&T  will  own,  through  the  new  ownerhsip  consortium  and  by  reason  of 
its  utilization  of  facilities,  about  T8  percent  of  both  U.S.  cable  and  satellite  faciliticB 
and  the  international  record  carriers  will  own  nearly  all  of  the  balance.  Tlius,  S.  611 
enhances,  rather  that  ameliorates,  the  ownership  position  of  these  four  giant  corpo- 
rations and  permits  them  to  purchase  virtually  all  of  Comsat's  operating  plant. 

Comsat's  objections  to  these  prospective  arrangements  have  been  characterized  aa 
a  failure  to  recognize  a  golden  opportunity.  The  theory  is  that  Comsat  need  only  get 
out  and  market  aggressively  to  achieve  a  reasonable  share  of  the  market  and, 
thereby,  a  corresponding  position  in  the  new  ownership  consortium.  Unfortunately, 
in  view  of  the  situation  that  exists  today,  we  have  no  optimism  at  all  that  that  is  a 
realistic  goal,  particularly  in  the  voice  market. 

With  respect  to  the  balance,  if  improvements  were  made  in  the  tangled  industry 
web  referred  to  above.  I  think  it  is  possible  that  Comsat  could  make  small  inroads 
on  the  IRC's  and  garner  a  few  percentage  points  of  the  total  market,  but  certainly 
no  more  than  that,  even  given  our  continuing  statutory  monopolv  of  U.S.  maritime 
traffic.  In  any  event,  only  one  fifth  of  the  market  on  this  side  of  the  Atlantic  is  even 
open  to  competition  in  a  theoretical  sense,  and  the  present  occupants  of  that  small 
portion  of  the  market  are  quite  thoroughly  entrenched.  According  to  recent  report*. 
Southern  Pacific  Communications  Company  has  made  some  small  inroads  on  the 
AT&T  voice  traffic  monopoly  over  the  past  five  years,  but  the  inroads  are  minisculc. 
relatively,  and  they  have  been  made  only  through  large  capital  investment  and 
significant  operating  losses,  both  dependent  on  a  parent  conMration  with  a  very 
deep  pocket,  a  luxury  Comsat  does  not  enjoy. 
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Comsat  has  been,  and  remains,  the  principBl  driving  force  behind  the  continuing 
development  of  commercial  communications  satellite  technology  and  services. 
Under  S.  Gil,  Comsat  will  have  at  best  only  a  miniscule  interest  in  the  Ownership 
Consortium  and  no  member  on  the  Board  of  the  Management  Corporation.  More- 
over, it  will  no  longer  represent  the  U.S.  on  the  INTELSAT  Board  of  Governors.  In 
effect,  the  U.S.  "satellite  spokesman"  will  have  been  emasculated.  This  will,  we  fear, 
lead  to  a  significant  deterioration  in  the  continued  growth  and  development  of 
communications  satellite  technolc^  and  of  the  INTELSAT  system.  Such  treatment 
of  a  corporation  that  is  given  dominant  credit  internationally  for  today's  global 
network  (high  quality  services  and  rapidly  reducing  prices)  owned  by  many  small 
investors  who  were  encouraged  by  Congress  to  become  involved  on  the  basis  of  a 
national  policy  to  proceed  in  this  way  would  be  shabby  and  unfair  treatment  to  say 
the  least. 

AT&T  and  the  record  carriers,  on  the  other  hand,  who  will  dominate  the  owner- 
ship consortium  and  the  Management  Corporation,  together  with  their  Canadian 
ana  European  counterparts,  will  continue  to  have  a  strong  cable  bias.  There  are 
several  reasons  for  this.  First,  AT&T,  ITT  and  many  of  the  European  communica- 
tions entities  have  cable  manufacturing  interests.  Second,  the  devotion  of  these 
entities  to  cable  technology  is  of  long  standing  and  both  custom  and  inertia  will 
have  an  impact  on  their  attitudes.  Third,  since  cable  arrangements  are  predomi- 
nantlv  bilateral,  interests  in  cables  will  afford  the  owners  greater  control  than  they 
woula  have  through  a  multilateral  organization  like  INTELSAT.  Fourth,  since  there 
is  no  commitment  to  have  cable  facilities  serve  the  low  traffic  density  areas  around 
the  world,  as  is  true  of  the  INTELSAT  system,  cables  can  be  dedicated  to  high 
trafTic  routes,  such  as  the  North  Atlantic  basin,  and  have  a  greater  profit  potential 
than  satellite  facilities.  The  principal  adverse  consequence  of  this  preditrtabty  in- 
creasing cable  bias  will  be  higher  communications  costs  for  many  Americans  as  well 
as  for  the  emerging  nations  of  the  world. 
Lacking  the  continued  presence  of  Com 

here  is  another  respect  in  which  I  wou  ..  . _,. ._ _^ 

affected.  Comsat,  for  example,  instituted  a  4S.5%  rate  reduction  last  August  and 
recentljf  filed  a  further  15%  rate  reduction  to  be  effective  May  16,  1979.  Considering 
that  this  is  a  time  of  spiraling  inflation  and  prices,  I  think  Comsat's  recent  rate 
action  is  a  noteworthy  event.  In  this  connection,  I  want  to  draw  a  contrast  between 
Comsat  and  the  other  U.S.  international  carriers.  While  the  48.5%  rate  reduction  I 
just  mentioned  did  result  from  the  settlement  of  a  rate  case  instituted  against 
Comsat  by  the  FCC,  the  rates  of  the  other  U.S.  international  carriers  appear  to  have 
been  alt<^ther  unregulated.  To  the  best  of  our  knowledge,  the  rates  of  AT&T 
Overseas  have  never  been  investigated,  and  the  last  general  rate  proceeding  for  the 
international  record  carriers  was  completed  in  1958,  some  twenty-one  years  ago. 
Early  in  1976  the  FCC  took  some  preliminary  steps  with  respect  to  the  rates  of 
AT&T  Overseas  and  the  record  carriers,  by  instituting  an  "audit"  of  the  carriers. 
However,  no  action  has  been  taken  even  though  the  audit  has  been  completed. 
Finally,  a  more  monolithic  industry  dominated  by  AT&T  would  result  in  a  signifi- 
cant diminution  of  intermodal  competition  between  cable  and  satellite  facilities.  1 
have  no  doubt  that  the  emergence  of  satellite  technology  has  accelerated  the  emer- 
gence of  new  cable  technolc^,  and  probably  vice  versa,  a  benefit  to  the  end  user 
who  has  available  to  him  facilities  whose  per  circuit  capital  and  operating  costs  are 
decreasing  with  technological  innovation.  Entrusting  satellite  technology  to  the 
efTective  control  of  the  cable  oriented  carriers  and  their  European  correspondents 
will,  I  believe,  ordain  the  atrophy  of  satellite  technology  and  eliminate  an  important 
reciprocal  motivation  for  continually  more  economic^  facilities  to  serve  the  U.S. 
public  interest,  as  well  as  the  U.S.  foreign  policy  commitment  to  foster  inexpensive 
communications  on  a  worldwide  basis. 

I  would  now  like  to  turn  to  another  m^or  adverse,  or  disruptive,  consequence 
that  I  predict  will  follow  the  enactment  of  S.  611.  The  bill  seeks  an  industry 
structure  that  will  enhance  rational  decisionmaking,  reduce  the  need  for  Govern- 
ment oversight,  eliminate  delays  in  the  establishment  of  new  facilities,  and  mini- 
mize international  and  domestic  debate  and  controversy.  Instead,  I'm  afraid  I  see 
the  new  structure  as  a  legislative  highway  into  a  communications  quagmire.  Unfor- 
tunately, time  does  not  permit  me  to  go  into  all  of  the  complex  interrelationships 
mandated  by  S.  611  which  lead  me  to  this  observation,  but  1  will  attempt  to  give  you 
a  few  cogent  examples  and  leave  with  you  a  chart  we  have  developed  which 
portrays  graphically,  but  fairly,  the  unbelievably  complicated  interrelationships 
mvolved.  (The  Chart  I  refer  to  is  attached  as  Annex  A.l. 

One  example  of  how  S.  611  will  complicate  international  arrangements  is  the 
bifurcation  I  mentioned  earlier  between  the  ownership  of  transmission  facilities  and 
the  management  responsibility  for  planning,  constructing  and  operating  them.  If 
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one  ,aBaume8,  as  I  do  not,  but  as  the  authors  of  the  bill  must,  that  AT&T  will  not 
dominate  the  Facilities  Management  Corporation,  it  would  seem  inevitable  that  an 
impasse  will  occur  when  the  Managers  of  the  Corporation  propose  plans  for  specific 
new  facilities,  end  the  major  investors  in  the  facilities  consortium,  who  are  the 
source  of  funds  for  the  construction  of  new  faciiitiea,  simply  refuse  to  put  up  the 
capita]  for  those  new  facilities.  I  won't  dwell  on  the  consequences  of  sucn  an 
impasse  because  I  believe  the  problem,  if  not  the  solution,  is  obvious.  In  any^vent, 
to  exclude  investor/ owners  from  direct  involvement  in  the  complex  negotiattmis 
that  precede  agreement  with  foreign  administrations  on  new  facilities  is  simply  to 
invite  delays  and  exacerbate  controversy. 

Another  example  of  the  quagmire  I  alluded  to  earlier  is  the  fact  that,  subject  to 
certain  conditions,  S.  611  opens  the  door  for  virtually  every  and  any  entity  to 
become  an  international  transmission  carrier.  The  present  transmisi ' 


;  their  roles  if  they  establish  separate  subsidiaries  for  marketing  their 

s  domestically.  Dom^ic  interexchange  carriers  can  continue  their  roles  if 

they  establish  separate  subsidiaries  for  international  transmission  carriage.  An^ 
private  line  owner  and  operator  can  engage  in  international  transmisaion  if  it 
creates  a  separate  subsidiary  for  doing  so  and  enters  into  the  reouired  forel^ 
correspondent  relationship.  We  must  stop  and  ask  ourselves  whether  this  can  realis- 
tically do  anything  for  the  one  forgotten  person  who  really  counts — the  ultimate 
ratepayer  or  user  of  communications  services.  I  l>elieve  this  bill,  if  enacted,  will  lead 
to  poorer  service  and  increased  costs.  We  should  also  ask  whether  this  degree  of 
proliferation  will  be  accepted  by  foreign  telecommunications  entitles,  and  whether  it 
will  really  enhance  competition. 

"  B  that  all  of  these  questions  must  be  answered  negatively.  I  think  we 

,    pardizing  the  operational  integrity  of  a  v( 
tional  communications  system.  Moreover,  we  know  froi 


telecommunications  entities  are  extremely  reluctant  to  expand  the  number  of  their 
foreign  correspondent  relationships,  and  there  is  no  way  to  force  them  to  do  ao. 
Thus,  I  cannot  conceive  that  the  potential  new  entries  contemplated  by  S.  611  will 
actually  come  to  pass.  The  ultimate  result  will  be  that  the  "new  open  door"  will  not 
really  be  open,  that  Comsat  will  have  been  eliminated  from  the  existing  competitive 
structure,  limited  as  that  might  be,  and  that  the  new  industry  environment  will  be 
sufficiently  more  complex  and  more  confused  to  defy  analysis. 

As  a  fmal  example  of  the  adverse  consequences  I  foresee  from  S.  611,  I  want  to 
mention  the  r^ulatory  environment  that  will  exist— or,  perhaps  I  should  say — that 
will  not  exist.  The  bill  appears  to  eliminate  prior  international  facilities  licensing, 
from  what  we  judge  will  oe  a  non-competitive  envirohment,  except  for  after-the-fact 
determinations  of  ".  .  .  pattern[s]  of  mismanagement  and/or  imprudent  invest- 
ment" found  on  the  basis  of  detailed  factual  hearings.  Such  hearings  would  be 
protracted  and  emotionally  charged  since  they  will  involve  all^ations  of  misman- 
agement. The  standard  adopted  by  the  bill  for  adverse  determinations — namely. 
"patterns  of  mismanagement  and/or  imprudent  investment"— is  vague  and  untested 
by  past  precedent.  And,  the  remedy—the  subsequent  imposition  of  a  requirement  of 
advance  facility  approval — is  the  most  graphic  case  I  have  ever  seen  of  closing  the 
barn  door  after  the  horse  has  left.  It  is  important  to  recognize  that  such  a  remedy 
can  only  be  imposed  after  a  protracted  hearing  is  held  and  the  Commission  renders 
a  decision  and,  most  likelv,  after  years  of  appellate  review  in  the  Federal  courts. 
Meanwhile,  literally  hundreds  of  millions  of  dollars  could  be  spent  on  facilities 
which  may  or  may  not  be  in  the  public  interest.  Therefore,  if  a  prior  public  interest 
determination  is  to  be  abandoned,  in  the  name  of  dere^lation.  such  deregulation 
must  be  premised  upon  a  competitive  environment  which  will  not  exist  under  S. 
611. 

I  could  continue  with  other  examples  of  the  potentially  adverse  or  disruptive 
consequences  likely  to  flow  from  the  enactment  of  S.  611.  but  it  is  essential  for  roe 
to  turn  now  to  one  fmal  subject.  That  is,  Comsat  itself 

Under  S.  611,  all  of  Comsat's  present  INTELSAT  related  facilities  would  be 
purchased  by  the  new  facilities  consortium.  Comsat  itself,  having  almost  no  Mid- 
customer  usage,  would  be  entitled  to  invest  only  a  miniscule  amount  in  the  consor- 
tium—we  estimate  that  amount  at  about  one  or  two  percent  of  the  total,  based 
primarily  on  our  continuing  INMARSAT  role.  Thus,  having  contributed  approxi- 
mately 25  percent  of  the  assets  of  the  consortium,  Comsat  would  be  entitled  to  buy 
only  between  1  and  2  percent.  What  we  would  receive  in  return  would  be  some 
amount  of  cash,  the  actual  amount  depending  on  the  determination  by  an  arbitra- 
tion panel  of  what  constitutes  a  fair  market  value  for  communications  facilities  in 
various  stages  of  depreciation.  At  the  same  time.  AT&T  and  the  International 
Record  Carriers  would  be  contributing  approximately  75  percent  of  the  assets  of  the 
consortium  and  would  be  entitled  to  buy  something  on  the  order  of  98  percent  The 
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effect  of  these  arrangements  is  that  Comsat's  revenue  stream  from  the  INTELSAT 
system  would  come  to  an  abrupt  halt.  That  revenue  stream  last  year  was  about  $105 

I  recognize  that  only  about  60  percent  of  our  current  Comsat — COMSAT  General 
operating  revenues  are  derived  from  INTELSAT,  most  of  the  balance  being  attribut- 
able to  the  MARISAT  and  COMSTAR  Systems.  Superficial iy,  therefore,  it  might 
Spear  that  Comsat's  pl^ht  might  not  be  as  severe  as  I  describe  it.  However,  the 
ARISAT  System  will  be  phased  out  in  several  years,  to  be  replaced  by  INMAR- 
SAT in  which  Comsat's  ownership  intereet  is  not  substantial.  Similarly,  the  COM- 
STAR System  will  be  replaced  in  several  years  byan  AT&T  follow-on  system  in 
which  Comsat  will  not  be  permitted  by  current  FCC  policy  to  play  a  role.  And. 
although  we  look  forward  to  the  operation  of  the  Satellite  Business  System  domestic 
satellites  in  which  we  have  a  partnership  interest,  our  continued  participation  in 
that  venture  remains  under  the  cloud  of  a  Justice  Department  investigation  and 
judicial  review  and  under  the  best  of  circumstances,  it  will  still  be  quite  a  few  years 
Before  this  enterprise  could  be  in  the  black.  In  sum.  our  future  sources  of  operating 
revenues,  apart  from  the  INTELSAT  system,  appear  limited  and  questionable  at  the 
moment. 

Thus,  if  S.  61 1  is  enacted,  prudent  business  juttement  would  dictate  an  immediate 
and  radical  retrenchment  by  Comsat.  We  might  find  it  necessary  to  lease  or  sell  our 
Laboratories  and  Headquarters,  to  eliminate  from  the  payroll  a  signficant  number 
of  our  present  staff  of  1.200  highly  educated  and  trained  scientists  and  technicians, 
and  to  abandon  most  of  our  research  and  development  programs.  And,  most  ironic 
of  all,  these  steps  would  have  to  take  place  precisely  at  the  time  these  people  and 
prt^^rams  would  be  most  crucial  to  our  newly  assigned  tasks  of  developing  new 
ventures  and  marketing  new  services  in  order  to  compete  with  AT&T  and  the 
International  Record  Carriers.  If  ever  there  was  a  "Catch  22",  this  is  it. 

The  Comsat  that  would  emer^  from  the  enactment  of  S.  611  would  be  more  of  a 
shell  than  a  functioning  organization,  for  it  would  be  deprived  of  most  of  its  best 
people,  its  hard  won  revenues,  its  future  hopes  and  aspirations  and.  if  I  may  say  so 
without  being  thought  overly  dramatic,  its  spirit  and  its  pride,  for  I  believe  that  Is 
the  inevitable  result  when  outstandine  performance  is  rewarded  with  ingratitude. 

If  this  result  should  come  to  pass,  the  adverse  impact  on  Comsat's  shareholders 
and  employees  would  be  very  severe.  More  than  half  of  our  shareholders  are  those 
who  purchased  our  stock  in  1963.  encouraged  by  Congress  and  the  Executive  to 
make  an  equity  investment  in  the  future  of  space  tecnnolc^.  It  is  true  that  no 
guarantees  were  given  those  investors  by  the  United  States  Government  and  that 
they  were  well  aware  that  there  were  significant  business  risks  involved,  but  I 
believe  the  implication  was  clear  that,  given  success  of  the  business,  they  would 
have  made  an  excelient  long  term  investment.  That  is  where  we  are  right  now.  I 
cannot  believe  that  any  of  thoee  investors  were  aware  that  one  of  the  risks  they 
were  taking  was  that,  once  the  global  satellite  system  achieved  technological  and 
business  success,  it  would  be  taken  away  from  Comsat  Iw  the  Government  that  had 
set  the  policy  and  encouraged  their  participation  in  the  first  instance. 

I  believe  the  credibility  of  Congress  is  at  stake  here  and  that  if  S.  611  is  enacted, 
this  body  will  never  get  the  American  public,  with  private  funds,  to  underwrite  such 
a  venture  again.  Interestingly  enough,  two  proposals  of  that  nature  are  before 
Congress  at  this  time.  Senator  Schmitt  of  this  Committee  and  Representative 
Fuqua,  Chairman  of  the  House  Science  and  Technology  Committee,  have  introduced 
bills  to  create  an  Elarth  Resources  Satellite  Corporation  and  a  Space  Industrializa- 
tion Corporation,  respectively,  patterned  on  the  Comsat  model.  If  S.  611  becomes 
law,  financing  thoee  ventures  with  private  capital  would  be  difficult  indeed. 

As  for  Cosat's  employees.  I  cannot  imagine  a  more  demoralizing  event.  Many  of 
them  gave  up  budding  careers  with  other  corporations  to  come  to  Comsat.  Many  of 
them  have  served  Comsat  for  ten  to  fifteen  years.  To  displace  them  now.  especially 
when  the  impetus  for  the  change  results  from  the  success,  rather  than  the  failure, 
of  their  efforts,  seems  to  me  a  most  unfortunate  consequence.  And,  I  would  be 
remiss  if  1  did  not  remind  you  that  the  dispersion  of  this  excellent  staff  will  result 
in  the  loss  to  the  United  States  of  a  valuable  asset — the  collective  iinowledge, 
experience  and  teamwork  abilities  of  these  people.  This  resource  will  be  diflicult,  if 
not  impoesible,  to  duplicate  or  rebuild, 

I  would  like  to  make  one  final  point  relevant  to  Comsat  before  I  close.  S.  611 
repeals  the  Communications  Satellite  act  of  1962,  including  Section(bK3l,  which 
limits,  by  percentage,  the  number  of  shares  of  Comsat  stock  that  can  be  owned  1^ 
any  one  person  or  Dy  a  group  of  affiliated  persons.  With  the  repeal  of  that  protec- 
tive provision  of  the  Satellite  act,  adopted  by  Congress  to  prevent  Comsat  from 
being  dominated  by  any  particular  interest  group,  the  Corporation,  with  the  sub- 
stantial amount  of  cash  received  from  the  facilities  c "'        '     ■•  ■         ■ 
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predictably  lower  stock  price  because  of  its  unpromising  proBpectB,  would  clearly  be 
a  ripe  target  for  a  corporate  takeover.  That  would,  of  course,  complete  the  disap- 
pearing act  I  predict  for  Comsat  if  S.  611  is  enacted. 

Now  I  would  like  to  turn  for  a  moment  to  the  international  telecommunications 
facilities  planning  aspects  of  S.  622,  a  related  bill.  The  objective  of  that  bill,  like  S. 
611,  is  to  provide  the  ^eatest  benefits  poesible  to  the  public  in  the  use  of  interna- 


provide  for  a  major  restructuring  of  the  industry.  S.  622  would  continue  to  rely  on 


e  the  public  interest.  Further  while  S.  611  would  seek  to  promote  o 
tion  through  means  which  we  think  are  unworkable.  S.  622  would  rely  on  competi- 
tion only  to  the  extent  practical  and  beneficial  in  the  provision  of  international 
telecommunications  services.  We  favor  the  approach  taken  by  S.  622. 

I  want  to  thank  the  Subcommittee  for  the  opportunity  of  letting  me  testify  here 
today.  I  will  be  happy  to  try  to  answer  any  quetions  that  the  members  or  the  staff 
of  the  Subcommittee  may  have. 
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Senator  HoLUNGS.  Thank  you.  Dr.  Charyk. 

Mr.  Hong.  Mr.  Chairman,  I  am  director  of  regulatory  agencies  of 
the  State  of  Hawaii.  At  the  request  of  Governor  George  R.  Ariyo- 
Bhi,  I  am  presenting  the  testimony  of  the  State  of  Hawaii  on  S.  oil 
and  S.  622. 

I  wish  to  thank  the  subcommittee  for  the  opportunity  to  partici- 
pate in  the  hearings  on  these  important  bills,  and  also  my  special 
thanks  to  Senator  Goldwater.  And  I  would  like  my  statement  in 
the  record. 

Senator  Hollings.  It  will  be  included  in  the  record. 

Mr.  Hong.  More  than  20  years  ago,  Hawaii  was  admitted  into 
the  United  States  on  an  equal  footing  with  the  other  States.  The 
promise  of  equal  treatment  contained  in  the  Statehood  Act,  howev- 
er, has  not  been  fulfilled  in  the  Held  of  telecommunications.  The 
charges  for  a  number  of  telecommunications  services  between 
Hawaii  and  the  mainland  are  higher  than  rates  for  comparable 
services  between  mainland  points. 

For  example,  citizens  of  Hawaii  have  been  paying  higher  rates 
for  interstate  telephone  calls  than  meiinland  ratepayers  for  compa- 
rable distances.  Users  on  the  mainland  are  also  charged  more  for 
calls  to  Hawaii  than  calls  to  other  areas  in  the  United  States. 

In  addition,  the  citizens  of  Hawaii  are  denied  the  full  benefits  of 
new  and  innovative  telecommunications  services.  Certain  services 
offered  on  the  mainland  are  not  available  in  Hawaii  at  any  price. 

Not  only  has  the  difference  in  treatment  harmed  individual  rate- 
payers, but  it  also  discouraged  the  full  development  of  interstate 
communications.  This  has  adversely  affected  the  State,  its  econo- 
my, and  the  American  people.  It  suggests  a  separation  between  the 
people  of  Hawaii  and  the  other  citizens  of  the  United  States. 

This  discrimination  haa  arisen,  in  part,  from  explicit  language 
contained  in  the  Communications  Act  of  1934. 

Section  222  of  this  act  classifies  the  State  of  Hawaii  as  ftn  intei^ 
national  point.  The  other  49  States  in  the  Union,  the  District  of 
Columbia  and  even  points  outside  of  the  United  States  are  afforded 
domestic  status.  Only  Hawaii  is  singled  out  for  separate  statutory 
treatment. 

Moreover,  the  existence  of  this  statute  has  directly  imd  indirectly 
impeded  the  implementation  of  the  policy  of  the  FvC  to  integrate 
the  State  into  the  rate  and  service  structure  prevailing  in  the 
mainland.  The  statute  has  provided  those  who  benefit  m>m  Uie 
continuation  of  discrimination  with  an  ailment  that  discrimina- 
tory treatment  is  sanctioned  or  required  by  law. 

In  cases  such  as  the  mailgram  decision,  the  courts,  in  an  expan- 
sive interpretation  of  section  222,  have  used  the  statute  to  bar  the 
introduction  of  certain  services  into  the  State.  The  FCC  tind  the 
Department  of  Justice  have  not  sought  judicial  review  of  such  cases 
on  the  grounds  that  Congress  contemplates  prompt  repeeil  of  sec- 
tion 222. 

The  repeal  of  the  anomalous  classification  of  Hawaii  as  an  inter- 
national point  contained  in  section  222  is  long  overdue.  There  is  no 
reason  to  deny  the  State  of  Hawaii  equal  status  with  the  other 
States  in  the  Union.  The  FCC  and  the  former  Office  of  Telecommu- 
nications Policy,  two  Federal  agencies  with  great  expertise  in  tele- 
communications matters,  have  testified  before  this  subcommittee  in 
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favor  of  the  passage  of  le^slation  designed  to  include  Hawaii  into 
E  the  domestic  telecommunications  system.  The  Federal  courts  have 
;   also  urged  Congress  to  repeal  this  statute. 

Furthermore,  this  committee  has  already  recognized  that  legisla- 
tive reform  is  necessary.  On  August  3,  1977,  the  committee  report- 
:    ed  favorably  on  S.  1866,  a  bill  designed  to  include  Hawaii  within 
;    the  domestic  telecommunications  system.  The  Senate,  recognizing 
the  great  need  for  this  measure,  passed  this  legislation  on  two 
separate  occasions,  but  the  bill  was  never  enacted  into  law. 

One  of  the  purposes  of  both  S.  611  and  S.  622  is  to  make  Hawaii, 
a  State  of  the  United  States,  a  domestic  service  point  for  the 
purposes  of  telecommunications  regulation.  The  State  of  Hawaii 
supports  this  purpose.  However,  there  are  problems  with  both  bills. 
Although  these  problems  may  be  technical,  they  do  require  atten- 
tion. 

S.  622  contains  Eunbiguities  with  respect  to  the  status  of  roeiin- 
land-Hawaii  service.  Section  202(aXl)  of  S.  622  is  apparently  de- 
signed to  include  service  between  Hawaii  and  the  other  States  of 
the  Union  as  domestic  telegraph  operations  as  defined  in  section 
222(aX5)  and  to  exclude  such  service  from  the  term  "international 
telegraph  operations"  in  section  222(aX6).  However,  under  S.  622, 
both  these  definitions  continue  to  contain  references  to  "Continen- 
tal United  States".  This  term  is  explicitly  defined  in  section 
202(aX3)  of  the  bill  as  "contiguous  States  of  the  Union." 

The  State  is  concerned  that  Hawaii  would  be  excluded  from  the 
definition  of  contiguous  States  of  the  Union.  Therefore,  the  state 
recommends  that  section  222(aX10)  of  the  Communications  Act  be 
amended  to  delete  the  words  "except  Hawaii."  In  this  way  there 
would  be  no  doubt  that  Hawaii  would  be  classified  in  the  same 
manner  as  the  other  States  in  the  Union. 

Section  223  of  S.  611  specifically  provides  that  section  222  of  the 
Communications  Act,  with  its  discriminatory  classification  of 
Hawaii,  will  cease  to  have  any  effect  on  the  360th  day  after  the 
date  of  enactment.  For  more  than  20  years,  the  State  has  waited 
for  the  passage  of  legislation  that  would  afford  it  equality  with 
other  states  in  the  Union.  Although  the  State  takes  no  position  on 
the  propriety  of  delay  with  respect  to  the  international  telecommu- 
nications issues  surrounding  the  total  repeal  of  section  222,  there  is 
no  reason  for  the  deferral  of  section  223  as  it  affects  the  Hawaii- 
mainland  trafHc.  The  subcommittee  should  alter  section  223  to 
specify  that  Hawaii  need  not  wait  360  days  to  be  accorded  the  same 
rights  as  the  other  States  in  the  Union. 

There  is  an  additional  matter  which  I  would  like  to  discuss 
today.  Section  201(b)  of  the  act  presently  provides  in  substance  that 
all  charges,  practices,  classifications  and  regulations  should  be  just 
and  reasonable.  Section  202(a)  contsiins  a  broad  prohibition  against 
the  perpetration  of  any  unjust  or  unreasonable  discrimination  by  a 
common  carrier.  This  statute  specifically  prohibits,  inter  alia,  a 
carrier  from  subjecting  a  class  of  persons  or  locality  to  any  undue 
or  unreasonable  prejudice  or  disadvantage. 

These  specific  statutory  provisions  are  amended  by  sections  203 
and  204  of  S.  611.  Although  section  208(b)  of  S.  611  contains  analo- 
gous requirements,  the  State  is  of  the  view  that  the  Subcommittee 
should  assure  that  the  safeguards  in  section  208(b)  provide  no  less 
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protection  than  the  differently  worded  provisions  in  sections  201 
and  202  of  the  Communications  Act. 

The  State  of  Hawaii  wishes  to  express  its  appreciation  of  the 
efforts  of  this  subcommittee  and  the  full  committee  to  redress  the 
discrimination  against  the  State.  In  recent  years,  the  committee 
has  reported  favorably  on  S.  Res  318,  which  called  for  the  prompt 
implementation  of  rate  and  service  integration,  and  S.  1866,  which 
would  include  Hawaii  within  the  domestic  telecommunications  net- 
work. Both  measures  were  subsequently  adopted  by  the  Senate. 

The  committee  report  on  S.  Res  318  outlines  the  historic  discrim- 
ination against  the  State.  The  report  on  S.  1866  dramatically  un- 
derscores the  need  for  legislation  which  would  include  Hawaii 
within  the  domestic  telecommunications  network.  The  State  re- 
quests that  these  reports  be  included  in  the  record  on  S.  611  and 
S.  622. 

The  State  wishes  to  reaffirm  its  support  for  l^islation  that 
would  include  Hawaii  into  the  framework  of  the  domestic  telecom- 
munications system.  In  addition,  it  urges  the  subcommittee  to  con- 
sider the  changes  proposed  in  this  testimony. 

Thank  you  for  the  opportunity  to  appear  here  today. 

[The  statement  follows:] 


Mr,  Chairman:  May  name  is  Tany  S.  Hong,  the  Director  of  R^n<lato'7  Agencies  of 
the  State  of  Hawaii.  At  the  request  of  Governor  George  R.  Ariyoshi,  I  am  presenting 
the  tesitmony  of  the  State  of  Hawaii  on  S.  611,  the  "Commications  Act  Amendments 
of  1979"  and  S.  622,  the  "TelecommunicationH  Competition  and  Der^ulation  Act  of 
1979".  I  wish  to  thank  the  Subcommittee  for  the  opportunity  to  participate  in  the 
hearings  on  these  important  bills. 

More  than  twenty  years  ago,  Hawaii  was  admitted  into  the  United  States  on  an 
"equal  footing  with  the  other  states.  .  .  ."  '  The  promise  of  equal  treatment  con- 
tained in  the  Statehood  act.  however,  has  not  been  fulfilled  in  the  field  of  telecom- 
munications. The  charges  for  a  number  of  telecommunications  services  between 
Hawaii  and  the  Mainland  are  higher  than  rates  for  comparable  services  between 
Mainland  points.  For  example,  citizens  of  Hawaii  have  been  paying  higher  rates  for 
interstate  telephone  calls  than  Mainland  ratepayers  for  comaprable  distances.  Users 
on  the  Mainland  are  also  charged  more  for  calls  to  Hawaii  than  calls  to  other  areas 
in  the  United  SUtee. 

In  addition,  the  citizens  of  Hawaii  are  denied  the  full  benefits  of  new  and  innova- 
tive telecommunications  services.  Certain  services  offered  on  the  Mainland  are  not 
available  in  Hawaii  at  any  price. 

Not  only  has  the  difference  in  treatment  harmed  individual  ratepayers,  but  it  alao 
discouraged  the  full  development  of  interstate  communications.  This  has  adversely 
affected  the  State,  its  economy,  and  the  American  people.  It  augeesta  a  separation 
between  the  people  of  Hawaii  and  the  other  citizens  of  the  UnitedStates. 

This  discrimination  has  arisen,  in  part,  from  explicit  language  contained  in  the 
Communications  Act  of  1934.  Section  222  of  this  Act  classifies  the  State  of  Hawaii  ai 


"international"  point.  The  other  forty-nine  states  in  the  Union,  die  District  of 
uolumbia  and  even  points  outside  of  the  United  States  are  afTorded  domestic  statm 

Only  Hawaii  is  singled  out  for  separate  statutory  treatment. 


',  the  existence  of  this  statute  has  directly  and  indirectly  impeded  the 
implementation  of  the  policy  of  the  Federal  Communications  Commission  to  inte- 
grate the  State  into  the  rate  and  service  structure  prevailing  in  the  Mainland.  The 
statute  has  provided  those  who  benefit  from  the  continuation  of  discrimination  with 
an  argument  that  discriminatory  treatment  is  sanctioned  or  required  by  law.  As  the 
Federal  Communications  Commission  has  stated: 

The  Commission  believes  that  Section  222  and  disagreement  as  its  scope  has 
contributed  greatly  to  the  delay  in  securing  new  services  and  facilities  for  Hawaiian 

'  Act  or  March  18,  19S9,  Pub.  L.  No.  86-3  J  1.  73  Stat.  4. 
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points.  .  .  .  [I]nt^rBtion  of  Hawaii  into  the  domestic  Mainland  structure  has  been 
a  long,  difllcult  process  due,  at  least  in  part  to  Section  222  complications.  .  ■  ■ 
Our  experience  indicates  that  the  artificial  constraints  of  Section  322  have  frus- 
trated the  Commission's  efforts  in  dealing  with  communications  proposals  and  have 
delayed,  and  sometimes  foreclosed,  the  availability  of  low  cost  and  innovative  com- 


in  cases  such  as  the  "mailgram"  decision  '  the  courts,  in  an  expansive  interpreta- 
tion of  Section  222,  have  used  the  statute  to  bar  the  introduction  of  certain  services 
into  the  State.  The  F.C.C,  and  the  Department  of  Justice  have  not  sought  judicial 
review  of  such  cases  on  the  grounds  that  Congress  contemplates  prompt  repeal  of 
Section  222.  In  a  memorandum  before  the  Supreme  Court  requesting  that  the  Court 
not  review  the  "mailgram"  decision,  the  government  argued: 

On  August  5,  1977,  the  Senate  passed  S.  18e6,  95th  Cong.,  Ist  Sees.,  which  would 
amend  Section  222  to  include  Hawaii  in  the  same  category  as  other  states,  .  .  . 
(T]he  Commission  believes  that  the  decision  of  the  Court  below  is  erroneous,  and 
would  BO  contend  if  this  Court  were  to  grant  certiorari.  Both  the  United  States  and 
the  Commission  are  of  the  view,  however,  that  because  the  issue  is  highly  likelv  to 
be  resolved  in  the  95th  Congress,  the  petition  for  a  writ  of  certiorari  should  be 

The  repeal  of  the  anomalous  classification  of  Hawaii  as  an  "international"  point 
contained  in  Section  222  is  long  overdue.  There  is  no  reason  to  deny  the  State  of 
Hawaii  equal  status  with  the  other  states  in  the  Union.  The  Federal  CoinmunJca- 
tions  System  and  the  former  Office  of  Telecommunications  Policy,'  two  federal 
agencies  with  great  expertise  in  telecommunications  matters,  have  testified  before 
this  Subcommittee  in  favor  of  the  passage  of  legislation  designed  to  include  Hawaii 
into  the  domestic  telecommunications  system.'  The  federal  courts  have  also  urged 
Congress  to  repeal  this  statute.' 

Furthermore,  this  Committee  has  already  recognized  that  legislative  reform  is 
necessary.  On  August  3,  1977,  the  Committee  reported  favorably  on  S.  1866.  a  bill 
designed  to  include  Hawaii  within  the  domestic  telecommunications  system.  In  the 
Report  on  S.  1866,  the  Committee  asserted  that: 

Section  222  was  enacted  in  1943,  in  the  light  of  special  circumstances  then 
prevailing  and  16  years  before  Hawaii  was  admitted  to  the  Union,  it  is  now  18  ;!^rs 
since  Hawaii  became  a  state.  Experience  in  these  years  has  shown  that  the  designs' 
tion  of  Hawaii  as  an  international  point  for  the  purposes  of  section  222  has  frus- 
trated the  efforts  of  the  Federal  Communications  Commission  and  private  industry 
to  afford  Hawaii  similar  treatment  as  her  sister  states.  This  disparity  has  resulted 
generally  in  higher  rates  for  interstate  communications  to  and  from  Hawaii,  and  in 
fewer  services  and  facilities.  Exclusion  of  Hawaii  from  the  definition  of  "Continental 
United  States"  restricts  the  classes  of  carriers  which  are  allowed  to  provide  services 
to  Hawaii.  S.  1866  seeks  to  make  available  to  Hawaii  the  same  modern  telecommu- 
nications facilities,  services  and  rate-making  principles  which  are  now  or  will  be 
enjoyed  throughout  the  Continental  United  States,  The  amendment  will  accomplish 
this  by  including  Hawaii  within  the  definition  of  "Continental  United  States." 
thereby  removing  artificial  constraints  on  the  availability  of  telecommunications 
offerings,  the  entrv  of  new  carriers  into  the  Hawaiian  market  and  service  integra- 
tion into  the  mainland  structure.* 

The  Senate,  recognizing  the  great  need  for  this  measure,  passed  this  legislation  on 
two  separate  occasions*  but  the  bill  was  never  enacted  into  law. 

'  Letter  from  Chier,  Common  Carrier  Bureau,  Federal  CammunicationB  Commission  to  Chair- 
"      nceand^  "" 

of  the 
03  (""" 
it  n.5  (19771. 

>  Western  Union  International,  Inc.  v.  Federal  Communicaliora  Commisiion.  544  F.2d  87  tZd 
Cir,  1976).  cert,  den,  434  U.S.  903  11977) 

•  Memorandum  for  the  Federal  Respondents.  Western  Union  Telegraph  Co.  v.  Walern  Union 
International.  October  1977  at  3-4. 

■  Mist  of  this  agency's  functions  were  assumed  by  the  National  Telecommunications  and 
Information  Administration. 

'  Hearings,  supra  n.2  at  91-100  (SWlement  of  Walter  K.  Hinehman)  and  106-110  (SUtement  of 
William  J.  Thaler), 

'See,  e.g.,  ITT  World  CommunKaliom  Inc  v.  FCC.  No.  77-4028  (Zd  Cir,  decided  March  22, 
1978). 

'  S.  Rep.  95-389,  95th  Cong.  Isl  Sess  1  ( 19771. 

■  The  Senate  first  passed  S.  1866  on  August  5,  1977,  two  days  after  the  bill  was  reported  out  of 
Committee.  123  Cong.  Rec.  St3&39-13S61  This  measure  was  again  passed  by  the  Senate  as  an 
amendment  to  S.  1547  on  January  31.  1978.  124  Cong.  Rec.  8964-968  I197SJ. 
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One  of  the  purposes  of  both  S,  611  and  S.  622  is  to  make  Hawaii,  a  state  of  the 
United  States,  a  "domestic"  service  point  for  the  purposes  of  telecommunications 
regulation.  The  State  of  Hawaii  supports  this  purpose.  However,  there  are  problems 
with  both  bills.  Although  these  problems  may  be  "technical",  they  do  require 
attention. 

S,  622  contains  ambiguities  with  respect  to  the  status  of  Mainland-Hawaii  service- 
Section  202iaXl)  of  S,  622  is  apparently  designed  to  include  service  between  Hawaii 
and  the  other  states  of  the  Union  as  "domestic  telegraph  operations"  as  defined  in 
Section  222(aK5l  and  to  exclude  such  service  from  the  term  "international  telegraph 
operations"  in  Section  222<aX6).  However,  under  S.  622,  both  these  definitions  con- 
tinue to  contain  references  to  "Continental  United  States".  This  term  is  explicitly 
defined  in  Section  202(aM3l  of  the  bill  as  "confwuous  sUtes  of  the  Union"." 

The  State  is  concerned  that  Hawaii  would  be  excluded  from  the  definition  of 
"contiguous  states  of  the  Union."  Therefore,  the  State  recommends  that  Sectimi 
222(a)(10)  of  the  Communications  Act  of  1934  be  amended  to  delete  the  words 
"except  Hawaii",  In  this  way  there  would  be  no  doubt  that  Hawaii  would  be 
classified  in  the  same  manner  as  the  other  states  in  the  Union. 

Section  223  of  S.  611  specifically  provides  that  Section  222  of  the  Communications 
Act  of  1934,  with  its  discriminatory  classification  of  Hawaii  "will  cease  to  have  any 
effect  on  the  360th  day  after  the  date  of  enactment."  For  more  than  twenty  yean 
the  State  has  waited  for  the  passage  of  l^islation  that  would  afford  It  equality  with 
other  states  in  the  Union.  Although  the  State  takes  no  position  on  the  propriety  of 
this  delay  with  respect  to  the  international  telecommunications  issues  surrounding 
the  total  repeal  of  Section  222,  there  is  no  reason  for  the  deferral  of  Section  223  as  it 
affects  the  Hawaii-Mainland  traffic.  The  subcommittee  should  alter  Section  223  to 
specify  that  Hawaii  need  not  wait  360  days  to  be  accorded  the  same  rights  as  the 
other  states  in  the  Union. 

There  is  an  additional  matter  which  I  would  like  to  discuss  today.  Section  201(bl 
of  the  Communications  Act  presently  provides  in  substance  that  all  chat^es,  prac- 
tices, classifications  and  regulations  should  be  just  and  reasonable.  Section  ^)2(a) 
contains  a  broad  prohibition  against  the  perpetration  of  any  unjust  or  unreasonable 
discrimination  by  a  common  carrier.  This  statute  specifically  prohibits,  inter  alia,  a 
carrier  from  subjecting  a  "class  of  persons  or  locality  to  any  undue  or  unreasonable 
prejudice  or  disadvantage"." 

These  specific  statutory  provisions  are  amended  by  Sections  20!l  and  204  of  S.  611. 
Although  Section  2031b)  of  S.  611  contains  analogous  requirements,  the  State  is  of 
the  view  that  the  Subcommittee  should  assure  that  the  safeguards  in  Section  208(bl 
provide  no  less  protection  than  the  differently  worded  provisions  in  Section  201  and 
202  of  the  Communications  Act. 

The  State  of  Hawaii  wishes  to  express  its  appreciation  of  the  efforts  of  this 
Subcommittee  and  the  full  Committee  to  redress  the  discrimination  against  the 
State.  In  recent  years,  the  Committee  has  reported  favorably  on  S,  Res.  318.  which 
called  for  the  prompt  implementation  of  rate  and  service  integration  and  S.  1866. 
which  would  include  Hawaii  within  the  domestic  telecommunications  network.  Both 
measures  were  subsequently  adopted  by  the  Senate.  The  Committee  Report  on  S- 
Res.  31g  outlines  the  historic  discrimination  against  the  State.  The  Report  on  S. 
1866  dramatically  underscores  the  need  for  l^islation  which  would  include  Hawaii 
within  the  domestic  telecommunications  network.  The  State  requests  that  the«e 
reports  be  included  in  the  record  on  S.  611  and  S.  622. 


'"  S.  622  defines  "domestic  telegraph  operations"  to  include,  mler  alia,  record  coinmuniCBtinv 
which  originale  and  terminate  at  pointa  in  Hawaii  and  the  Mainland.  Section  202IbI  of  thia  bilL 
however,  would  also  amend  the  definition  of  "domeatic  telegraph  operations"  in  Section  222  Uc 
",  .  include  acceptance,  transmission  or  delivery  performed  within  the  conlinenlal  UniUd 
Stales  between  points  of  origin  within  and  points  of  exit  from,  and  between  points  of  entry  into 
and  points  of  destination  within,  the  conlinenlal  Uniled  Stales  with  respect  ta  record  communi- 
cations by  wire  or  radio  which  either  originale  or  terminate  outside  the  continental  United 
States.  Alaska.  Canada.  Saint  Pierre-Miquelon,  ^  eiico  and  Newfoundland,  and  also  includes  the 
transmission  within  the  conHnenlal  Uniled  Slaitt  of  messages  which  both  originate  and  termi- 
nate  outside  but  transmit  through  the  continental  United  Slalei.  .  . "  (Emphasis  added.]  The 
definition  of  "inlernationaJ  telegraph  operations"  in  Section  222  as  amended  by  S.  622  contains 
analogous  references  to  "continental  United  States". 

"  In  spite  of  these  expUcil  statutory  enactments,  however,  the  record  reflects  that  on  ■ 
number  of  occasions,  the  implementation  of  rate  and  service  integration  for  Hawaii  has  been 
prevented  or  delayed.  In  the  Report  on  S  Ree.  318.  a  resolution  in  which  the  Senate  ur^  the 
Commission  to  promptly  implement  rate  integrHtion,  this  Committee  asserted  that'  The  PCCs 
Failure  to  insist  upon  timely  compliance  with  Its  [rate  integration)  policy  by  the  carriers  and  the 
carriers  lack  of  cooperation,  clearly  account  for  the  delay  in  this  critical  area.  S.  Hep.  No.  94- 
.ISa.  94th  Cong.,  IslSess.  1HI975), 
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The  State  wishes  to  reaffirm  its  support  for  legislation  that  would  include  Hawaii 
into  the  framework  of  the  domestic  telecommuncations  system.  In  addition,  it  urges 
the  Subcommittee  to  consider  the  changes  proposed  in  this  testimony. 

Thank  you  for  the  opportunity  to  appear  here  today. 

Senator  Hollings.  Thank  you,  Mr.  Hong. 

I  have  some  questions  here  that  Senator  Inouye  wanted  to  ask. 

What  is  the  status  of  the  NTS  rate  integration  for  Hawaii? 

Mr.  Hong.  As  you  know,  the  Commission  ordered  the  parties  to 
meet  to  provide  for  joint  separations,  to  work  on  a  separations 
plan.  The  Commission  has  appointed  a  number  of  people  to  a 
Federal-State  separations  committee,  and  pleadings  were  filed  in 
April  of  this  year.  It  is  my  understanding  that  those  changes  will 
be  made  shortly.  We  hope  there  will  be  no  undue  delay. 

Senator  Hollings.  Has  the  State  been  able  to  reljix  its  effort  to 
secure  telecommunications  services  and  nondiscriminatory  rates? 

Mr.  Hong.  As  far  as  I  know,  we  have  not,  and  the  reason  for  it, 
of  course,  is  a  long  history  of  discrimination.  We  have  had  to  Hie  a 
number  of  pleadings  to  prod  the  parties  as  well  as  the  agencies 
involved,  for  the  purposes  of  resolving  this  problem  that  we  all 
face. 

I  think  there  is  a  long  history  that  arose  out  of  the  section  252, 
Mr.  Chairman. 

Senator  Holungs.  Section  252  of  S.  611  requires  a  full  separa- 
tion between  a  provider  of  domestic  and  international  services,  and 
also  between  the  provider  of  noncompetitive  international  public 
message  telephone  service  or  the  provider  of  other  international 
services. 

It  is  Senator  Inouye'a  provision  that  deals  with  section  252  that 
would  require  the  Hawaiian  telephone  to  be  a  totally  separate 
activities  to  handle  these  activities  in  Hawaii.  Would  this  subsidi- 
ary requirement  adversely  affect  the  users  of  services  in  Hawaii? 

Mr.  Hong.  If  they  are  referring  to  the  Hawaiian  telephone  com- 
pany being  split  up  into  a  number  of  subsidiaries,  this  may  be 
difficult,  in  view  of  the  fact  that  the  company  is  small  in  compari- 
son with  the  other  companies  that  are  involved  in  telecommunica- 
tions. I  am  sure  it  would  increase  the  cost  as  far  as  operation  is 
concerned.  From  that  standpoint,  it  would  impact  on  the  citizens  of 
the  State  of  Hawaii. 

Senator  Hollings.  Dr.  Charyk,  you  referred  to  intermodal  com- 
petition of  satellite  versus  cable.  Mr.  Ferris  stated  there  is  no  real 
competition;  and  if  anything,  competition  would  lead  to  overbuild- 
ing and  higher  prices,  not  lower. 

Do  you  want  to  comment  on  that? 

Mr.  Charyk.  Yes.  Let  me  give  you  a  practical  example  of  where  I 
think  intermodal  competition  has  been  very  effective.  Some  years 
ago  the  carriers,  having  reached  agreement  with  their  European 
correspondents,  proposed  to  build  a  so-called  SF  cable,  a  cable  of 
some  800  circuit  capacity. 

The  application  was  filed  with  the  Commission  and  strong  repre- 
sentation was  made  through  the  foreign  office  channels  that  ap- 
proval of  such  a  cable  should  be  forthcoming.  Comsat  argued  that 
such  an  investment  would  not  be  an  economical  one  because  the 
U.S.  consumer  would  be  stuck  with  the  consequences  of  such  an 
investment  over  the  next  25  years,  since  the  theory  here  is  that 
such  a  cable  is  depreciated  over  25  years. 
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We  contended  that  that  type  of  a  cable  was  reaching  the  point  of 
technical  obsolescence  and  it  would  be  a  mistake  to  saddle  the  U.S. 
consumer  with  the  requirement  to  pay  hundrteds- of  millions  of 
dollars  over  the  next  25  years  to  have  the  "luxury"  of  such  an 
inefficient  cable.  Fortunately,  we  prevailed  in  that  kind  of  an  argu- 
ment before  the  Commission  and  argued,  frsinkly,  that  a  cable 
more  reflective  of  modern  technology  should  be  developed.  At  that 
time  it  was  contended  this  w^^s  very  much  in  the  future.  However, 
with  the  rejection  of  the  SF  cable,  a  new  SG  cable  of  some  4,000 
circuit  capacity  was  developed  in  a  short  time  and  came  into  use  a 
few  years  after  the  SF  cable  would  have  come  into  being.  The  net 
effect  is  that  the  U.S.  consumer  was  saved  hundreds  of  millions  of 
dollars  in  rates  over  the  next  25  years. 

That  is  just  one  example,  and  there  are  others. 

Senator  Holungs.  Other  than  the  one  rate  case  I  referred  to 
earlier,  where  else  have  you  lowered  rates? 

Mr.  Charyk.  We  started  out  with  rates  of  $4,200  a  month,  and 
today  the  new  rates  that  are  going  into  effect  are  $1,340  a  month. 
This  is  less  than  one-third  of  the  original  number.  Now,  in  the 
relatively  short  period  of  less  than  15  years,  to  have  a  series  of  rate 
reductions  so  that  the  rates  today  are  less  than  one-third  of  what 
they  were  a  decade  ago  I  think  is  a  remarkable  accomplishment.  I 
think  it  is  suggestive  that  the  technology  is  being  put  to  work,  and 
with  the  consumers  getting  the  benefits  of  this  through  the  rate 
reductions  that  will  be  peissed  on,  hopefully,  by  the  carriers,  to  the 
public. 

Senator  Holungs.  Under  S.  611,  Dr.  Charyk,  Comsat  would  be 
completely  free  to  compete  in  the  domestic  and  intemationed  mar- 
kets. Yet  you  take  a  bleak  view  of  Comsat's  ability  to  do  that, 
because  of  the  established  carriers'  positions  of  10  years  ago. 

Competitors  much  smaller  than  yourselves  are  successfully  chal- 
lenging that.  Why,  with  all  of  the  expertise  and  leadership  of 
Comsat,  why  would  they  have  difficulty? 

Mr.  Charyk.  I  note  in  ray  statement,  Mr.  Chairman,  why  the 
international  picture  is  radically  different  from  the  domestic.  In 
the  international,  you  have  a  single  entity  or  monopoly  on  the 
other  end  who  is  very  comfortable  in  working  with  the  existing 
carriers,  and  who  is  not  motivated  to  invest  in  additional  facilities 
and  to  undertake  additional  operating  costs  just  because  a  multi- 
plicity of  U.S.  entrants  may  desire  interconnection  with  him.  So 
that  you  have  a  fundamental  constraint  in  making  such  arrange- 
ments. 

Furthermore,  competition  is  practical  in  only  a  very  small  per- 
cente^e  of  the  total  market.  As  I  indicated,  about  80  percent  of  all 
the  circuits  are  for  voice,  involving  A.T.  &  T.  I  don't  believe  that 
any  practical  competition  is  possible.  There  is  also  no  practical 
competition,  possible,  I  don't  think,  in  the  telex  services,  which  I 
believe  are  financially  very  profitable. 

So  you  are  left  with  a  very  small  s^^ent  of  the  total  market  in 
which  you  could  compete.  I  suppose  it  is  possible  we  could  make  an 
entry  into  that  area,  but  it  would  be  for  a  very  small  percentage  of 
the  total  business.  At  the  same  time,  under  this  legislation,  we 
would  be  foresaking  or  giving  up  revenues  from  our  present  inter- 
national services  which  amounted,  in  the  last  year,  to  somethilig 
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like  $105  million.  It  would  be  many,  many  years,  if  ever,  if  we 
could  get  up  to  that  level  of  revenues  in  any  sort  of  direct  competi- 
tion, even  under  the  most  favorable  circumstances. 

We  have,  incidentally,  tried  in  a  few  areas  to  provide  different 
kinds  of  service,  and  we  have  sought  such  authority  from  the  FCC. 
It  has  been  granted  by  the  FCC.  We  have  not  been  able  to  make 
arrangements  with  the  foreign  correspondents. 

The  record  carriers  have  gone  out  and  made  arrangements  with 
these  correspondents,  and  ultimately  provided  a  similar  type  of 
service,  after  several  years  of  delay  and  debate.  So  it  is  not  an  easy 
course.  Even  if  we  were  eminently  successful,  it  would  be  for  a  very 
small  percentage  of  the  total  business  and  completely  out  of  bal- 
ance with  our  present  situation,  which,  as  I  said,  provides  revenues 
of  over  $100  million  a  year. 

Senator  Holungs.  The  final  customers  are  connecting  domestic 
carriers  or  other  international  carriers.  Will  they  sit  on  Comsat's 
board? 

Mr.  Charyk.  The  original  Comsat  Act  provided  for  the  Comsat 
board  to  consist  of  six  directors  from  the  carriers,  six  from  the 
general  public,  and  three  appointed  by  the  President.  For  a  variety 
of  reasons,  most  of  the  international  carriers,  certainly  all  of  the 
large  ones,  have  sold  their  stock  in  Comsat  at  substantial  profits.  If 
this  bill  is  enacted,  the  people  who  will  take  the  rap  will  be  the 
small  investors,  and  most  of  them  are  very  small  investors,  who 
have  invested  for  their  children,  for  their  education  and  so  on. 
They  have  held  on  faithfully  to  their  shares  since  1964,  in  the 
promise  that  this  might  some  day  be  a  successful  operation. 

But  I  think  the  JEist  thing  they  expected  wzis  that  if  the  thing 
became  successful,  that  the  Congress,  which  had  encouraged  their 
participation,  would  essentially  destroy  their  investment,  which  the 
effect  of  S.  611  would  be  to  do. 

Senator  Holungs.  Mr.  Murphy,  you  indicated  that  Western 
Union  would  be  held  back  for  at  least  5  years  from  being  allowed 
into  the  international  telecommunications  immediately  upon 
repeal  of  section  222,  because  there  are  substantial  and  unearned 
headstarts  on  the  ability  to  utilize  domestic  networks.  You  said  it 
would  take  considerably  longer  for  the  IRC's  to  establish  them- 
selves in  the  hinterlands  than  it  would  for  Western  Union  to  make 
the  requisite  operating  arrangements  to  enter  the  overseas  market. 

What  makes  you  think  it  would  be  any  easier  for  Western  Union 
to  break  into  this  closed  society? 

Mr.  Murphy.  Mr.  Chairman,  first,  I  really  don't  think  it  is  a 
closed  society.  The  impression,  I  think,  has  been  left  by  some  prior 
testimony  that  the  correspondents  will  only  deal  with  one  particu- 
lar carrier.  This  is  not  so.  The  fact  is,  of  course,  that  our  overseas 
correspondents  in  many  cases  are  governmental  entities.  But  they 
do  have  agreements  in  the  international  record  part  of  the  market, 
as  distinguished  from  the  telephone  part  of  the  market,  with  a 
number  of  U.S.  carriers,  four  or  more,  in  some  major  markets.  So 
there  is  very  active  and  keen  competition. 

We  do  not  have  a  question  here  where  service  is  not  being 
provided  as  a  result  of  this.  I  think  we  should  bear  in  mind  that,  as 
governmental  entities,  the  correspondents  must  look  at  the  situa- 
tion and  determine  for  themselves  what  they  think  is  reasonable 
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for  their  particular  country.  This  is  a  decision  which  is  properly, 
we  would  think,  a  matter  of  determination  for  the  individual  coun- 
tries. 

I  would  also  point  out  that  just  in  very  recent  years  a  new 
carrier,  which  had  been  a  regional  carrier,  has  entered  the  interna- 
tional market.  TRT  has  moved  very  effectively  into  the  European 
market  and  has  achieved  agreements  with  the  CEPT  correspon- 
dents. It  is  possible  to  do  this  and  it  is  being  done. 

As  far  as  Western  Union  itself  is  concerned,  I  think,  sir,  the 
point  I  was  trying  to  make  is  that  we  would  have  to  establish  a 
network  domestically.  We  do  not  have  that  at  the  present  time.  We 
are  limited  to  operations  in  five  cities  on  the  mainland  of  the 
United  States.  Western  Union,  of  course,  operates  throughout  the 
mainland.  They  have  125,000  customer  access  lines,  as  compared  to 
our  7,000  lines.  It  would  take  us  a  period  of  time  to  put  ourselves  in 
a  position  where  we  could  effectively  compete. 

As  1  indicated  in  my  written  testimony,  we  believe  there  should 
be  a  moratorium  on  Western  Union  entry  of  either  5  years  or  until 
such  time  as  there  is  effective  competition  in  the  domestic  Telex 
service.  I  think  we  should  recognize  here  that  there  was  a  quid  pro 
quo  involved  in  Western  Union  obtaining  this  domestic  monopoly. 
It  is  a  bit  ironic  now,  after  it  has  benefited  over  these  many  years, 
for  Western  Union  to  come  in  and  be  riding  the  white  horse  of 
competition. 

They  have  benefited  from  this,  and  all  we  are  asking  is  that  we 
be  given  a  reasonable  time  so  we  can  put  ourselves  on  an  equal 
footing  with  them,  and  then  we  are  quite  willing  and  ready  to 
compete  with  them,  and  I  think  that  we  will  do  a  very  effective  job 
of  that. 

Senator  Holungs.  Mr.  Hostetler,  do  you  believe  there  is  competi- 
tion among  the  IRC's? 

Mr.  Hostetler,  Mr.  Ferris  used  the  term  "apparent  competi- 
tion." I  guess  that  is  the  term  I  would  use.  I  believe  that  one 
should  define  competition  in  terms  of  whether  the  user  has  a 
meaningful  choice,  a  meaningful  choice  in  terms  of  price,  kind  of 
service  that  is  available,  the  kind  of  facilities  that  are  available. 
And  I  don't  believe  that  is  the  situation  in  the  international 
market  today. 

All  of  the  carriers  charge  the  same  price  and  provide  precisely 
the  same  services,  and  there  has  been  very  little  that  I  can  see  in 
the  way  of  service  enhancement.  There  has  been  some,  but  few  new 
services  are  being  provided. 

Senator  Holungs.  How  difficult  is  it  to  get  operating  agree- 
ments? 

Mr.  Hostetler.  I  don't  think  that  problem  should  be  minimized. 
We  haven't  been  involved  in  that  in  recent  years,  and  I  expect  if 
we  are  allowed  to  go  overseas  we  are  going  to  have  some  difficulty 
in  negotiating  operating  agreements.  I  think  for  that  reason  that  at 
least  for  some  interim  period  the  Commission  ought  to  be  in  a 
position  to  insure  that  those  carriers  that  do  have  operating  agree- 
ments are  interconnecting  with  the  domestic  carriers,  so  that  they 
can  provide  services  overseas. 

I  think  in  the  long  run,  that  if  Confess  sends  a  signal  to  the 
foreign  governments  by  opting  for  a  policy  which  says  that  intema- 
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tional  service  is  going  to  be  part  of  a  single  integrated  domestic 
marketplace,  and  if  carriers  like  Western  Union,  who  do  have 
substantial  business  bases  in  the  United  States,  are  permitted  to  go 
directly  overseas,  that  over  a  period  of  time  we  will  be  able  to 
break  those  barriers  down.  And  we  are  willing  to  take  our  chance 
on  that. 

Senator  Rollings.  Do  you  find  that  the  FCXI  has  levereige  to  help 
obtain  those  agreements? 

Mr.  HosTBTLBR.  I  don't  know  that  they  do.  I  am  not  sure  that 
what  is  proposed  in  S.  611  really  is  going  to  change  that.  As 
somebody  si^gested,  it  takes  two  to  tango.  I  think  the  FCC  can 
play  a  role.  It  can  urge.  It  possibly  has  some  leverage. 

But  in  the  final  analysis,  I  think  the  foreign  governments  are 
going  to  have  to  be  persuaded  that  there  are  carriers  who  are 
ready,  willing,  and  able  to  serve  the  marketplace,  who  are  provid- 
ing new  services,  and  who  can  bring  something  to  the  table  that 
will  benefit  the  foreign  users  as  well. 

Senator  Holungs.  Does  anyone  else  wish  to  comment  on  that? 
Mr.  Murphy? 

Mr.  Murphy.  May  I  comment,  sir? 

Senator  Holungs.  Yes. 

Mr.  Murphy.  It  was  Mr.  Hosteller's  statement  that  there  was 
only  some  semblance  of  competition  in  the  international  area.  He 
notes  that  the  rates  are  generally  the  same  and  he  is  not  aware  of 
emy  technological  advances  or  service  improvements. 

I  think  the  record  will  show  that  there  is  a  solid  history  of 
technological  advances  and  service  improvements.  As  a  matter  of 
fact,  the  Telex  service  was  first  introduced  and  pioneered  by  RCA 
Globcom.  It  was  not  until  10  years  later  that  Western  Union  of- 
fered it  domestically,  and  then  we  saw  a  history  of  rate  increases 
in  the  domestic  Telex  service,  as  compared  to  rate  decreases  in  the 
international  Telex  service. 

Indeed,  in  the  last  year  and  a  half,  we  are  now  absorbing  rate 
increases  from  Western  Union  at  an  annual  rate  of  $2.2  million. 
These  are  costs  which  we,  RCA  Globcom,  are  absorbing.  These  costs 
are  not  being  passed  on  to  the  general  public. 

Western  Union  now  is  trying  to  get  higher  rates  in  these  services 
before  the  Commission.  If  there  are  questions  on  returns,  the  sub- 
commitee  might  want  to  consider  looking  at  the  Western  Union 
rates  of  return  on  Telex  service. 

As  far  as  new  services,  we  have  introduced  data  services  recent- 
ly^ust  about  a  year  ago,  we  introduced  a  high  speed  facsimile 
service  with  Japan.  We  have  extended  this  to  10  countries. 

On  the  matter  of  rates,  in  many  cases,  the  rates  are  the  same. 
But  this  is  because  of  the  competitive  situation.  As  I  indicated  to 
you  a  bit  earlier,  at  the  time  when  the  rates  were  reduced  as  a 
result  of  the  Comsat  rate  reductions  to  the  carriers,  the  carriers 
cut  their  own  rates  in  varying  amounts. 

And  if  those  rates  were  not  matched,  we  would  have  lost  busi- 
ness. 

Indeed,  there  is  no  question  that  there  is  effective  competition. 
Our  rates  are  lower  than  10  years  ago.  This  is  despite  inflation, 
despite  raisii^  costs  of  labor  and  material,  despite  the  fact  that  we 
are  paying,  just  in  the  last  18  months,  over  $2  million  more  to 
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Western  Union,  and  indeed,  81.8  million  more  in  the  case  of  RCA 
on  an  annual  basis  to  A.T.  &  T. 

Thank  you. 

Mr.  HosTBTLER.  Could  I  add  two  facts? 

Senator  Holungs.  Yes,  sir. 

Mr.  HoSTETLER.  There  has  been  some  question  about  the  interna- 
tional record  carrier  rate  of  return.  The  FCC  has  been  doing  some 
auditing.  According  to  data  that  ITT  filed  with  the  Commission, 
the  ITT  rate  of  return  on  its  investment,  International  Telex,  was 
in  the  range  of  56  percent  a  year  ago. 

I  can  assure  you  that  Western  Union  is  not  in  that  ballpark. 

Second,  in  comparing  domestic  and  international  carrier  rates 
for  telex  service  to  Mexico,  which  we  are  able  to  provide  directly  on 
a  country-to-country  basis,  the  domestic  rate  is  75  cents  per  minute 
for  telex  service.  The  international  carriers  are  charging  $1.33  per 
minute  for  the  same  service. 

They  are  charging  their  customers  who  have  international  carri- 
er-provided telex  machines  and  accordingly,  don't  have  access  to 
competitive  services. 

Senator  Holungs.  Very  good. 

Dr.  Charyk,  or  does  anyone  else  wish  to  comment  further? 

[No  response.] 

Senator  Holungs.  They  are  getting  together  on  their  rate  of 
return. 

Mr.  Murphy.  I  would  just  like  to  make  one  final  comment.  Mr. 
Hosteller  has  conveniently  neglected  in  his  statement  to  include 
the  cost  of  the  terminal,  which  in  the  case  of  the  service  offered  by 
RCA  Globcom,  is  included  in  that  rate. 

In  the  case  of  Western  Union,  the  customer  has  to  pay  for  that 
terminal  and  that  may  be  on  the  order  of  anywhere  from  $75  up, 
depending  on  the  terminal  for  the  service. 

It  is  not  really  tariffed  on  a  comparable  basis. 

Dr.  Charyk.  I  don't  want  to  get  into  rate-of-retum  discussions 
because  I  am  not  really  sufficiently  familiar  with  what  their  rate  c^ 
return  might  be.  I  think  it  is  significant  that  the  last  investigation 
on  that  was  in  1958,  which  is  22  years  ago. 

We  have  recently  cut  our  rates  by  15  percent.  It  is  going  to  be 
interesting  to  see  how  this  is  flowed  through  to  the  customers.  This 
is  something,  obviously,  that  the  FCC  will  have  to  address. 

It  is  my  understanding  that  some  of  the  escrow  funds  established 
from  the  previous  rate  reduction  are  in  escrow  because  of  the 
disagreement  between  the  record  carriers  and  the  FCC  as  to  details 
of  such  a  flowthrough. 

Senator  Holungs.  Do  you  think  the  introduction  of  our  bill  did 
cause  Comsat  stock  to  go  up  three  points? 

Dr.  Charyk.  If  S.  611  is  enacted,  it  might  pass  out  of  sight  in  the 
other  direction,  Mr.  Chairman. 

Senator  Rollings.  And  by  the  way,  your  presidential  appointees, 
I  think  there  was  discussion  on  the  previous  panel;  and  there  are 
three  part-time  presidential  appointees. 

Do  you  have  any  comment  on  how  well  they  work? 

Dr.  Charyk.  I  am  happy  to  address  that,  Mr.  Chairman,  because 
I  think  in  the  history  of  Comsat,  we  have  been  extremely  fortunate 
in  the  Presidential  appointments  that  have  been  made.  The  direc- 
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tors  have  been  most  effective.  They  have  been  hard-working,  con- 
scientious, and  I  think  they  have  made  substantive  contributions  to 
the  development  of  the  corporation. 

Senator  Rollings.  We  appreciate  the  appearance  of  each  of  you. 
Thank  you  very  much. 

The  committee  will  be  in  recess  until  2  p.m. 

[Whereupon,  at  12:30  p.m.,  the  hearing  recessed,  to  reconvene  at 
2  p.m.  of  the  same  day.] 

AFTERNOON   SESSION 

Senator  Schmitt  [presiding].  The  hearing  will  come  to  order. 

This  afternoon,  the  subcommittee  will  continue  its  examination 
of  the  international  common  carrier  issues  contained  in  the  pro- 
posed amendments  to  the  Communications  Act  of  1934. 

We  have  with  us,  I  believe  in  the  order  that  they  are  seated  from 
left  to  right:  Mr.  George  Knapp,  International  Telephone  &  Tele- 

Sjph  Corp.;  Mr.  Donald  Kuyper,  General  Telephone  &  Electronics 
rp.;  and  Mr.  Stanford  Weinstein  of  Graphnet,  Inc. 
Mr.  Knapp,  if  you  would  like  to  begin  with  your  testimony.  If 
you  or  any  of  the  witnesses  want  to  summarize,  you  ma^  do  so. 
We  are  going  to  give  you  10  minutes  for  your  presentation.  But 
the  entire  statement  will  be  included  in  the  record. 

STATEMENT  OF  GEORGE  F.  KNAPP,  VICE  PRESIDENT, 
INTERNATIONAL  TELEPHONE  &  TELEGRAPH  CORP. 

Mr.  Knapp.  Thank  you. 

Today  I  represent  ITT  World  Communications,  a  leading  interna- 
tional record  carrier  that  provides  telex,  message,  facsimile,  data 
and  private  line  services  to  137  foreign  countries  in  competition 
with  several  other  U.S.  carriers. 

The  subcommittee's  primary  objective  of  maximizing  competition 
for  international  services,  given  the  constraint  that  the  United 
States  does  not  have  control  over  both  ends  of  those  services,  is  one 
we  support. 

But  we  are  concerned  that  the  superstructure  contemplated  by 
S.  611  creates  a  number  of  rather  serious  problems,  which  stem 
from  the  unique  nature  of  the  international  communications  struc- 
ture. 

We  think  those  problems  could  be  largely  eliminated  by  a  less 
formal  approach  to  the  attainment  of  the  subcommittee's  objective. 

The  International  Facihties  Management  Corporation,  IFMC, 
contemplated  by  S.  611,  hes  at  the  heart  of  most  of  the  problems 
which  we  foresee.  S.  611  would  assign  to  the  IFMC  authority  for 
the  planning,  construction,  and  operation  of  all  international  tele- 
communications facilities,  and  would  thereby  largely  exclude  the 
investors,  or  beneHcial  owners  of  those  facilities,  from  the  decision- 
making process. 

In  the  first  place,  the  international  carriers  would  be  permitted 
to  select  only  5  of  the  15  members  of  the  IFMC's  board  of  directors, 
and  AT.  &  T.  can  be  expected  to  name  three  of  those  five. 

Under  the  IFMC  concept,  the  international  carriers  would  be 
required  to  finance  any  new  facilities  which  the  IFMC  determined 
to  construct,  but  would  have  no  meaningful  voice  in  a  decision  to 
go  forward  with  such  new  facilities. 
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I  also  note  that  the  IFMC  is  authorized  by  S.  611  to  advise  and 
assist  domestic  telecommunications  carriers  in  the  establishment  of 
operating  agreements  with  overseas  telecommunications  entities. 
We  are  not  entirely  sure  what  is  intended  by  this  authorization, 
but  there  is  at  least  an  implication  that  the  IFMC  would  use  its 
power  to  withhold  agreement  on  new  international  facilities,  which 
various  overseas  administrations  may  desire,  in  order  to  coerce 
those  administrations  into  providing  operating  agreements  for  one 
or  more  U.S.  domestic  carriers. 

In  addition,  since  the  IFMC  would  be  authorized  to  n^otiate 
with  foreign  administrations  on  behalf  of  some  U.S.  entities,  while 
other  U.S.  carriers  would  represent  themselves,  an  inherently  un- 
balanced arrangement  is  created.  In  particular,  the  objectivity  of 
the  IFMC  would  seem  likely  to  the  distorted  with  respect  to  its 
actions  in  the  management  of,  or  planning  for  facilities  of  parties 
not  so  represented. 

And,  by  combining  negotiation  with  the  planning  function,  the 
IFMC  might  be  placed  in  a  position  where  it  may  be  required  to 
take  a  position  at  odds  with  optimal  planning,  for  purposes  of 
pressuring  one  of  more  overseas  administrations  into  granting  op- 
erating agreements  to  U.S.  domestic  carriers. 

Turning  to  a  different  but  equally  serious  problem,  S.  611  ap- 
pears to  contemplate  that  the  international  carriers  will  not  pro> 
vide  service  directly  to  end-users.  As  S.  611  recognizes,  the  U.S. 
international  carriers  are  the  correspondents  of  the  overseas  tele- 
communications administrations  and,  as  such,  Eire  uniquely  able  to 
encourage  those  overseas  administrations  toward  expanded  and 
improved  service  offerings  which  those  monopoly  overseas  adminis- 
trations may  have  no  incentive  to  provide. 

If  the  U.S.  international  carriers  are  effectively  removed  from  a 
participatory  role  in  the  establishment  of  services  to  be  provided  to 
end-users  in  the  United  States,  those  carriers  are  likely  to  have 
little  or  no  motivation  for  pressing  their  overseas  correspondents 
for  the  initiation  of  particular  services,  or  service  improvements. 

Also,  a  basically  arbitrary  inbound  allocation  formula  contem- 
plated by  S.  611  essentially  eliminates  any  comp>etitive  flexibility. 

The  net  result  is  that  the  international  carrier  is  largely  de- 
prived of  any  competitive  incentive  to  press  its  overseas  correspon- 
dent for  initiation  of  new  services  or  service  improvements. 

Having  reviewed  these  problems,  we  suggest  that  a  regulatory 
superstructure  is  not  required  to  address  the  subcommittee's  con- 
cerns here.  On  balance,  we  think  the  existing  r^ulatory  frame- 
work for  international  telecommunications  services  has  worked. 

In  international  data/record  communications  services,  a  spirited 
competition  has  prevEiiled  among  the  IRC's,  This  competition  has 
resulted  in  continuous  service  improvements  for  the  users  of  serv- 
ices provided  by  those  carriers,  as  well  as  a  general  decline  in 
rates,  even  in  the  face  of  the  sharp  inflation  experienced  over  the 
last  decade. 

There  are  only  two  major  deficiencies  in  the  present  r^ulation 
of  international  telecommunications  services.  First  there  is  no  ef- 
fective mechanism  for  resolving  a  continuing  controversy  among 
the  international  facility  owners  over  the  desirability  of  cable  or 
satellite  facilities.  Contributing  to  this  problem  is  a  perceived  lack 
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of  neutrality  on  the  part  of  the  FCC  in  this  area,  and  its  apparent 
desire  to  dominate  planning  activities.  Thus,  the  Commission 
cannot  effectively  serve  as  an  arbiter  of  these  competing  interests. 

Second,  there  is  a  need  for  specific  congressional  guidance  with 
respect  to  a  threat  to  the  continuing  viability  of  the  present  com- 
petitive international  data/record  carriers  from  potential  entry 
into  that  market  by  monopoly-based  carriers. 

Therefore,  ITT  recommends  that  the  ownership,  management, 
and  construction  of  international  facilities  should  remain  with  the 
individual  common  carriers  providing  services  via  those  facilities, 
and  that  a  new  International  Facilities  Planning  Committee  be 
formed,  comprised  of  representatives  of  each  international  telecom- 
munications carrier  and  the  National  Telecommunications  and  In- 
formation Agency.  Representatives  of  the  Department  of  State, 
Department  of  Defense,  and  the  FCC  should  be  invited  to  partici- 
pate as  observers.  To  assure  neutrality,  the  committee  should  be 
chaired  by  the  representative  of  NTIA.  I  should  note  here  that  the 
committee  which  we  are  proposing  is  similar  to  the  facilities  plan- 
ning task  force  contemplated  by  H.R.  3333. 

The  Committee  would  have  overall  charge  of  the  international 
facilities  planning  process,  subject,  of  course,  to  recommendations 
and  other  substantive  input  from  the  participating  international 
carriers. 

The  Committee  would  also  represent  U.S.  interests  in  any  facility 
negotiations  or  discussions  with  foreign  governments  or  their  tele- 
communications entities.  And,  as  contemplated  by  section  247(a)  of 
S.  611,  the  President  should  exercise  supervision  over,  and  issue 
appropriate  instructions  to  the  Committee. 

Since  international  record  carriers  are  subject  to  effective  compe- 
tition, that  competition  obviates  the  need  for  rate  or  facility  regula- 
tion. 

The  other  serious  regulatory  deficiency  for  the  international 
data/record  carriers  is  the  threat  to  the  competitive  viability  of 
those  carriers  created  by  the  potential  entry  of  the  monopoly-based 
carriers,  A.T.  &  T.,  Comsat,  and  Western  Union,  into  unrestricted 
com[>etition  with  the  present  IRC's. 

Where  one  or  more  monopoly-based  carriers  is  permitted  unres- 
tricted entry  into  that  competitive  environment,  equivalent  com- 
petitive opportunities  among  the  various  competitors  simply  do  not 
exist.  Monopoly-based  carriers,  controlling  either  a  substantial  por- 
tion of  the  traffic  stream  through  their  monopoly  operations  or 
controlling  the  facilities  which  competitors  must  use  for  their  over- 
seas services,  are  in  a  position  to  favor  their  own  operations,  and 
can  be  expected  to  do  so. 

Section  252(b)  appears  to  rule  out  any  overseas  data/record  serv- 
ice on  the  part  of  A.T.  &  T.  so  long  as  that  carrier  continues  its 
monopoly  or  near-monopoly  control  over  overseas  telephone  serv- 
ice. We  heartily  support  this  proposal. 

With  respect  to  Comsat,  we  believe  that  the  best  solution  is  to 
leave  that  carrier  in  its  present  role  as  a  carriers'  carrier,  supply- 
ing satellite  facilities  to  international  carriers  which  operate  at  the 
"retail"  level.  However,  if  you  wish  to  permit  Comsat  to  participate 
in  "retail"  international  services,  we  strongly  urge  you  to  require 
Comsat  to  establish  a  fully  separate  entity  for  the  provision  of  Einy 
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such  retail  international  services.  That  new  Comsat  entity,  as  well 
as  all  of  its  competitors,  should  then  receive  access  to  Comsat's 
satellite  facilities  on  either  an  IRU  basis  or  a  cost-sharing  basis.  Of 
course,  operating  relationships  between  Comsat  and  its  new  retail 
entity  must  be  on  an  arms-length  basis,  and  on  terms  identical  to 
those  which  Comsat  makes  available  to  competing,  non-afllliated 
international  carriers.  While  some  abuses  between  Comsat  and 
such  a  new  retail  affiliate  may  be  simply  unavoidable,  I'l'l'  believes 
that  a  competitive  environment  for  international  data/record  serv- 
ices which  include  such  a  Comsat  entity  would  at  least  be  manage- 
able. 

I  also  urge  you  not  to  ignore  the  serious  competitive  threat  to  the 
present  IRC's,  if  Western  Union  were  authorized  to  extend  its 
domestic  work  to  overseas  points. 

Western  Union's  Telex/TWX  network  serves  approximately 
125,000  teleprinters  in  the  United  States.  By  comparison,  the  six 
competing  IRC's,  in  the  aggregate,  have  only  approximately  10 
percent  of  that  number  of  subscribers. 

In  addition,  those  IRC's  are  presently  confined  to  operations  in 
five  gateway  cities.  Given  Western  Union's  present  monopoly  con- 
trol of,  by  far,  the  major  proportion  of  U.S.  data/record  users,  the 
IRC's  must  be  given  some  reeisonable  period  of  time  to  develop 
their  own  broadbased  domestic  subscriber  networks  in  order  to  be 
viably  competitive  against  a  Western  Union  authorized  to  provide 
international  data/ record  services. 

I  would  recommend  that  a  moratorium  period  of  5  years  be 
included  in  the  bill. 

To  sum  up  ITT's  position,  Mr.  Chairman,  it  is  our  view  that  the 
existing  statutory  framework  has,  by  and  large,  led  to  a  remark- 
ably viable  and  effective  competitive  environment  for  international 
data/ record  services. 

We  urge  that  this  environment  be  maintained  with  only  a  mini- 
mum of  statutory  changes  designed  to  address  longstanding,  specif- 
ic problems  which  ap[>ear  at  this  point  not  to  lend  themselves  to  a 
solution  under  the  present  regulatory  structure. 

Those  changes,  in  our  view,  would  entail: 

First,  the  creation  of  an  International  Facilities  Planning  Com- 
mittee, to  perform  the  planning  function  for  future  international 
facilities; 

Second,  deregulation  of  the  process  of  adding  new  international 
facilities;  and 

Third,  the  introduction  of  meaningful  restrictions  on  the  partici* 
pation  by  monopoly-bzised  carriers  in  the  provision  of  competitive 
international  data/ record  services. 

These  three  points  summarize  our  position  with  respect  to  the 
international  aspects  of  the  bills. 

I  appreciate  the  opportunity  to  submit  my  testimony  for  the 
record. 

Thank  you  very  much. 

Senator  Hollings  [presiding].  Thank  you  very  much.  Your  full 
statement  will  be  included. 

[The  statement  follows:] 
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[NTRODUCTION 

I  am  George  F.  Knepp,  Vice  President  of  International  Telephone  and  Teleeraph 
Corporation  (ITT)  and  Group  Executive  of  ITT's  Communications  Operations  Group, 

Today  I  represent  ITT  World  Communicationa.  Inc.,  a  leading  international  record 
carrier  that  provides  telex,  message,  facsimile,  data  and  private  line  services  to  137 
foreign  countries  in  competition  with  several  other  carriers, 

INTERNATIONAL  COMMUNICATIONS  CONSIDERATIONS 

I  have  testified  before  you  earlier  with  respect  to  domestic  communicationa  con- 
siderations reflected  in  S.  6U  and  S,  622,  ana  will  focus  today  on  the  int«mational 
communications  aspects  of  those  bills.  Let  me  begin  by  expressing  our  understand- 
ing that  the  Subcommittee's  primai?  objective  is  to  maximize  competition  for  inter- 
national services,  given  the  constraint  that  the  United  States  does  not  have  control 
over  the  entirety  of  those  services.  We  support  that  objective.  We  are,  however, 
concerned  that  the  superstructure  contemplated  by  S,  611  creates  a  number  of 
rather  serious  problems,  which  stem  from  the  unique  nature  of  the  international 
communications  structure.  Those  problems,  which  I  will  address  subsequently,  could 
be  largely  eliminated  by  a  less  structured  approach  to  achieving  that  objective  than 
ispropoeedbyS,  611, 

The  International  Facilities  Management  Corporation  contemplated  by  S,  611 
(which  I  will  hereafter  refer  to  as  the  IFMC)  lies  at  the  heart  of  most  of  the 
problems  which  we  foresee,  S,  611  would  assign  to  the  IFMC  authority  for  the 
planning,  construction  and  operation  of  all  international  telecommunications  facili- 
ties, and  would  thereby  largely  exclude  the  inveetors,  or  beneficial  owners  of  those 
facilities,  from  the  decisional  process  with  respect  to  such  facilities. 

The  international  carriers  would  be  permitted  to  select  only  five  of  the  15  mem- 
bers of  the  IFMC's  Board  of  Directors,  and  AT&T  can  be  expected  to  name  three  of 
those  five.  Thus,  under  that  IFMC  Concept,  the  international  carriers  would  be 
required  to  finance  any  new  facilities  which  the  IFMC  determined  to  construct,  but 
would  have  no  meaningful  voice  in  a  decision  to  go  forward  with  such  new  facilities. 
This  may  raise  the  Constitutional  question  of  whether  there  would  be  a  taking  of 
property  without  just  compensation. 

In  addition,  the  three  IFMC  Board  Members  allocated  to  the  20  largest  end-users 
can  be  expected  to  establish  a  substantial  bias  in  favor  of  the  interests  of  those  large 
end-users.  I  think  it  almost  goes  without  saying  that  the  interests  of  those  large 
users  are  in  many  cases  substantially  different  from  the  interests  of  the  multiplicity 
of  smaller  users  of  international  telecommunications  services. 

Similarly,  the  four  IFMC  directors  which  would  be  appointed  by  the  President 
suggest  a  problem  which  we  have  experienced  in  connection  with  COMSAT,  A 
Congressionally  created  communications  entity,  with  Presidentially  appointed  direc- 
tors, appears  to  suggest  to  foreign  governments,  and  their  telecommunications  ad- 
ministrations, that  the  entity  Is  under  the  a^is  of  the  U.S.  governments,  or,  at  the 
least,  that  this  government  sanctions  the  acts  of  such  an  entity.  We  do  not  see  a 
sufTicientlj'  strong  public  interest  in  maintaining  Presidentally  appointed  directors, 
for  an  entity  such  as  the  IFMC,  to  offset  the  potential  misunderstandings  with  other 
governments  which  may  result  from  that  appointment. 

We  also  note  that  the  IFMC  is  authorized  by  S,  611  to  "advise  and  assist" 
domestic  telecommunications  carriers  in  the  establishment  of  operating  agreements 
with  overseas  telecommunications  entities.  We  are  not  entirely  sure  what  is  intend- 
ed b^  this  authorization,  but  there  is  at  least  an  implication  that  the  IFMC  would 
use  Its  power  to  withhold  agreement  on  new  international  facilities,  which  various 
overseas  administrations  may  desire,  in  order  to  coerce  those  administrations  into 
providing  operating  agreements  for  one  or  more  U.S.  domestic  carriers.  This  pre- 
sumed tactic  is  somewhat  similar  to  the  tack  which  the  FCC  has  been  following  in 
connection  with  its  authorization  of  a  new  TAT-7  cable  facility.  Baaed  on  ITT 
WorldCom's  relationships  with  various  overseas  administrations,  I  can  say  with 
some  authority  that  such  tactics  only  s;rve  to  alienate  those  overseas  administra- 
tions and  their  governments.  As  a  result,  such  tactics  can  be  expected  to  redound  to 
the  overall  detriment  of  the  United  States,  both  with  respect  to  telecommunications 
services  and  to  relationships  between  the  respective  sovereigns, 

juld  be  further  complicated  by  the  fact  that  the  IFMC  would  be 

*;»«»  ..pjtu  r^^^:^^  »j»:»i,.*_,,*!,. —  i i ir  ,j  „^.—^  u  a   "-titles 

inbal- 


D,g,,z.d  by  Google 


1630 

anced  arrangement.  In  particular  the  objectivity  of  the  IFMC  would  seem  likely  to 
be  distorted  with  respect  to  its  actions  in  the  management  of,  or  planning  for 
facilities  of  parties  not  so  "represented".  And,  by  combining  negotiation  with  the 
planning  function,  the  IFMC  may  be  placed  in  a  position  where  it  would  be  unable 
to  optimize  that  planning  function.  Instead,  it  may  be  required  to  take  a  position  at 
odds  with  such  optimal  planning  for  purposes  of  pressuring  one  of  more  overseas 
administrations  into  granting  operating  agreements  to  U.S.  domestic  carriers. 

Turning  to  a  different  but  equally  serious  problem,  S.  611  appears  to  contemplate 
that  the  international  carriers  will  not  provide  service  directly  to  end-users.  As  we 
understand  S.  GU,  international  carriers  will  be  restricted  to  providing  services 
through  interconnection  arrangements  with  domestic  carriers.  If  it  is  indeed  intend- 
ed that  the  international  carriers  will  only  ofTer  facilities  or  services  to  the  domestic 
carriers,  without  having  any  participation  in  the  nature  of  the  services  provided  or 
revenues  derived  therefrom,  a  serious  disincentive  to  international  service  improve- 
ment will  have  been  created.  As  S.  611  recognizes,  the  U.S.  international  carriers 
are  the  correspondents  of  the  overseas  telecommunications  administrations  and,  as 
such,  are  uniquely  able  to  encourage  those  overeseas  administrations  toward  ex- 
panded and  improved  service  offerings  which  those  monoploy  overseas  administra- 
tions may  have  no  incentive  to  provide.  However,  if  the  U.S.  international  carriers 
are  effectively  removed  from  a  participatory  role  in  the  establishment  of  services  to 
be  provided  to  end  users  in  the  United  States,  those  carriers  are  likely  to  have  little 
or  no  motivation  for  pressing  their  overseas  correspondents  for  the  initiation  of 
particular  services,  or  service  improvements. 

S.  611  apparently  tries  to  deal  with  this  problem  by  permitting  the  international 
carriers  to  interconnect  with  domestic  atTlliates  which  would  be  permitted  to  partici- 
pate fully  in  the  retail  international  communications  market.  Although  tnis  ap- 
proach appears  on  its  face  to  have  some  merit,  the  establishment  of  a  basically 
arbitrary  inbound  allocation  formula  (Section  251  of  S.  61 U  essentially  eliminates 
any  competitive  flexibility  for  such'an  interconnected  international /domestic  affili- 
ate combination.  The  net  result  is  that  the  international  carrier  is  largely  deprived 
of  any  competitive  incentive  to  press  its  overseas  correspondent  for  initiation  of  new 
services  or  service  improvements, 

I  would  also  note  that  aside  from  its  arbitral?  nature,  there  are  also  several 
structural  problems  with  the  proposed  inbound  allocation  formula.  Since  the  inter- 
national carriers,  under  S.  611,  will  apparently  only  be  providing  a  facility,  or 
"pipe",  through  which  various  types  of  traffic  will  be  flowing,  it  would  be  virtually 
impossible  for  that  international  carrier  to  determine,  at  each  moment  in  time, 
what  ^pe  of  traffic  is  flowing  through  the  "pipe"  and  then  allocate  each  such  piece 
of  traffic  to  the  various  domestic  carriers  in  accordance  with  the  "formula".  More- 
over, I  would  note  that,  realistically,  such  a  formula  can  only  be  appropriately 
applied  to  international  message  traftic,  since  telex  and  other  switched  internation- 
al services  are  routed  by  the  overseas  sender  either  to  a  specific  domestic  carrier  or 
to  specific  terminal  devices,  which  for  the  most  part  are  associated  with  the  system 
of  a  particular  "retail"  carrier. 

Having  described,  Mr.  Chairman,  the  problems  which  we  perceive  in  the  regula- 
tory superstructure  contemplated  by  S.  Gil  for  international  services,  I  wouldask 
the  Subcommittee  to  consider  our  position  that  such  a  regulatory  superstructure  is 
not  required  to  address  the  Subcommittee's  concerns  here.  On  balance,  1  think  you 
would  have  to  agree  that  the  existing  regulatory  framework  for  international  tele- 
communications services  has  worked.  In  international  data/record  communications 
services  a  spirited  competition  has  prevailed  among  the  IRCb.  This  competition  has 
resulted  in  continuous  service  improvements  for  the  users  of  the  services  provided 
by  those  carriers,  as  well  as  a  general  decline  in  rates,  even  in  the  face  of  the  sharp 
inflation  experienced  over  the  course  of  the  last  decade.  I  will  hereafter  suggest  a 
few  modifications  to  the  existing  regulatory  framework  for  international  telecom- 
munications services,  which  we  believe  will  accomplish  the  same  goals  as  the  major 
restructuring  contemplated  by  S.  611,  and  with  substantially  less  cost  and  disloca- 

There  are  only  two  major  deficiencies  In  the  present  regulation  of  international 
telecommunications  services  which,  in  our  view,  suggest  a  change  in  the  basic 
regulatory  framework.  One,  there  is  no  effective  mechanism  for  resolving  a  continu- 
ing controversy  among  the  international  facility  owners  over  the  desirability  <J 
cable  or  satellite  facilities  for  the  provision  of  future  international  communications 
services.  That  controversy  is  at  this  point  severely  handicapping  the  overall  interna- 
tional facilities  planning  process.  Secondly,  there  is  a  need  for  specific  Congressional 
guidance  with  respect  to  a  threat  to  the  continuing  viability  of  the  present  competi- 
tive international  data/record  carriers  from  potential  entry  into  that  market  by 
monopoly-based  carriers.  Elach  of  these  deficiencies  can  be  readily  addressed  t^ 
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relatively  simple  changes  from  the  present,  and  quite  successful,  regulatory  frame- 

The  problem  today  with  the  international  facilities  planning  process  is  a  lack  of 
coordination  between  competing  cable  and  satellite  interests.  At  the  heart  of  this 

Kroblem  is  the  indisputable  fact  that  the  international  record  carriers  have  a 
BCklog  of  potential  customers  seeking  international  communications  channels  via 
cable,  and  Comsat  has  an  excess  of  satellite  channels  available.  Consequently. 
Comsat  opposes,  almost  rellexively,  the  construction  of  any  new  cable  facilities. 

Contributing  to  this  problem  is  an  apparent  bias  on  the  part  of  the  PCC  toward 
new  satellite  facilities  and  against  new  cable  facilities.  Because  of  the  perceived  lack 
of  neutrality  on  the  part  of  the  FCC  in  this  area,  and  its  apparent  desire  to 
dominate  planning  activities,  the  Commission  cannot  effectively  serve  as  an  arbiter 
of  these  competing  interests. 

Given  these  circumstances,  there  is  no  question  that  a  separate  planning  body  for 
international  facilities  is  warranted  to  moderate  those  competing  interests,  and  to 
place  international  facilities  planning  on  a  sound,  balanced  course.  However,  such  a 
planning  body  can.  and  we  think  should,  be  far  leas  format  than  the  highly- 
structured  IFMC  contemplated  by  S.  611. 

To  this  end,  ITT  recommends  that  the  ownership,  management,  and  construction 
of  international  facilities  should  remain  with  the  individual  common  carriers  pro- 
viding services  via  those  facilities,  and  that  a  new  International  Facilities  Planning 
Committee  be  formed,  comprised  of  representatives  of  each  international  telecom' 
munications  carrier  and  the  National  Telecommunications  and  Information  Agency, 
with  representatives  of  the  Department  of  State,  Department  of  Defense  and  the 
PCC  invited  to  participate  as  observers.  To  assure  neutrality,  the  Committee  should 
be  chaired  by  tne  representative  of  NTIA.  I  should  note  here  that  the  Committee 
which  we  are  proposing  is  similar  to  the  facilities  planning  Task  Force  contemplat- 
ed by  H.R.  3333. 

The  Committee  would  have  overall  charge  of  the  international  facilities  planning 
process,  subject,  of  course,  to  recommendations  and  other  substantive  input  from  the 
participating  international  carriers.  It  would  be  required  to  establish,  and  periodi- 
cally update,  recommend  international  facility  plans  for  implementation  by  the 
international  carriers.  The  planning  cycle  should  include  at  least  the  succeeding 
five-year  time  frame. 

The  Committee  would  also  represent  U.S.  interests  in  any  facility  negotiations  or 
discussions  with  foreign  governments  or  their  telecommunications  entities.  And,  as 
contemplated  by  Section  247(a)  of  S.  611,  the  President  should  exercise  supervision 
over,  and  issue  appropriate  instructions  to  the  Committee,  in  connection  with  rela- 
tionships with  foreign  governments  or  entities.  This  will  assure  that  such  relation- 
ships are  consistent  with  the  national  interest  and  foreign  policies  of  the  United 
States. 

Since  international  record  carriers  are  subject  to  effective  competition,  that  com- 
petition obviates  the  need  for  rate  or  facility  regulation  for  those  carriers. 

The  other  serious  regulatory  deficiency  for  the  internatiotml  data/record  carriers 
is  the  threat  to  the  competitive  viability  of  those  carriers  created  by  the  potential 
entry  of  the  monopoty-b^ed  carriers  into  unrestricted  competition  with  the  present 
IRCs. 

ITT  welcomes  the  opportunity  to  participate  in  a  competitive  environment,  where 
the  structure  for  sucn  competition  is  basically  fair  to  all  participants.  However, 
where  one  or  more  monopoly-based  carriers  is  permitted  unrestricted  entry  into 
that  competitive  environment,  opportunities  for  true  competition  are  impossible. 
Those  monopoly-based  carriers,  controlling  either  a  substantial  portion  of  the  traffic 
stream  through  their  monopoly  operations  or  controlling  the  facilities  which  com- 
petitors must  use  for  their  overseas  services,  are  simply  m  a  position  to  favor  their 
own  operations,  and  can  be  expected  to  do  so. 

The  monopoly-based  carriers  with  which  we  are  here  concerned  are  AT&T,  with 
its  monopoly  control  over  the  entire  domestic  telephone  network  as  a  feed  for 
potential  international  services,  both  telephone  and  data/record;  COMSAT,  with  its 
control  and  ownership  over  all  international  satellite  facilities,  a  medium  which 
carries  approximately  50  percent  of  all  overseas  traffic;  and  Western  Union,  with  its 
virtual  monopoly  control  over  the  entire  domestic  telex,  TWX  and  telegraph  mes- 
sage network,  a  network  which  presently  feeds  a  substantial  portion  of  the  traffic  to 
the  IRCe  for  overseas  transmission.  The  present  IRCs  would  be  so  seriously  disad- 
vantaged in  their  efforts  to  compete  with  such  entities  that  we  could  anticipate 
elimination  of  that  competition. 

We  are  very  pleased  therefore  to  see  that  S.  611  has  aflirmatively  addressed  one 
of  those  monopoly-hased  carrier  problems.  Section  252(b)  appears  to  rule  out  any 
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overseas  data/record  service  on  the  part  of  AT&T  so  long  as  that  carrier  o 
ita  monopoly  or  near  monopoly  control  over  overseas  telephone  service. 

With  respect  to  COMSAT,  we  believe  that  the  best  solution  is  to  leave  that  carrier 
in  its  present  role  as  a  carriers'  carrier.  Bupplyine  satellite  facilities  to  international 
carriers  which  operate  at  the  "retail"  level.  In  tne  event,  however,  that  you  deter- 
mine to  permit  CX3MSAT  to  participate  in  "retail"  international  services,  we 
strongly  urge  you  to  require  COMSAT  to  establish  a  fully  separate  entity  for  the 
provision  of  any  such  "retail"  international  services. 

That  new  COMSAT  entity,  as  well  as  all  of  its  competitors  should  then  receive 
access  to  COMSAT'b  satellite  facilities  on  either  an  IRU  basis  or  a  cost-sharinff 
basis.  Of  course,  operating  relationships  between  COMSAT  and  its  new  "retail 
entity  must  be  on  an  arms-length  basis,  and  on  terms  identical  to  those  which 
OOMSAT  makes  available  to  competing,  non -affiliated  international  carriers.  While 
some  abuses  between  COMSAT  and  such  a  new  "retail"  afTiliate  may  be  simply 
unavoidable.  ITT  believes  that  a  competitive  environment  for  international  data/ 
record  services  which  includes  such  a  COMSAT  entity  will  at  least  be  manageable. 

The  remaining  monopoly-based  potential  entrant  into  the  International  data/ 
record  communications  market.  Western  Union,  may  appear  to  be  a  leee  formidable 
competitive  threat  to  the  present  IRCs  because  of  that  carrier's  historic  unwilling- 
ness, or  perhaps  even  inability,  to  respond  to  chan^ng  communications  require- 
ments and  opportunities.  I  urge  you,  however,  not  to  ignore  the  serious  competitive 
threat  to  the  present  IRCs,  should  Western  Union  be  authorized  to  extend  ite 
domestic  network  to  overseas  points.  Western  Union's  telex/TWX  network  serves 
approximately  125  thousand  teleprinters  in  the  United  States.  By  comparison,  the 
BIX  competing  IRCs,  in  the  agftregate,  have  only  approximately  10  percent  of  that 
number  of  subscribers.  In  addition  those  IRCs  are  presently  confined  to  operations 
in  five  gateway  cities.  Given  Western  Union's  present  monopoly  position  in  serving 
directly  the  total  U.S.  data/record  markets,  the  IRCs  must  be  given  some  reasonable 
period  of  time  to  develop  their  own  broad-based  domestic  subscriber  networks  In 
order  to  be  viably  competitive  against  a  Western  Union  authorized  to  provide 
international  data/record  services.  We  therefore  believe,  at  a  minimum,  there 
should  be  some  reasonable  moratorium  period,  such  as  five  years,  before  Western 
Union  is  permitted  to  provide  international  service. 

To  sum  up  ITT's  position  Mr.  Chairman,  it  is  our  view  that  the  existing  statutory 
framework  has,  by  and  large,  led  to  a  remarkably  viable  and  effective  competitive 
environment  for  international  data/record  services.  We  urge  that  this  environment 
be  maintained  with  only  a  minimum  of  statutory  changes  designed  to  address  long- 
standing, specific  problems  which  appear  at  this  point  not  to  Tend  themselves  t 


solution  under  the  present  regulatory  structure.  Those  changes,  in  our  view,  would 

(1)  The  creation  of  an  International  Facilities  Planning  Committee,  to  perform  the 
plannng  function  for  future  international  facilities; 

(2)  Deregulation  of  the  process  of  adding  new  international  facilities;  and 

(3)  The  introduction  of  meaningful  restrictions  on  the  participation  by  monopoly- 
based  carriers  in  the  provision  of  competitive  international  data/record  services. 

We  submit  that  these  modifications  will  place  the  international  communications 
industry  on  a  very  sound  basis,  and  will  be  entirely  consistent  with  the  deregulatory 
et^hasisof  the  domestic  portions  of  S.  611/S.  G22. 

Thank  you  again  for  the  opportunity  of  appearing  before  this  Subcommittee  to 
present  our  views  on  this  important  legislation,  I  will  be  happy  to  answer  any 
questions  regarding  my  testimony  which  the  members  or  staff  of  this  Subcommittee 
would  like  to  address.  We  will  also  be  happy  to  assist  the  Subcommittee  and  its  staff 
by  providing  any  additional  information  or  proposed  amendatory  language  that  may 
be  required. 

Senator  Holuncs.  Mr.  Kuyper? 

STATEMENT  OF  DONALD  M.  KUYPER,  GENERAL  TELEPHONE  & 
ELECTRONICS  CORP. 

Mr.  Kuyper.  I'm  Donald  M.  Kuyper,  presitjent  of  Hawaiifin  Tele- 
phone Co.,  a  subsidiary  of  General  Telephone  &  Electronics  Corp. 

My  testimony  today  on  aspects  of  S.  611  and  S.  622  pertaining  to 
international  telecommunications  is  on  behalf  of  both  Hawaiian 
Telephone  and  GTE. 

Hawaiian  Telephone  enjoys  a  unique  position  among  U.S.  carri- 
ers. While  relatively  small  in  size,  we  are  the  only  company,  aa  a 
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single  entity,  which  directly  provides  all  three  basic  telephone 
services — local,  interstate,  and  international. 

Hawaiian  is  also  unique  because  of  its  strategic  geographical 
location  in  the  middle  of  the  Pacific.  As  a  result,  we  play  an 
important  part  with  regard  to  international  communications  facili- 
ties in  the  Pacific. 

Hawaiian  has  ownership  of  circuits  in  7  transpacific  cables  which 
connect  Hawaii  with  the  United  States  mainland,  Canada,  Asia 
and  the  Pacific  Ocean  nations. 

Hawaiian  has  been  deeply  involved  in  the  planning,  installation, 
and  operation  of  these  facilities  ever  since  the  first  cable  to  Hawaii 
was  installed  in  1957. 

Telecommunications  services  to  the  mainland  are  also  provided 
via  the  Comstar  satellite  system  operated  by  A.T.  &  T.  and  GTE 
Satellite  Corp.  In  addition,  Hawaiian  jointly  owns  the  Earth  station 
delivering  international  traffic  to  the  Intelstat  system. 

Let  me  begin  by  summarizing  our  views  generally  before  turning 
to  specific  provisions  of  the  two  bills. 

It  has  become  increasingly  apparent  that  the  existing  statutory 
provisions  dealing  with  international  telecommunications  do  need 
revision. 

Hawaiian's  experience  with  the  governmental  approval  process 
concerning  international  facilities  demonstrates  the  need  to 
streamline  FCC  decisionmaking.  In  particular,  we  support  the  need 
for  improvements  with  respect  to  facility  planning.  The  conclusion 
that  revision  is  needed  is  based  on  our  15  years  of  experience  as 
active  and  substantial  providers  of  international  telecommunica- 
tions services. 

We  have,  however,  very  serious  concerns  with  the  international 
provisions  of  S.  611.  This  bill  is  being  offered  as  a  procompetitive 
measure,  but  in  the  international  area  it  would,  for  all  practical 
purposes,  obliterate  any  effective  private-sector  role  in  relation  to 
the  creation  and  operation  of  international  facilities. 

Under  S.  611  there  would  be  formed  an  international  facilities 
management  corporation,  which  is  described  as  not  being  an 
agency  of  the  U.S.  Government.  But  when  the  nature  of  this  corpo- 
ration, its  functions,  and  the  composition  of  its  board  of  directors 
are  examined,  clearly,  it  is  not  a  true  private  sector  firm,  either.  I 
would  characterize  it  as  a  kind  of  quasi-public,  queisi-governmental 
entity,  which  would  take  over  the  international  facilities  decision- 
making that  is  now  in  the  hands  of  competing  carriers,  subject  to 
FCC  review. 

S.  611  accelerates  the  process  initiated  at  the  FCC  in  recent 
years  of  involving  the  Government  in  facility  planning,  effectively 
taking  these  decisions  away  from  the  carriers. 

S.  611  is  a  further  step  in  transferring  to  this  quasi-governmental 
entity,  planning,  construction  and  operating  responsibilities  on  a 
vast  scale. 

It  is  our  opinion  that  the  scheme  of  S.  611,  with  its  facilities 
corporation  and  compulsory  transfer  of  interests  to  a  consortium  is 
in  no  sense  whatever  procompetitive. 

We  also  have  some  concerns  with  S.  622,  but  we  are  glad  to  see 
that  Senator  Goldwater's  bill  does  not  contemplate  the  kind  of 
extraordinary  result  that  S.  611  seems  to  have  in  mind. 
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In  many  ways,  our  views  parallel  the  international  provisions  of 
the  recently  introduced  House  bill,  H.R.  3333. 

Let  me  turn  now  to  a  more  specific  discussion  of  the  issues  raised 
by  these  bills. 

In  our  experience  as  a  major  particiant  in  international  facility 
planning,  we  have  found  that  the  U.S.  carriers  and  their  foreign 
counterparts  have  been  able  to  agree  on  acceptable  plans  and 
arrangements  through  negotiation  and  compromise,  with  the  help 
of  longstanding  relationships  established  between  the  carriers  and 
their  foreign  partners  over  the  years. 

The  principal  problem  in  recent  years  has  been  the  inability  of 
the  U.S.  carriers  to  construct  and  activate  international  facilities  to 
meet  traffic  demands  because  of  the  FCC's  reluctance  to  grant 
timely  authorizations.  The  effects  of  FCC  practices  extend  even  to 
acquisitions  by  Hawaiian  Telephone  of  circuits  that  were  construct- 
ed solely  by  foreign  countries. 

One  of  the  reasons  for  this  situation  is  that  there  is  an  entirely 
different  and  separate  planning  and  approval  process  for  cables  as 
opposed  to  satellites.  S.  611  may  be  intended  to  deal  with  these 
problems.  However,  the  drastic  measures  proposed  would,  in  our 
opinion,  create  very  serious  difficulties. 

I  have  already  addressed  our  concern  with  the  transfer  of  plan- 
ning and  operational  responsibilities,  with  regard  to  facilities,  from 
the  private  sector  to  the  international  facilities  management  corpo- 
ration. The  associated  requirement  that  the  carriers  turn  over 
ownership  of  their  facilities  to  a  consortium  creates  the  same  kind 
of  concerns.  This  concept  is  a  kind  of  nationalization  of  a  major 
part  of  the  business.  The  present  ownership  arrangements  with 
improvements  in  the  regulatory  process  would,  in  the  long  run,  be 
of  more  benefit  to  the  pubic. 

Submarine  cable  circuits  are  owned  jointly  with  our  foreign  part- 
ners, and  renegotiation  of  these  agreements  to  turn  over  our  inter- 
ests to  a  consortium  would  be  another  complexity. 

The  facilities  management  corporation  created  by  S.  611  in  sec- 
tion 242  to  plan,  construct,  manage  and  operate  international  facil- 
ities will  also  create  significant  additional  operating  expense. 

What  is  being  proposed  is  a  very  large  operating  entity  in  the 
international  area,  embracing  part  of  A.T.  &  T.  Long  Line,  Comsat 
and  the  record  carriers,  as  well  as  the  international  elements  of 
Hawaiian  Telephone.  The  expenses  of  the  corporation  would  go  far 
beyond  the  operating  costs  of  the  facilities,  as  that  term  is  general- 
ly used.  There  would  be  substantial  overhead  costs  which  go  with 
the  creation  of  this  kind  of  supercorporation — officers,  staff,  em- 
ployee benefits  and  pensions,  for  example. 

Since  S.  611  allocates  all  these  costs  among  the  carriers,  the 
public  will  ultimately  be  required  to  pay  for  it  through  higher 
international  rates.  Hawaiian  believes  that  S.  611  would  greatly 
increase  the  cost  of  international  telecommunications  for  all  carri- 
ers and  would  be  totally  unworkable  for  the  smaller  carriers  such 
as  Hawaiian. 

This  is  because  of  the  serious  impact  the  full  separation  require- 
ments of  section  252  would  have  on  a  company  the  size  of  Hawai- 
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This  section  requires  full  separation  between  the  provider  of 
domestic  and  international  services  and  also  between  the  provider 
of  noncompetitive  international  public  message  telephone  service, 
as  opposed  to  the  provider  of  other  international  services. 

These  provisions,  together  with  those  of  section  205,  could  re- 
quire us  to  create  four  or  possibly  five  fully  separated  entities  to 
handle  our  activities  in  Hawaii. 

According  to  the  definition,  a  fully  separated  entity  or  carrier 
cannot  have  common  directors,  officers,  employees,  financial  struc- 
ture or  commonly  owned  facilities  with  another  entity  or  carrier. 

For  Hawaiian  to  establish  such  fully  separated  entities  would  be 
totally  impractical  and,  needless  to  say,  prohibitively  expensive. 

Hawaiian's  recently  installed  Western  Electric  No.  4  ESS  switch, 
with  its  tremendous  economy  of  scale  achieved  through  the  use  of 
common  equipment,  provides  switching  for  foreign,  interstate,  and 
local  services. 

As  the  bill  is  written,  it  could  be  interpreted  that  we  would  be 
required  to  install  two  additional  machines  to  perform  the  same 
functions  we  are  realizing  from  one.  This  is  only  an  example  of  the 
problems  these  full  separation  requirements  would  cause  for  Ha- 
waiian. 

Senator  Goldwater's  bill,  which  suggests  a  better  approach,  does 
not  adopt  the  consortium  approach  of  S.  611.  Clearly,  S,  622  reflects 
a  constructive  attempt  to  improve  the  climate  of  international 
telecommunications. 

We  have  to  question  the  effectiveness  of  the  procedure  discussed 
in  S.  622.  Under  section  226(c),  the  FCC  would  be  even  more 
heavily  involved  in  facility  planning  matters  than  it  is  today.  It 
seems  to  us  that,  in  this  respect,  the  task  force  approach  of  H.R. 
3333  would  be  much  more  workable. 

Hawaiian  believes  that  improvements  in  the  international  plan- 
ning and  approval  process  can  be  accomplished  in  another  way 
that  would  eliminate  the  expense  of  a  new  organization  and  result 
in  less  disruption  of  the  planning  and  negotiating  with  foreign 
administrations. 

This  would  be  through  the  establishment  of  a  task  force  com- 
prised of  all  U.S.  international  carriers,  including  Comsat,  to  plan 
both  cable  and  satellite  facilities.  This  is  similar  to  the  approach 
proposed  in  H.R.  3333. 

Construction  and  operation  of  facilities,  planned  by  the  task 
force  and  agreed  to  by  the  carriers'  foreign  partners  would  not 
require  prior  approval  by  the  FCC;  rather,  the  FCC  would  assume 
an  oversight  role. 

We  believe  this  arrangement,  if  properly  implemented,  would 
tend  to  reduce  the  extensive  delays  currently  being  experienced  by 
the  U.S.  carriers.  We  believe  this  is  a  more  practical  way  to  solve 
the  facility  planning  problem  without  incurring  substantial  addi- 
tional costs. 

In  summary,  we  have  to  express  our  grave  concerns  with  the 
international  aspects  of  S.  611.  We  appreciate  the  constructive 
spirit  of  S.  622,  although  we  are  not  convinced  its  procedural 
approach  would  improve  the  present  situation. 

There  is  a  need  for  revision  of  the  Communications  Act  to  deal 
with  international  telecommunications   in  the   1980's  and   I990's. 
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We  suggest  that  the  subcommittee  consider  the  international 
provisions  of  H.R.  3333,  which,  we  suggest,  point  in  the  right  direc- 
tion. 

Revision  of  the  Communications  Act  is,  we  believe,  one  of  the 
more  important  matters  now  before  the  Congress.  We  commend 
the  subcommittee  for  focusing  the  attention  of  the  Senate  on  this 
critical  subject,  and  we  would  be  more  than  happy  to  assist  in  any 
way  we  can  in  the  development  of  constructive  revisions. 

Thank  you  for  this  m)portunity  to  appear. 

Senator  Holungs.  Thank  you  very  much. 

Mr.  Weinstein? 

STATEMENT  OF  STANFORD  B.  WEINSTEIN,  COUNSEL  FOR 
REGULATORY  AFFAIRS,  GRAPHNET,  INC. 

Mr.  Weinstein.  Thank  you. 

Mr.  Chairmem  emd  members  of  the  subcommittee,  I  appreciate 
the  opportunity  to  appear  here  today  on  behalf  of  Graphnet,  Inc.,  a 
wholly  owned  subsidiary  of  Graphic  Scfmning  Corp.,  a  publicly  held 
corporation. 

My  name  is  Stanford  Weinstein,  and  I'm  counsel  for  r^ulatory 
affairs  for  Graphnet. 

Because  Graphnet  is  a  relatively  new  carrier  which  you  may  not 
be  completely  familiar  with,  I  would  like  to  begin  my  remarks 
today  with  a  very  brief  thumbnail  description  of  Graphnet  and  the 
services  it  offers  before  I  enter  into  my  remarks  on  the  bill. 

Graphnet  is  a  small  but  growing  participant  in  the  vast  record 
communications  field — a  service  marketplace  directed  to  the  elec- 
tronic movement  of  hard-copy  information. 

Graphnet  is  also  an  increasingly  important  element  in  that  mar- 
ketplace, for  it  represents  the  leading  edge  of  a  wave  of  technologi- 
cal change  and  innovation  in  a  field  where  traditional  services 
have  long  since  been  overtaken  by  the  computer  revolution. 

Certificated  by  the  FCC  in  1974,  Graphnet  was  the  first  so-called 
value-added  communications  common  carrier  to  begin  offering 
services  in  the  United  States.  Unlike  wireline  or  microwave  carri- 
ers, such  as  telephone  companies,  which  actually  string  cables  and 
build  radio  transmission  facilities,  value-added  carriers  generally 
lease  their  communications  channels  from  such  other  carriers. 

By  combining  those  channels  with  specially  developed  computer 
hardware  and  software,  value-added  carriers  offer  communications 
users  a  wide  range  of  innovative  services. 

Graphnet  has  twice  received  FCC  certificate  authority  to  provide 
domestic  record  services,  and  the  FCC  has  found  Graphnet's  pro- 
posed services  to  be  superior  to  Western  Union's.  Graphnet  has 
also  been  granted  authority  to  directly  provide  its  services  between 
the  United  States,  on  the  one  hand,  and  Canada,  Mexico,  and  11 
Western  European  countries,  on  the  other. 

In  this  latter  respect,  the  FCC  specifically  cited  Graphnet's 
proven  capability  and  expertise,  and  noted  the  authority  it  granted 
would  extend  the  benefits  of  Graphnet's  capability  emd  expertise 
into  the  international  marketplace  and  make  available  to  the 
public  the  benefits  inherent  in  its  service  offerings. 

More  recently,  Graphnet  has  been  granted  authority  to  intercon- 
nect its  domestic  network  with  the  networks  of  the  international 
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record  carriers,  for  the  handling  of  international  messeige  traf(ic. 
In  authorizing  Graphnet  to  handle  this  traffic,  the  FCC  stated  that 
the  nature  and  quality  of  international  telegrams  and  telegraph 
message  service  will  be  enhanced  by  Graphnet's  capabilities,  and  it 
is  likely  that  the  existing  pattern  of  cost  increases  in  this  service 
will  be  halted  or  at  a  minimum,  slowed  by  Graphnet's  competitive 
presence. 

Today,  Graphnet  provides  a  variety  of  nationwide  specialized 
record  communications  services  to  the  business  community.  Utiliz- 
ing sophisticated  computer  techniques,  Graphnet's  communication 
system  provides  a  speed,  accuracy,  and  reliability  of  service  previ- 
ously unavailable. 

For  the  first  time,  Graphnet  has  made  possible  communications 
among  otherwise  incompatible  communications  devices.  A  business 
customer's  Telex  terminal,  for  example,  can  now  talk  to  a  distant 
office's  facsimile  machine.  Data  from  a  CRT  terminal  can  be  output 
on  a  TWX  machine. 

Diverse  word  processing  machines  used  in  typical  business  ofHce 
environments  are  now  able  to  communicate  with  one  another. 

I've  attached  a  chart  to  my  statement  which  illustrates  the  vari- 
ety and  flexibility  of  Graphnet  services. 

Preliminarily,  it  should  be  understood  that  in  light  of  its  current 
service  offerings,  Graphnet's  comments  today  are  directed  specifi- 
cally to  the  record  communications  marketplace. 

As  you  know,  unlike  voice  communications,  record  communica- 
tions are  those  communications  in  which  a  record  or  paper  copy  of 
the  transmission  is  generated.  The  most  familiar  forms  of  record 
communication  services  today  are  telegrams,  telex,  TWX  and  var- 
ious facsimile  offerings. 

The  record  communications  market  is  a  highly  concentrated  one. 
In  the  domestic  arena.  Western  Union  has  had  a  virtual  monopoly 
for  over  35  years — it  carries  100  percent  of  all  domestic  telegrams, 
and  100  percent  of  all  domestic  telex  and  TWX  traffic.  In  the 
international  marketplace,  94  percent  of  all  record  traffic  is  carried 
by  only  three  international  record  carriers:  RCA  Global  Communi- 
cations, Inc.,  ITT  World  Communications,  Inc.,  and  Western  Union 
International,  Inc. 

The  IRC's  presently  make  their  international  services  available 
to  U.S.  hinterland  customers  through  interconnection  with  a  do- 
mestic carrier  on  the  U.S.  end  of  the  circuit  and  interconnection 
with  a  foreign  correspondent  on  the  overseas  side. 

It  is  only  with  this  industry  structure  in  mind  that  meaningful 
comments  on  the  proposed  legislation  can  be  made. 

Senator  Hollings.  Could  you  withhold,  Mr.  Weinstein?  There  is 
a  rollcall  which  I  must  attend.  Senator  Schmitt  will  be  back  in  just 
a  second. 

[Brief  recess.] 

Senator  Hollings.  My  apologies  to  you,  Mr.  Weinstein,  and  the 
panel.  You  may  resume. 

Mr.  Weinstein.  Thank  you. 

Senator  Hollings.  I  think  you  were  about  to  say  you  supported 
our  bill.  That's  why  I  came  back. 
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Mr.  Weinstein.  As  a  general  matter,  Graphnet  supports  S.  611'8 
basic  reliance  on  competition,  and  its  recourse  to  regulation  only  as 
necessary  to  carry  out  the  purposes  of  the  bill. 

With  respect  to  international  communications,  the  provisions  of 
S.  611 — most  notably  section  241(d) — evidence  a  congressional 
desire  to  establish  "full,  fair,  and  effective  competition  and  to 
ensure  that  the  benefits  of  such  competition  flow  primzirily  to 
consumers." 

Graphnet  wholeheartedly  supports  this  goal. 

Moreover,  Graphnet  fully  endorses  the  single  entity  concept  set 
out  in  the  international  telecommunications  portion  of  the  bill. 

However,  rather  than  addressing  those  portions  of  the  bill  with 
which  Graphnet  is  in  agreement,  I  would  instead  like  to  focus  my 
remarks  on  two  areas  where  we  think  further  attention  is  needed. 

First,  Graphnet  believes  that  the  single  entity  proposed  by  the 
bill — the  International  Facilities  Management  Corp. — must  be 
given  greater  powers  than  are  presently  provided  for. 

Second,  in  its  failure  to  bar  the  entry  of  the  U.S.  Postal  Service 
into  the  communications  marketplace,  the  Congress  will  insure  the 
demise  of  even  today's  limited  competition  at  the  hands  of  a  Gov- 
ernment-sponsored and  Government-subsidized  market  entrant. 

Although  my  written  statement  addresses  the  Postal  Service 
issues,  due  to  the  limited  time  available  today,  I  do  not  have  time 
to  address  these  issues  in  my  oral  remarks. 

However,  it  should  be  recognized  that  the  Postal  Service  already 
has  close  relationships  with  foreign  correspondents  in  every  nation 
in  the  world. 

Under  section  244(a)  of  the  bill,  a  single  entity  is  established  to, 
one,  plan,  construct,  manage,  and  operate  the  U.S.  segment  of 
international  transmission  facilities;  two,  negotiate  with  foreign 
entities  concerning  facilities  construction;  three,  provide  assistance 
to  U.S.  carriers  in  establishing  operating  agreements  with  foreign 
entities;  and  four,  provide  transmission  service  to  carriers  which 
have  operating  agreements. 

In  Graphnet's  view,  this  section  makes  clear  the  bill's  intent  to 
delegate  to  this  single  entity  total  responsibility  for  dealing  with 
foreign  entities  concerning  facilities  construction  and  management. 

We  concur  in  this  approach. 

With  resf)ect  to  the  establishment  of  operating  segments,  howev- 
er, the  bill  takes  a  completely  different  approach.  In  this  r^ard,  it 
gives  the  single  entity  the  power  only  to  assist  multiple  U.S.  ceirri- 
ers  in  negotiating  individual  operating  agreements. 

We  do  not  believe  this  will  serve  the  interests  of  the  United 
States.  Rather,  we  believe  the  single  entity  should  have  the  respon- 
sibility for  negotiating  operating  agreements  with  all  foreign  coun- 
tries. 

All  international  negotiations  must  be  undertaken  by  this  entity 
on  behalf  of  all  U.S.  carriers — both  for  facilities  construction  and 
for  the  establishment  and  maintenance  of  o[>erating  agreements. 

It  is  not  enough  for  this  single  entity  to  merely  assist  U.S. 
carriers  in  establishing  their  own  separate  operating  agreements 
with  foreign  administrations.  The  United  States  will  have  far  more 
influence  and  leveiage  in  international  negotiations  if  it  speaks 
with  one  voice  for  all  U.S.  carriers. 
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Moreover,  we  believe  foreign  administrationB  would  be  more  will- 
ing to  enter  into  one  master  operating  agreement  covering  all  U.S. 
carriers  than  to  negotiate  a  sejmrate  agreement  for  each. 

Under  Graphnet's  proposal,  all  U.S.  carriers  could  avail  them- 
selves of  the  master  operating  agreements  negotiated  by  the  single 
entity.  As  a  result,  all  U.S.  carriers  would  have  equal  access  to 
international  facilities  and  foreign  administrations,  both  of  which 
are  needed  for  the  successful  marketing  of  international  services. 

With  such  equal  access  assured,  all  U.S.  carriers  could  compete 
on  equal  terms,  and  the  public  would  reap  the  benefits  of  a  truly 
competitive  marketplace. 

Under  Graphnet's  proposal,  a  domestic  carrier  seeking  to  provide 
international  services  could  do  so  in  one  of  three  ways:  First,  it 
could  acquire  an  ownership  interest  in  international  facilities 
through  the  consortium  as  provided  for  in  section  246  and  directly 
interconnect  with  foreign  correspondents;  second,  it  could  intercon- 
nect with  an  international  carrier  on  a  division  of  revenues  basis 
as  is  the  current  practice  with  Western  Union  and  the  IRC's;  third, 
it  could  lease  international  facilities  from  an  international  carrier 
for  resale  to  the  public,  as  is  the  current  practice  with  the  interna- 
tional carriers  and  Comsat. 

The  free  forces  of  the  marketplace  and  the  nature  of  the  services 
to  be  provided  will  control  which  method  will  be  used.  Regulatory 
intervention  will  not  be  required. 

Several  provisions  of  the  proposed  legislation  appear  to  be  pre- 
mised on  the  assumption  that  a  truly  competitive  marketplace  for 
international  services  can  never  be  achieved.  Our  proposal,  howev- 
er, would  assure  the  development  of  a  competitive  international 
marketplace,  and  thus,  would  permit  the  elimination  or  simplifica- 
tion of  certain  provisions. 

For  example,  section  251(aXl)  requires  international  carriers  to 
offer  nondiscriminatory  interconnection  to  domestic  carriers  upon 
reasonable  request.  Because  of  the  choices  available  to  domestic 
U.S.  carriers  under  Graphnet's  proposal,  this  would  not  be  neces- 
sary. With  equal  access  to  foreign  administrations,  domestic  carri- 
ers could  merely  bypass  recalcitrant  international  carriers. 

Similarly,  section  252(a)  requires  that  domestic  and  international 
services  be  provided  by  fully  separated  entities.  Again,  in  a  compet- 
itive marketplace  where  all  carriers  have  equal  access  to  foreign 
administrations,  such  a  separation  would  be  unnecessary. 

This  provision  could  be  eliminated. 

In  conclusion,  Graphnet  believes  that  the  Congress  can  and 
should  establish  a  market  structure  which  will  ensure  the  develop- 
ment of  full  and  fair  competition  for  both  domestic  and  interna- 
tional record  communications  services. 

To  accomplish  this,  a  single  U.S.  entity  must  he  established 
which  will  be  responsible  for  not  only  the  planning,  construction, 
management,  and  operation  of  the  U.S.  portion  of  all  international 
facilities — as  the  bill  now  provides — but  will  also  have  the  responsi- 
bility for  negotiating  and  implementing  operating  agreements  with 
all  foreign  countries  on  behalf  of  all  U.S.  carriers. 

Only  if  this  further  authority  is  added  in  the  bill  can  a  truly 
competitive  record  communications  market  be  established. 
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Thank  you.  My  prepared  statement  also  addresses  the  Postal 
Service  issues. 
[The  statement  follows:] 


Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate  the  opportunity  to 
appear  today  on  behalf  of  Graphnet,  Inc.,  a  wholly-owned  aubeidiar^  or  Graphic 
Scanning  Corp.,  a  publicly-held  corporation.  My  name  is  Stanford  WeinHtein,  and  I 
am  Counsel  for  Regulatory  Affairs  for  Grapbnet,  Inc. 

CRAPHNET'S  COMMUNICATIONS  SERVICES 

Graphnet  is  a  small  but  growing  participant  in  the  vast  record  communications 
field— a  service  marketplace  directed  to  the  electronic  movement  of  hard-copy  infor- 
mation. Graphnet  is  also  an  increasingly  important  element  in  that  marfcetplace. 
for  it  represents  the  leading  edge  of  a  wave  of  technological  change  and  innovation 
in  a  field  where  traditional  services  have  long  since  been  overtaken  by  the  computer 
revolution. 

Certificated  by  the  Federal  Communications  Commission  in  1974,  Graphnet  was 
the  first  so-called  "value-added"  communications  common  carrier  to  begin  offering 
services  in  the  United  States.  Unlike  wireline  or  microwave  carriers,  such  as  tele- 
phone companies,  which  actually  string  cables  and  build  radio  transmission  facili' 
ties,  "value-added"  carriers  generally  lease  their  communications  channels  from 
such  other  carriers.  By  combining  those  channels  with  specially-developed  computer 
hardware  and  software,  "value-added"  carriers  offer  communications  users  a  wide 
range  of  innovative  services. 

Graphnet  has  twice  received  FCC  certificate  authority  to  provide  domestic  record 
services,  and  the  FCC  has  found  Graphnet's  proposed  services  to  be  superior  to 
Western  Union's.  Graphnet  has  also  been  granted  authority  to  directly  orovide  its 
services  between  the  United  States,  on  the  one  hand,  and  Canada,  Mexico  and 
eleven  Western  European  countries,  on  the  other.  In  this  latter  respect,  the  FCC 
specifically  cited  Graphnet's  "proven  capability  and  expertise",  and  noted  the  aU' 
tnority  it  granted  "would  extend  the  benefits  of  [Graphnet's]  capability  and  exper- 
tise into"  the  international  marketplace  and  "make  available  to  the  public  the 
benefits  inherent  in  [its]  service  offerings."  More  recently,  Graphnet  has  been 
panted  authority  to  interconnect  its  domestic  network  with  the  networks  of  the 
international  record  carriers,  for  the  handling  of  international  message  traffic.  In 
authorizing  Graphnet  to  handle  this  traffic,  the  FCC  stated  that  "[t]he  nature  and 
quality  of  international  telegrams  and  telegraph  message  service  will  be  enhanced 
by  Graphnet's  capabilities,  [and]  it  is  likely  that  the  existing  pattern  of  cost  in- 
creases in  this  service  will  be  halted  or  at  a  minimum  slowed  by  Graphnet's 
competitive  presence." 

Today,  Graphnet  provides  a  variety  of  nationwide  specialized  record  communica- 
tions services  to  the  business  community.  Utilizing  sophisticated  computer  tech- 
niques, Graphnet's  communication  system  provides  a  speed,  accuracy,  and  reliabil- 
ity of  service  previously  unavailable.  The  Graphnet  system  is  user-oriented.  Unlike 
established  common  carriers,  which  have  developed  networks  which  require  their 
users  to  adapt  their  communications  needs  to  tne  operating  criteria  of  such  net- 
works, Graphnet's  system  is  designed  and  engineered  to  afford  each  customer  sub- 
stantial fiexibility  to  satisfy  his  particular  communications  requirements. 

Graphnet's  services  permit  a  customer  to  transmit  information  from  diverse 
sources,  including  computers,  Telex  and  TWX  terminals,  visual  display  terminals 
(CRTs),  word  processing  devices  and  various  types  of  facsimile  transceiver,  and  to 
send  this  information,  through  Graphnet's  network,  to  virtually  any  type  of  receiv- 
ing terminal  device  or  computer  at  any  addressee  location  within  the  contiguous  48 
states.  For  the  first  time,  Graphnet  has  made  possible  communications  among  more 
than  a  million  otherwise  incompatible  communications  terminal  devices  in  the 
United  States  and  abroad.  Thus,  a  business  customer's  Telex  terminal,  for  example. 
can  now  "talk  to"  a  distant  office's  facsimile  machine.  Data  from  a  CRT  terminal 
can  be  output  on  a  TWX  machine.  Diverse  word-processing  machines  used  in  typical 
business  office  environments  are  now  able  to  communicate  with  one  another.  Tlie 
variety  and  fiexibility  of  Graphnet's  services  are  illustrated  by  the  chart  on  the 
following  page. 
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compete  most  directly  with  Western  Union's  telegram  and  Mailgram  services  and 
the  Postal  Service's  proposed  ECOM  service. 

The  Graphnet  subscriber  may  access  the  system  at  any  time  on  a  demand  basis 
and  may  select  the  particular  service  features  which  he  needs.  For  example,  a 
subscriber  can  input  information  only  once  and  this  data  can  be  automatically 
transmitted  to  a  large  number  of  addressees  regardless  of  the  diverse  character  of 
the  designated  receiving  devices  involved.  Information  already  accepted  by  the 
system  will  be  automatically  routed  to  an  alternative  receiving  terminal  if  the 
originally  addressed  terminal  is  unavailable  for  a  specified  time  period.  The  sub- 
Bcnber  is  charged  primarily  according  to  the  —"'"•"'■  "'  ■»"•■-  •■-""-™it»~i  s^a^t^^a. 
ent  of  the  distance  transversed.  Graphnet's 
sion  in  the  movement  of  business  information. 
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THE  REfORD  ITOMM  UN  [CATIONS  SERVICES  MARKtHTLACE 

Preliminarily,  it  should  be  understood  that,  in  light  of  its  current  service  offer 
ings.  Graphnet's  comments  today  are  directed  specifically  to  the  record  communica- 
tions marketplace.  Aa  you  know.  unUke  voice  communications,  record  communica- 
tions are  those  communicationE  in  which  a  record  or  paper  copy  of  the  transmission 
is  generated.  The  moat  familiar  forma  of  record  communication  services  today  are 
telegrams,  telex,  TWX  and  various  facsimile  offerings. 

The  record  communications  market  is  a  highly  concentrated  one.  In  the  domestic 
arena.  Western  Union  has  had  a  virtual  monopoly  for  over  35  years— it  carries  1(K) 
percent  of  all  domestic  telegrams,  and  100  percent  of  all  domestic  telex  and  TWX 
traffic.  In  the  international  marketplace.  94  percent  of  all  record  traffic  is  carried 
by  only  three  international  record  carriers  (IRCs) — RCA  Global  Communications, 
Inc.,  ITT  World  Communications  Inc.  and  Western  Union  International,  Inc.  The 
IRC^  presently  make  their  international  services  available  to  U.S.  hinterland  cus- 
tomers through  interconnection  with  domestic  carrier  on  the  U.S.  aide  and  intercon- 
nection with  a  foreign  correspondent  on  the  overseas  side.  It  is  only  with  this 
industry  structure  in  mind  that  meaningful  comments  on  the  propoeea  legislation 
can  be  made. 

S,  611  AND  RECORD  COMMUNICATIONS  SERVICES 

As  a  general  matter.  Graphnet  supports  S,  Sll's  basic  reliance  on  competition, 


bly  Section  241ld> — evidence  a  Congreasional  desire  to  establish  "full,  fair,  and 
elective  competition  .  .  ,  [and]  to  ensure  that  the  benefits  of  such  competition  flow 
primarily  to  consumers."  Graphnet  wholeheartedly  supports  this  goal.  Moreover, 
Graphnet  fully  endorses  the  single  entity  concept  set  out  in  the  international 
telecommunications  portion  of  the  Bill  (Sections  240-2531. 

However,  rather  than  addressing  those  portions  of  the  Bill  with  which  Graphnet 
is  in  agreement.  I  would  instead  like  to  focus  my  remarks  on  two  areas  where  we 
think  further  attention  is  needed.  First.  Graphnet  believes  that  the  single  entity 

Eoposed  by  the  bill— the  International  Facilities  Management  Corporation— must 
given  greater  powers  than  are  presently  provided  for.  Second,  in  its  failure  to  bar 
the  entry  of  the  U.S.  Postal  Service  into  the  communications  marketplace,  the 
Congress  will  insure  the  demise  of  even  today's  limited  competition,  at  the  hands  of 
a  government  sponsored  and  government-subsidized  market  entrant. 
International  telecommunications 

Under  Section  244(al  of  the  Bill,  a  single  entity  is  established  to  lU  plan,  con- 
struct, manage,  and  operate  the  United  States  segment  of  international  transmis- 
sion facilities,  |2)  negotiate  with  foreign  entities  concerning  facilities  construction, 
(3l  provide  assistance  to  U.S.  carriers  in  establishing  operating  agreements  with 
foreign  entities,  and  (4)  provide  transmission  service  to  carriers  which  have  operat- 
ing agreements.  In  Graphnet's  view,  this  section  makes  clear  the  Bill's  intent  to 
delegate  to  this  single  entity  total  responsibility  for  dealing  with  foreign  entities 
concerning  facilities  construction  and  management.  We  concur  in  this  approach. 

With  respect  to  the  establishment  of  operating  agreements,  however,  the  Bill 
takes  a  completely  different  approach.  In  this  regard,  it  gives  the  single  entity  the 
power  only  to  assist  multiple  U.S.  carriers  in  negotiating  individual  operating 
agreements.  We  do  not  believe  this  will  serve  the  interests  of  the  United  States. 
Rather,  we  believe  the  single  entity  should  have  the  responsibility  for  negotiating 
and  implementing  operating  agreements  with  all  foreign  countries.  All  internation- 
al n^otiations  must  be  undertaken  by  this  entity  on  behalf  of  all  United  States 
carriers— both  for  facilities  construction  and  for  the  establishment  and  maintenance 
of  operating  agreements. 

It  is  not  enough  for  this  single  entity  to  merely  assist  United  States  carriers  in 
establishing  their  own  separate  operating  agreements  with  foreign  administrations. 
The  United  States  will  have  far  more  influence  and  leverage  in  international 
negotiations  if  it  speaks  with  one  voice  for  all  U.S.  carriers.  Moreover,  we  believe 
foreign  administrations  would  be  more  willing  to  enter  into  one  "master"  operating 
agreement  covering  all  U.S.  carriers  than  to  negotiate  a  separate  agreement  for 

Under  Graphnet's  proposal,  all  United  States  carriers  could  avail  themselves  of 
the  "master"  operating  agreements  n^otiated  by  the  single  entity.  As  a  result,  all 
US,  carriers  would  have  equal  access  to  international  facilities  and  foreign  adminis- 
trations, both  of  which  are  needed  for  the  successful  marketing  of  international 
services.  With  such  equal  access  assured,  all  U.S.  carriers  could  compete  on  equal 
terms,  and  the  public  would  reap  the  beneTita  of  a  truly  competitive  marketplace. 
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Under  Grsphnet's  proposal,  a  domestic  carrier  seeking  tn  provide  international 
servicea  could  do  so  in  one  of  three  ways:  (II  acquire  an  ownership  interest  in 
international  facilities  Ithrough  the  consortium  as  provided  for  in  Section  246)  and 
directly  interconnect  with  foreign  correspondents;  (Z)  interconnect  with  an  interna- 
tional carrier  on  a  division  of  revenues  basis  las  is  the  current  practice  with 
Western  Union  and  the  IRCsl:  or  (3)  lease  international  facilities  from  an  interna- 
tional carrier  for  resale  to  the  public  (as  is  the  current  practice  with  the  interna- 
tional carriers  and  Comsat).  The  free  forces  of  the  marketplace  and  the  nature  of 
the  services  to  be  provided  will  control  which  method  will  be  used.  Regulatory 
intervention  will  not  be  required. 

Several  provisions  of  the  proposed  legislation  appear  to  be  premised  on  the 
assumption  that  a  truly  competitive  marketplace  for  international  services  can 
never  be  achieved.  Our  proposal,  however,  would  assure  the  development  of  a 
competitive  international  marketplace,  and  thus  would  permit  the  eliminaticm  or 
simplification  of  certain  provisions. 

For  example.  Section  251(aXl)  rei^uires  international  carriers  to  offer  nondiscri- 
minatory interconnection  to  domestic  carriers  upon  reasonable  request.  Because  of 
the  choices  available  to  domestic  U.S.  carriers  under  Graphnet  s  proposal,  this 
would  not  be  necessary.  With  equal  access  to  foreign  administrations,  domestic 
carriers  could  merely  bypasB  recalcitrant  international  carriers. 

Similarly,  Section  2521a)  requires  that  domestic  and  international  services  be 
provided  by  full  separated  entities.  Again,  in  a  competitive  marketplace  where  all 
carriers  have  ei^ual  access  to  foreign  administrations,  such  a  separation  would  be 
unnecessary.  This  provision  could  be  eliminated. 

In  conclusion,  Graphnet  believes  that  the  Congress  can  and  should  establish  a 
market  structure  which  will  insure  the  development  of  full  and  fair  competition  for 
both  domestic  and  international  record  communications  services.  To  accomplish 
this,  a  single  United  States  entity  must  be  established  which  will  be  responsible  for 
not  only  the  planning,  construction,  management,  and  operation  of  the  United 
States  portion  of  all  international  facilities — as  the  Bill  now  provides — but  will  also 
have  the  responsibility  for  negotiating  and  implementing  operating  agreemeuU  with 
all  foreign  countries  on  behalf  of  all  U.S.  carriers.  Only  il  this  flirther  authority  is 
added  in  the  Bill  can  a  truly  competitive  record  communications  market  be  estab- 

The  U.S.  Postal  Service  and  Electronic  Communications  Services 

Section  103(351  of  S.  611  defines  "telecommunications  carrier"  as  "any  peraon  or 
any  subsidiary  of  such  person,  including  any  government  or  quasi-government 
entity,  engaged  in  the  offering  of  telecommunications  services  for  hire.  ..."  In 
Grapnnet's  view,  this  definition  makes  clear  the  Bill's  intent  to  subject  the  U.S. 
Postal  Service  to  the  regulatorv  oversight  of  the  FCC.  But  it  is  not  enough  to  have 
the  FCC  regulate  the  Postal  Service  Rather.  Congress  must  make  clear  that  the 
Postal  Service  will  not  be  allowed  to  offer  any  form  of  electronic  communications 
service. 

Within  the  past  year,  the  Postal  Service  has  taken  affirmative  steps  to  enter  both 
the  domestic  and  international  record  communications  markets  through  the  offering 
of  its  own  electronic  message  services  in  direct  competition  with  pnvat*  industry. 
Its  domestic  service  is  known  as  ECOM  (Electronic  Computer  Originated  Mail)  and 
its  international  service  is  known  as  Intel  post  {International  Electronic  Poet). 

By  way  of  background,  it  is  important  to  distinguish  between  mail  servicee  and 
electronic  message  services.  There  has  been  much  talk  recently  about  the  conver- 

ece  of  "mail"  and  "electronic  communications",  and  this  convergence  has  often 
n   referred  to  as  "electronic  mail,"  The  use  of  the  term  "electronic  mail"  is 
inappropriate,  since  it  needlessly  confuses  the  distinction  between  mail  services  and 

electronic  communications  services,  and  further  presupposes  that  such  si — '■ 

within  the  domain  of  the  Postal  Service. 

Mail 

ets,  post  cards,  parcels,  l..    _..    ..._  ___  ___   _. 

physical  objects.  Whatever  its  form,  Che  physical  object  which  is  picked  up  by  the 
Postal  Service  is  the  same  physical  object  which  is  transported  and  delivered  to  the 
recipient.  Communications  services,  however,  involve  the  electronic  transmisaion  of 
information.  When  a  carrier  undertakes  to  transmit  information  on  a  per  mesaage 
basis,  such  service  is  properly  referred  to  as  an  "electronic  message  service."  West- 
ern Union's  telegram  and  Mailgram  services,  Graphnet's  FAX  GRAM  aervioea,  and 
the  Postal  Service's  proposed  ECOM  and  Intelpoet  services  are  all  merely  different 
variations  of  electronic  message  services. 

The  significance  of  the  ECOM  and  Intelpost  offerings  is  that  they  represent  the 
first  large-scale  attempts  by  the  Postal  Service  to  offer  electronic  mea 
directly  to  the  public.  It  should  be  recognized  that  the  offering  of  t 
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would  be  a  m^or  change  in  the  Postal  Service's  traditional  role.  It  is  not  just  the 
inauguration  af  new  types  of  mail  services,  as  ECOM  has  been  portrayed  at  the 
Pcetal  Rate  Commission;  it  is  the  beginning  of  the  Postal  Services  entry  into  the 
communications  marketplace. 

Numerous  important  legal,  technical,  financial  and  policy  issues  are  raised  by  the 
potential  entry  of  the  Postal  Service  into  the  electronic  message  service  market- 
place. These  issues  are  not  merely  academic  questions.  With  respect  to  the  Postal 
Service's  first  attempt  to  offer  an  electronic  message  service — ECOM — the  Postal 
Service  estimates  that,  by  Che  second  full  year  of  operation,  EKOM  will  carry  35 
million  messages.  Furthermore,  when  fully  developed,  the  market  potential  for 
ECOM  is  enormous.  The  Postal  Service  has  estimated  the  annual  ECOM  potential 
market  at  15.6  billion  messages!  By  comparison,  in  1977,  Western  Union's  total 
message  volume  was  only  31  million  messages.  As  can  be  seen,  ECOM  volumes  will 
far  exceed  this  in  onl^  two  years,  and  the  total  ECOM  market  is  anticipated  to  grow 
so  rapidly  that  it  will  soon  reach  a  level  three  orders  of  magnitude  larger  than 
present  message  volumes. 

The  impact  of  ECOM  and  other  electronic  message  services  on  the  communica- 
tions industry  will  be  substantial.  Over  the  past  several  years,  the  FCC  has  adopted 
a  series  of  policy  decisions  which  have  introduced  competition  in  the  common 
carrier  industry.  The  benefits  to  the  public  of  these  decisions  are  manyfold  and  need 
not  be  repeated  here.  However,  it  should  be  recognized  that  the  entry  of  the  Postal 
Service,  with  its  government  sponsored  subsidies,  into  the  message  communications 
market,  adds  a  new  dimension  to  the  market  not  previously  considered,  by  either 
the  FCC  or  the  Congress. 

At  the  outset,  Graphnet  wishes  to  reemphasize  that  it  does  not  oppose  competition 
per  se  so  long  as  it  is  full  and  fair  competition.  But  anv  competition  between  the 
Postal  Service  and  private  enterprise  would  inherently  be  unfair  and  anticompeti- 
tive for  several  reasons. 

To  begin  with,  the  establishment  and  operation  of  a  nationwide  communications 
network  requires  a  tremendous  investment.  Private  enterprise  must  go  to  the  stock 
and  bond  markets  for  long  term  financing  of  its  operations.  Today  capital  is  in  short 
supply,  and  when  available,  interest  rates  are  nigh.  This  cost  of  capital  forms  a 
significant  part  of  the  cost  of  operating  a  private  enterprise.  The  Postal  Service,  on 
the  other  hand,  need  not  consider  the  cost  of  capital;  it  receives  its  financing  from 
Congressional  appropriations. 

The  Postal  Service's  entry  into  the  communications  marketplace  would  have  a 
chilling  effect  on  the  availability  of  capital.  Potential  investors  would  see  the  entry 
of  the  Postal  Service  as  a  substantial  heightening  of  the  risk  involved  in  the  private 
enterprise,  and  thus  would  demand  a  higher  return  on  their  investment  to  compen- 
sate them  for  the  substantially  higher  risk.  Thus  the  entry  of  the  Postal  Service  mto 
the  marketplace  could  result  in  the  cost  of  capital— which  is  high  under  normal 
circumstances — being  raised  to  prohibitively  high  levels. 

Another  significant  cost  of  doing  business  is  state  and  Federal  income  taxes.  For 
corporate  enterprises,  this  consumes  48  percent  of  all  the  profits.  Of  course,  the 
Postal  Service,  being  a  government  entity,  pays  no  income  taxes,  and  therefore, 
gains  another  significant  edge  over  private  enterprise. 

In  addition  to  the  financial  advantages  noted  atxive,  the  Postal  Service's  entry 
into  the  communications  marketplace  would  raise  a  veritable  nightmare  of  regula- 
tory problems.  Chief  among  these  would  be  the  development  of  a  coating  methodolo- 
gy which  would  assure  that  the  Postal  Service's  various  services— mail  services  and 
communications  services,  monopoly  services  and  competitive  services — are  priced 
fairly  and  equitably.  Because  the  Postal  Service  would  be  offering  both  monopoly 
and  competitive  services,  it  would  have  the  ability  and  the  incentive  to  subsidize  its 
competitive  services  with  its  monopoly  revenues.  Regulatory  intervention  will  be 
required  to  prevent  such  cross-subsiaies. 

■The  FCC  has  grappled  with  just  such  a  problem  in  its  attempts  to  regulate  AT&T. 
After  over  12  years  of  hearings,  the  FCC  finally  issued  its  policy  decision  o       ' 


System  of  Accounts — both  of  which  are  required  to  effectively  implement  IL  _  ._ 
year  old  policy  decision.  Current  estimates  are  that  it  will  take  another  5  years  to 
complete  this  task.  Thus,  from  beginning  to  end,  it  will  have  taken  the  FCC  over  19 
years  to  establish  and  implement  an  effective  system  of  cost-based  regulation.  As 
difficult  as  the  AT&T  regulatory  issues  have  been,  they  pale  by  comparison  of  the 
potential  regulatory  problems  raised  by  the  Postal  Service's  entry  into  the  commu- 
nications marketplace.  Notwithstanding  their  difficulty,  however,  these  issues  must 
be  resolved  should  the  Postal  Service  be  allowed  to  compete  in  the  communications 
marketplace. 
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In  addition  to  the  inherent  difTiculties  of  private  enterprise  competing  with  a 
government  entity,  discussed  above,  the  offering  of  electronic  message  services  by 
the  Postal  Service  raises  a  host  of  other  isBues  regarding  potential  anticompetitive 
conduct.  These  issues  stem  basically  from  the  overall  dominance  of  the  Postal 
Service  and  its  monopoly  control  of  local  mail  distribution  facilities.  The  entrenched 
position  of  the  Postal  Service  here  is  not  unlike  the  position  of  AT&T  in  the  voice 
communications  market,  with  its  control  of  local  telephone  distribution  facilities 
through  its  ownership  of  local  telephone  companies,  the  problem  arises  because  one 
competitor  has  monopoly  control  over  facilities  whose  use  is  required  by  the  other 
competitors  in  the  same  nnarket. 

The  numerous  issues  concerning  inherent  unfair  advantages  and  potential  anti- 
competitive conduct  are  addressed  to  problems  raised  by  Postal  Service  competition 
with  private  enterprise.  An  even  greater  fear,  however,  is  raised  by  the  potential  for 
the  Postal  Service  to  enlarge  its  monopoly  through  application  of  the  Private 
Express  Statutes  to  electronic  message  services.  Notwithstanding  the  FCC's  efforts 
to  adopt  policies  favoring  competition  in  specialized  communications  markets,  in- 
cluding electronic  message  services,  the  Postal  Service  could  attempt  to  apply  the 
Private  Express  Statutes  to  these  services  to  prevent  others  from  offering  them. 
Thus,  by  administrative  fiat,  the  Foetal  Service  could  reverse  a  long  series  of  the 
FCC's  decisions,  and  eliminate  the  very  competition  the  FCC  has  sought  to  establid). 

Two  separate  and  distinct  Private  Express  Statute  issues  are  relevant  to  electron- 
age  services.  First,  if  the  Postal  Service  begins  offering  its  own  electronic 
,i  services,  then  it  might  take  the  position  that  all  aspects  of  competitive 
IS  are  subject  to  the  Private  Express  Statutes  and  that  no  private  entities  can 
offer  such  competitive  services 

Even  if  it  is  eventually  decided  that  the  Postal  Service  will  not  offer  electronic 
message  services,  the  potential  application  of  the  Private  Express  Statutes  must  still 
be  considered.  The  Postal  Service  has  already  begun  investigating  Graphnet's  mes- 
senger-delivered FAX  GRAM  service,  looidnB  towards  the  application  of  the  Private 
Express  Statutes  to  this  service. 

The  important  point  here  is  that  that  the  Postal  Service,  even  in  advance  of  its 
entry  into  the  marketplace,  is  already  attempting  to  enforce  the  Private  Express 
Statutes  against  private  entities  offering  electronic  message  services.  Its  attempt  to 
enforce  the  Private  Express  Statutes  against  Graph  net  is  outrageous  when  one 
considers  that  the  service  being  questioned  by  the  Postal  Service  is  the  very  same 
service  which  the  FCC  has  specifically  authorized  and  found  to  serve  the  public 
interest. 

In  addition,  in  a  December  28,  1978  Notice  of  Proposed  Rulemaking,  the  Postal 
Service  has  already  announced  its  intention  to  broaden  the  application  of  the 
Private  Express  Statutes  by  a  further  tightening  of  the  telegram  exemption.  As 
stated  in  the  notice: 

The  clarifying  change  proposed  here  would  deflne  the  term  by  limiting  it  to 
telegrams  as  commonly  sent  in  the  past  by  members  of  the  public.  Such  a  limitation 
seems  consistent  with  an  exclusion  that  is  based  on  implications  surrounding  the 
growth  of  a  public  telegram  service  during  the  late  nineteenth  and  early  twentieth 
centuries  that  is  different  from  other  types  of  electronic  message  services  that  have 
developed  recently.  43  Fed.  Reg,  60615  (1978). 

The  so  called  clarifying  change",  rather  than  supporting  a  competitive  market- 
place, would  instead  destroy  it. 

Graphnet  favors  full  and  fair  competition.  However,  entry  of  the  Postal  Service 
into  the  electronic  message  service  marketplace  would  distort  and  certainly  destrtiy 
any  competition  in  this  market.  Where  numerous  private  entities  are  ready,  willing 
and  able  to  meet  the  public's  needs — as  is  the  case  here— there  is  no  justification  for 
allowing  government  competition  or  creating  a  government  monopoly.  A  govern- 
mental corporation  supported  by  tax  subsidies  should  be  resorted  to  only  where 
there  is  an  overriding  public  interest  justification  and  private  enterprise  is  not 
meeting  that  need.  Such  is  not  the  case  here,  and  therefore  the  Postal  Service 
should  not  be  allowed  to  offer  any  form  of  electronic  message  service. 

Senator  Hollings.  Mr.  Weinstein,  let  me  ask  you  to  go  ahead 
and  elaborate  on  the  Postal  Service  issues.  You  say  the  Postal 
Service  should  be  allowed  to  get  in  this.  You  can  summarize.  Your 
statement  will  be  included  in  its  entirety. 

Mr.  Weinstein.  Let  me  pick  a  couple  of  passages  out  of  my 
prepared  statement  which  I  think  would  summarize  our  position 
fairly  well. 
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As  I'm  sure  you're  aware,  within  the  past  year  the  Postal  Service 
has  taken  aflirmative  steps  to  enter  both  the  domestic  and  interna- 
tional record  communications  markets,  with  the  offering  of  its  own 
electronic  message  services  in  direct  competition  with  private  in- 
dustry. Its  domestic  service  is  known  as  ECOM  and  its  internation- 
al service  is  known  as  Intel  post. 

The  significance  of  the  ECOM  and  Intelpost  offerings  is  that  they 
represent  the  first  large-scale  attempt  by  the  Postal  Service  to  offer 
electronic  message  services  directly  to  the  public.  It  should  be 
recognized  that  the  offering  of  these  services  will  be  a  major  role 
change  for  the  Postal  Service.  It  is  not  just  the  inauguration  of  new 
types  of  mail  services,  as  ECOM  has  been  portrayed  at  the  Postal 
Rate  Commission.  It  is  the  beginning  of  the  Postal  Service's  entry 
into  the  communications  marketplace. 

The  impact  of  ECOM  and  other  electronic  message  services  on 
the  communications  industry  will  be  substantial.  Over  the  past 
several  years,  the  FCC  has  adopted  a  series  of  policy  decisions 
which  have  introduced  competition  in  the  common  carrier  indus- 
try, liie  benefits  to  the  public  of  these  decisions  are  manifold,  and  I 
need  not  repeat  them  here. 

However,  it  should  be  recognized  that  the  entry  of  the  Postal 
Service  into  this  market,  with  its  Government-sponsored  subsidies, 
adds  a  new  dimension  to  the  market  not  previously  considered  by 
the  FCC  or  by  the  Congress. 

Now,  at  the  outset  I  want  to  emphasize  that  Graphnet  does  not 
oppose  competition  per  se.  so  long  as  it  is  full  and  fair  competition. 
But  any  competition  between  the  Postal  Service  and  private  enter- 
prise would  inherently  be  unfair  and  anticompetitive,  for  several 
reasons.  Many  of  these  reeisons  are  addressed  in  my  written  state- 
ment, and  I  won't  repeat  them  now. 

I  would  like  to  close  by  mentioning  a  few  words  about  the  private 
express  statutes. 

Senator  Schmitt.  Mr.  Chairman,  would  the  witness  stop  for  a 
moment  and  if  the  chairman  would  yield. 

You  and  I  both  have  expressed  a  great  deal  of  interest  in  the 
issue  of  the  Postal  Service  competing  in  the  offering  of  record 
carrier  telecommunications  services.  Although  last  year  we  had 
hearings  and  considerable  discussion  on  it,  the  issue  has  remained 
unresolved.  Since  we  are  both  on  the  Appropriations  Committee,  I 
hope  that  you  and  I  can  discuss  this,  because  obviously  the  percep- 
tion of  the  private  sector  is  that  the  Postal  Service  is  moving  in  to 
offer  competitive  services.  Certainly  that  has  not  been  the  intent  of 
the  Congress.  The  issue  has  not  been  fully  debated,  and  there  is  no 
legislative  guidance  in  this  area  that  is  of  any  significance. 

This  witness  made  an  excellent  statement  on  the  issue,  and  we 
ought  to  pay  some  attention  to  it  as  we  go  forward   this  year. 

I  am  very  disturbed,  as  you  are,  by  the  movement  of  the  Postal 
Service  into  these  kinds  of  services  without  any  express  authoriza- 
tion. Even  though  they  call  it  an  experiment,  it  happens  to  be 
almost  identical  to  commercial  services  that  are  being  offered  by 
other  entities.  I  don't  call  that  an  experiment;  I  call  that  an  intru- 
sion. 

Mr.  Weinstein.  Well,  I  thank  you  for  your  comments.  I  would 
agree  with  that.  In  fact,  I  have  a  copy  of  the  report  on  the  hearings 
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that  were  held  before  this  very  subcommittee  last  year  on  S.  3229, 
and  at  those  hearings  Mr.  Bolger,  the  Postmaster  General,  ap- 
peared and  he  made  the  statement  in  those  hearings  that: 

"The  Postal  Service  firmly  believes  that  if  the  private  sector 
would  be  ready,  willing  and  able,  that  the  Crovernment  most  likely 
should  stay  out  of  this." 

Notwithstanding  his  statement  last  fall  before  this  committee, 
the  Postal  Service  certainly  has  moved  ahead  with  great  speed  in 
the  Postal  Rate  Commission  with  its  ECOM  proposal  and  also  with 
its  international  Intelpost  proposal,  for  which  they  do  not  need 
regulatory  approval  from  the  Postal  Rate  Commission. 

Graphnet  has  filed  numerous  pleadings  and  briefs  before  both 
the  Postal  Rate  Commission  and  the  FCC  addressing  the  issues,  the 
regulatory,  jurisdictional,  legal  and  policy  issues.  However,  we  feel 
that  certainly  this  is  an  issue  which  is  of  such  great  importance 
that  it  has  to  be  addressed  by  the  Congress  and  not  merely  by  the 
regulatory  agencies  which  are  involved  at  this  time. 

I  have  every  reason  to  believe  that  we  will  probably  end  up  with 
conflicting  decisions  coming  out  of  the  Postal  Rate  Commission  and 
the  FCC  at  such  time  as  they  both  reach  their  decisions,  which  will 
probably  be  in  the  near  future. 

Senator  Holungs.  What  are  the  views  of  the  other  panelists? 
Mr.  Kuyper,  Mr.  Knapp,  do  you  have  a  feel  or  an  opinion  with 
regard  to  the  Postal  Service  entering  the  electronic  mail  carrier 
service? 

Mr.  Knapp.  Mr.  Chairman,  we  believe  that  the  telecommunica- 
tion carriers  can  provide  to  the  Post  Office  the  means  whereby 
electronic  mail  would  be  furthered.  But  we  think  the  carriers 
themselves  can  provide  that  service  to  the  Post  Office. 

We  see  no  reason  for  the  Post  Office  to  begin  to  build  new 
systems  to  do  that.  We  believe  that  can  be  done  very  well  by  the 
competing  carriers. 

Senator  Hollings.  Mr.  Kuyper? 

Mr.  Kuyper.  I  would  also  concur  with  that  and  say  that  the  Post 
Office  moving  into  record  communications  on  a  directly  competi- 
tive basis  would  be  an  extreme  burden  on  the  carriers. 

Senator  Hollings.  Let  me  ask,  Mr.  Weinstein,  about  the  consul- 
tative process.   Does  that  work  or  not?  What  is  your  comment? 

Mr.  Weinstein.  Well,  I  can  best  comment  on  that  by  recounting 
the  history  of  Graphnet's  efforts  to  offer  international  services.  In 
January  1977^that  is  more  than  2  years  ago — the  FCC  authorized 
Graphnet  to  expand  its  domestic  offering  into  the  international 
communications  arena. 

While  that  was  over  2  years  ago,  Graphnet  has  still  not  been 
able  to  negotiate  an  operating  agreement  with  any  foreign  country. 
We  are,  as  a  result,  not  offering  any  international  services. 

Senator  Hollings.  What  assistance  did  you  get  from  the  FCC? 
They  said  they  had  quite  a  bit  of  persuasive  powers,  leverage,  they 
call  it.  Have  you  seen  that  employed  at  all? 

Mr.  Weinstein.  I  heard  the  statement  that  was  made  this  morn- 
ing. Before  I  heard  that  statement,  I  was  not  aware  of  it.  I  have  not 
seen  the  results  of  any  efforts  on  behalf  of  the  FCC  with  foreign 
entities. 
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Senator  Holungs,  They  have  not  attempted  to  bring  any  lever- 
age on  your  behalf,  as  far  as  you  know? 

Mr.  Weinstein.  As  far  as  I  know,  they  have  not.  I'm  not  sure 
that  they  are  necessarily  in  a  position,  as  a  regulatory  agency,  to 
do  that,  either.  And  that  is  precisely  why  we  have  suggested  that 
the  single  entity  in  the  bill  should  have  the  additional  power  to 
negotiate  these  foreign  operating  agreements  on  behalf  of  Graph- 
net  and  all  the  future  Graphnets  that  I  exf)ect  will  be  appearing  on 
the  horizon  as  a  result  of  the  FCC's  procompetitive  policies. 

Senator  Holungs.  Mr.  Kuyper,  you  were  talking  about  the  task 
force  approach  in  the  House  bill.  What  binding  effect  would  a  task 
force  have? 

I  think  one  witness  brought  up  the  committee,  and  another  one 
said  we  ought  to  go  along  with  the  task  force.  What  kind  of  binding 
nature  would  that  have  at  all  on  the  planning  and  purchasing  and 
everything  else  of  that  kind  of  telecommunications,  and  bring 
about  the  economies  of  scale  to  benefit  the  consumers  that  we  all 
say  we  all  stand  for?  How  would  the  committee  have  any  effect 
whatsoever  on  what  we  find  wrong  now? 

Mr.  Kuyper.  Well,  we  have  found  in  our  relationships  with  for- 
eign entities  that  if  you  are  in  a  position  to  offer  something  that  is 
compatible  with  their  views  and  is  of  value  to  them,  that  arrange- 
ments can  be  worked  out,  and  the  entities  then  work  out  their 
respective  investments  and  respective  commitments,  and  agree- 
ments are  signed  and  actions  take  place. 

The  activities  in  the  Pacific  have  been  on  a  very  amicable  level.  I 
might  add  that  Hawaiian  negotiated  some  six  or  seven  agreements 
directly  with  European  countries  in  the  past  year.  To  the  degree 
that  those  entities  felt  it  was  in  their  interest  and  our  interest  to 
enter  those  agreements,  they  did  so. 

The  difficulty  I  would  see  with  some  single  entity  trying  to 
leverage  these  situations  is  that  it  could  cause  as  much  adverse 
reaction  as  to  try  to  further  some  of  these  ends  in  a  leverage 
manner.  I  think  there  is  a  need  to  have  a  great  deal  of  considera- 
tion for  the  views  of  these  foreign  entities,  and  when  that  is  done 
we  have  found  that  mutual  agreements  can  be  reached. 

Senator  Hollings.  Well,  how  about  you,  Mr.  Knapp?  You  sug- 
gested a  committee,  I  believe,  in  your  testimony. 

Mr.  Knapp.  That's  right,  Mr.  Chairman.  I  guess  I  would  have  to 
take  a  different  position  from  Mr.  Weinstein  on  this  whole  matter. 
I  don't  understand  his  concept  of  competition.  There  is  nothing 
better  for  getting  the  competitive  juices  going  than  coming  up  with 
a  new  service  or  a  new  offering  and  being  able  to  go  out  and 
negotiate  with  a  foreign  administration  to  be  the  first  carrier  to 
offer  that  kind  of  service,  to  the  benefit  of  the  subscribers — to  the 
benefit,  I  think,  of  subscribers  on  both  sides  of  the  oceans. 

I  want  to  correct,  I  think,  what  you  probably  have  as  a  mis- 
impression  in  Mr.  Weinstein's  statement.  There  are  indeed  many 
domestic  services  today  provided  by  U.S.  domestic  carriers  that  are 
being  offered  overseas  through  the  carriers  that  have  the  agree- 
ments with  the  foreign  administrations. 

In  fact,  we  have  an  agreement  with  Graphnet — I  don't  know 
whether  we  have  any  traffic  from  it  at  the  moment,  but  we  have 
an  agreement  with  Graphnet  to  provide  Graphnet's  services  inter- 
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nationally.  That  has  been  negotiated  and  Graphnet's  services  can, 
when  Graphnet  so  desires,  flow  to  every  country  in  the  world. 

Senator  Hollings.  What  you're  saying  is  there  is  no  demand? 

Mr.  Knapp.  As  a  matter  of  fact,  in  the  case  of  Telenet  and 
Tymnet,  all  the  carriers  are  now  providing,  through  agreements 
with  respect  to  foreign  administrations,  a  variety  of  their  services 
overseas.  There  are  probably  40  or  50  agreements  now  worked  out 
for  very  valuable  data  base  services.  The  United  States  has  literal- 
ly dozens  and  dozens  of  data  bases  in  all  technologies,  science  and 
legal  areas,  that  the  rest  of  the  world  is  desirous  of  accessing,  and 
we  are  today,  indeed,  offering  through  the  cooperation  of  domestic 
carriers,  not  necessarily  Graphnet,  but  certainly  Tymnet,  Telenet, 
these  services  internationally,  to  the  benefit  of,  I  think,  many 
subscribers. 

So  I  think  that  we  are  able  to  satisfy  the  worldwide  needs  for 
data  record  services,  in  spite  of  the  fact  that  additional  domestic 
U.S,  carriers  may  be  having  some  difficulties  getting  agreements 
with  foreign  administrations.  But  let  me  tell  you,  the  services  are 
being  provided. 

Senator  Hollinqs.  Well,  Mr.  Weinstein,  would  you  clarify  in  my 
mind  on  that  score?  Why  in  the  first  instance  would  you  have  to  go 
through  ITT,  but  otherwise,  when  you  do  go  through  them,  he  says 
the  services  are  offered  and  there  is  no  demand  for  them.  What  is 
your  comment? 

Mr.  Weinstein.  Well,  actually,  I  have  several  pointa  to  make. 
First  of  all,  it  is  true  that  Graphnet  has  an  interconnection  agree- 
ment with  ITT.  However,  that  has  not  been  for  the  provision  of  all 
Graphnet  services.  That  is  for  the  provision  of  only  international 
cablegram  services,  which  is  but  one  of  our  variety  of  services 
which  Graphnet  Systems  is  capable  of  handling. 

The  services  which  Graphnet  offers  domestically  are  not  offered 
internationally  by  any  other  carrier  under  any  situation.  With 
respect  to  Telenet  and  Time-Share,  neither  of  those  companies 
offers  international  communications  services.  Telenet  is  in  the 
exact  same  situation  that  Graphnet  is  in  right  now.  They  have  not 
signed  operating  agreements  with  any  foreign  administration. 

With  respect  to  interconnection,  yes,  some  U.S.  carriers  do  in 
fact  interconnect  with  international  U.S.  carriers  for  the  ultimate 
provision  of  their  services  overseas,  and  in  fact  that  is  precisely 
what  Graphnet  is  undertaking  to  do  with  ITT  and  in  fact,  also  with 
RCA  and  Western  Union  International.  However,  Graphnet  is  not 
satisfied  to  merely  interconnect  its  services  with  those  of  the  inter- 
national carriers  and  be  limited  by  the  innovation  of  the  interna- 
tional carriers.  We  want  to  go  direct  to  the  foreign  countries. 

We  want  to  compete  with  the  international  carriers.  We're  not 
satisfied  with  the  status  quo.  And  1  think  if  there  is  anything  that 
sets  Graphnet  apart  from  all  the  other  statements  you've  heard 
today  and  that  you  will  probably  hear  tomorrow,  we  are  not  in 
favor  of  the  status  quo  at  all.  We  want  it  to  change. 

Senator  Holungs.  Well,  Mr.  Knapp  suggested  this  morning  that 
your  rate  of  return  was  50  percent.  Is  that  correct? 

Mr.  Knapp.  I  think  the  witness  from  Western  Union  had  some 
information  that  I  am  not  privy  to.  We  filed  almost  a  year  and  a 
half  or  two  years  ago  with  the  FCC,  the  same  as  all  international 
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carriers,  both  voice  and  record  data,  information  concerning  the 
earnings  of  each  of  our  services.  To  my  recollection — and  I  don't 
have  the  study  with  me,  to  be  precise — to  my  recollection,  we  filed 
at  that  time  that  our  Telex  was  earning  somewhere  in  the  high  20- 
percent  range,  while  some  of  our  other  services  were  actually  mar- 
ginal or  even  losing  money. 

I  would  remind  you,  Mr.  Chairman,  that  historically  the  FCC  has 
urged  that  public  message  telegraph  service  rates  be  kept  as  low  as 
possible,  in  the  public  interest,  for  the  benefit  of  the  consumer. 
Therefore,  to  have  a  viable  total  operation,  the  earnings  from  one 
service  to  another  will  necessarily  vary,  with  message  telegram 
service  being  quite  low  or  I  believe  it  could  even  be  considered  to 
be  in  a  losing  position,  whereas  Telex  is,  in  effect,  cross-subsidizing 
message  telegrams.  And  that,  I  believe,  was  the  explanation  that 
the  Western  Union  witness  did  not  address. 

Senator  Rollings.  How  about  your  rate  of  return,  Mr.  Wein- 
stein?  What  is  it  for  Graphnet? 

Mr.  Weinstein.  I  really  don't  know  what  our  rate  of  return  is, 
and  the  reason  is  because  Graphnet  is  a  wholly  owned  subsidiary  of 
a  larger  company,  which  is  a  publicly  held  corporation.  Graphnet 
does  not  compile  that  information  on  a  regular  basis. 

One  thing  I  can  say,  however,  is  that  if  this  bill  is  adopted  with 
the  minor  change  that  Graphnet  has  suggested  in  our  testimony 
today,  I  would  like  you  to  invite  us  back  5  years  from  now — and 
not  only  Graphnet,  but  ail  the  other  carriers  that  are  going  to  be 
providing  service.  Five  years  from  now  let's  see  what  the  rates  are. 

I  guarantee  you  some  things  are  going  to  change.  They  will  be 
going  down  considerably,  notwithstanding  anybody's  rate  of  return. 
Because  the  rate  of  return  in  a  competitive  marketplace  is  really 
not  the  test.  The  test  is  what  the  consumers  are  getting  for  their 
money,  and  they  will  be  getting  more  for  their  money,  much  more, 
and  more  for  less  money,  as  well. 

Senator  Rollings.  Senator  Schmitt? 

Senator  Schmitt.  Thank  you,  Mr.  Chairman. 

Mr.  Weinstein,  isn't  the  basic  problem  that  foreign  entities  are 
equivalent  to  foreign  governments,  in  that  even  if  you  can — negoti- 
ate Etgreements  with  the  record  carriers,  that  you  have  got  to  have 
that  foreign  government  or  foreign  entity,  which  is  equivalent  to  a 
foreign  government,  willing  to  have  your  service  come  into  their 
country? 

Mr.  Weinstein.  Yes.  v 

Senator  Schmitt.  That  doesn't  sound  like  something  that  is 
really  an  FCC  problem  or  a  record  carrier  problem.  It  is  a  problem 
for  the  State  Department  or  the  President  in  twisting  some  ai'ms 
with  respect  to  other  types  of  international  relationships.  Isn't  that 
the  case? 

Mr.  Weinstein.  Yes,  I  think  I  would  tend  to  agree  with  you.  I 
think  that  the  problem  is  one  that  is  beyond  the  scope  of  the  FCC's 
authority  now. 

Senator  Schmitt.  Unless  we're  willing  to  come  up  with  some 
mechanism  by  which  the  United  States  can  use  leverage  on  these 
foreign  entities  isn't  this  issue  beyond  the  scope  of  the  specific 
legislation  we're  discussing? 
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Mr.  Weinstein.  Well,  yes,  you  are  right  to  a  certain  extent.  But 
of  course,  your  question  has  a  big  "if  in  front  of  it:  We  can 
leverage  the  foreign  countries.  The  situation  today  is  that  the 
leverage  is  going  the  other  way.  You  have  a  monopoly  on  the 
foreign  side  that  is  dealing  with  multiple  U.S.  carriers,  and  they 
are  playing  the  U.S.  carriers  off  against  each  other. 

If  we  have  one  entity  on  the  U.S.  side,  dealing  with  the  single 
entity  that  is  already  on  the  foreign  side,  then  to  that  extent  we 
would  be  negotiating  one  on  one.  But  furthermore,  U.S.  carriers 
carry  far  more  traffic  than  anyone  else  in  the  world.  We  do  have  a 
lot  of  leverage  if  we  speak  with  one  voice. 

Let  me  give  you  an  example  of  how  that  might  work.  Let's  say 
you  want  to  go  to  France.  Let's  say  you  are  trying  to  n^otiate  an 
agreement  with  France  for  a  new  service.  Some  new  domestic  U.S. 
carrier  has  come  up  with  a  fancy  service  they  would  like  to  offer 
internationally,  and  the  foreign  country,  for  some  reason  or  an- 
other, may  not  feel  that  that  is  a  proper  service.  Maybe  that's 
going  to  lower  the  cost  too  much,  and  perhaps  they  don't  want  it  to 
compete  with  the  already  established  services. 

If  one  country  is  unwilling  to  enter  into  an  agreement,  then  the 
United  States  can  take  all  its  tretflic  to  another  country.  There  are 
a  lot  of  different  ways  you  can  route  traffic  to  Europe,  for  instance. 
As  an  example,  if  you're  trying  to  negotiate  an  agreement  with 
France  and  they  are  recalcitrant,  then  you  go  to  Germany  and  you 
offer  Germany  the  totality  of  U.S.  traffic. 

That  is  an  awful  lot  of  leverage.  Now,  I'm  not  saying  you  have  to 
go  to  that  sort  of  an  extreme.  I  doubt  that  it  would  get  to  that 
point.  But  nonetheless,  the  United  States  has  a  tremendous 
amount  of  leverage  if  it  speaks  with  one  voice  on  behalf  of  all  U.S. 
carriers,  on  behalf  of  all  U.S.  traffic.  We  have  most  of  the  traffic  in 
the  world  coming  in  and  out  of  this  country. 

Senator  Schmitt.  Mr.  Knapp? 

Mr.  Knapp.  Senator  Schmitt,  I  must  take  extreme  exception  to 
the  proposal  by  Mr.  Weinstein.  I  think  what  we're  suggesting  here, 
or  what  Mr.  Weinstein  is  suggesting,  is  a  legislative  blackmail  of  a 
foreign  administration.  I  think  that  would  just  be  an  abomination. 
That  is  just  wholly  unrealistic  in  the  political  world  today  or  the 
international  world  today.  And  I  would  oppose  it  strongly. 

We  have  seen,  in  some  of  the  consultative,  "consultative,"  meet- 
ings between  the  CEPT  nations  and  the  FCC,  where  I  think  the 
goodwill  of  those  CEPT  nations  was  put  to  a  test  by  some  very, 
very  arrogant  behavior  on  the  part  of  the  BXX.  And  I  think  that,  in 
the  limited  conversations  I  have  had  with  the  State  Department, 
that  this  has  caused  some  serious  problems  for  the  United  States. 

Senator  Schmitt.  Well,  Mr.  Knapp,  is  there  an  alternative 

Mr.  Knapp.  Certainly. 

Senator  Schmitt  [continuing].  To  creating  a  monopoly  situation 
internationally?  You  recognize  there  is  a  problem.  Grapnnet  has  a 

tiroblem  dealing  with  foreign  entities,  right?  They  may  have  excel- 
ent  service,  and  if  a  country  doesn't  want  that  service  or  they 
want  to  deal  with  someone  else,  that  foreign  entity  has  the  ulti- 
mate discretion  to  exclude  Graphnet.  Right? 
Mr.  Knapp.  But  it  is  not  an  insolvable  problem. 
Senator  Schmitt.  What  is  your  alternative? 
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■^  Mr.  Knapp.  I  would  refer  you  to  the  case  of  Tropical  Radio. 
'  Tropical  Radio  vfas  a  re^onal  international  record  carrier  in  the 
E  Caribbean  and  South  America.  In  the  last  3  or  ^  years,  it  has 
~  grown  from  virtually  no  share  of  telex  market  internationally  to  a 
2  5-percent  share  of  the  telex  market,  and  it  has  done  this  through 

n^otiations  directly  with  the  foreign  administrations. 

t       It  doesn't  go  rapidly,  but  it  does  work.  And  TRT  is  becoming  a 

:    very,  very  viable  international  record  data  carrier.  And  I  fully 

appreciate  that  perhaps  some  of  the  administrations  overseEis  move 

i    somewhat  slowly.  But  they  do  that  for  very  good  reasons,  very  good 

national  reasons  within  their  own  particular  political  entity.  And  I 

don't  see  how  this  Congress  can  accept  Mr.  Weinstein's  proposal  to 

legislate,  in  effect,  blackmail,  and  that  is  what  it  would  be. 

Senator  Schmitt.  Mr.  Weinstein,  how  many  employees  does 
Graphnet  have? 

Mr.  Weinstein.  Graphnet?  Well,  I  can  give  you  Graphic  Scan- 
ning, which  is  the  umbrella  for  Graphnet,  has  revenues  of  about 
$30  million  now  a  year,  which  are  growing  at  about  25  percent  a 
year. 

Senator  Schmitt.  Does  Graphic  Scanning  do  the  international 
negotiating  for  Graphnet? 

Mr.  Weinstein.  No,  Graphnet  would  do  its  own  negotiations. 

Senator  Schmitt.  How  many  individuals  are  there  involved  in 
those  negotiations? 

Mr.  Weinstein.  Just  a  couple,  really.  If  you're  talking  about  total 
number  of  employees,  we  have  about  700  employees  total. 

Senator  ScHMrrr.  Is  the  internationeil  marketing  effort  by  Graph- 
net  sufficient  to  be  able  to  tap  that  market?  Mr.  Knapp  has  sug- 
gested that  it  only  takes  very  aggressive  marketing  to  get  into 
these  intemationid  markets. 

Mr.  Weinstein.  Well,  I'm  not  sure.  If  you're  talking  about  mar- 
keting to  customers,  marketing  the  service  to  the  customers,  we 
can't  even  begin  to  market  the  service  to  the  customers  because  we 
don't  have  the  operating  agreements.  We  don't  have  the  service  to 
offer  right  now.  We  have  to  have  an  operating  agreement  with  a 
foreign  country  first.  Once  we  have  that,  getting  the  circuits  is 
relatively  straightforward,  at  least  from  Comsat  or  from  another 
IRC,  and  then  we  would  be  in  a  position  to  market  and  offer  our 
services. 

We're  not  in  a  position  to  even  begin  to  market  the  services  right 
now.  But  when  I  say  the  services,  I  mean  the  international  serv- 
ices. We  do  market  services,  and  we  serve  practically — well,  I 
would  say  a  very,  very  large  number  of  the  largest  companies  in 
the  United  States. 

Senator  Schmitt.  Mr.  Weinstein,  I'm  very  confused  now,  because 
I  thought  your  problem  was  that  you  needed  a  single  U.S.  entity, 
with  which  you  could  interface,  so  that  that  entity  could  interface 
with  foreign  governments  or  foreign  administrations.  Is  that  cor- 
rect? 

Mr.  Weinstein.  Not  precisely.  As  I  suggested  in  my  testimony, 
there  are  really  three  ways  by  which  a  domestic  carrier  can  go 
about  doing  it,  and  that  is  in  fact  one  of  the  ways — the  domestic 
carrier  could  go  to  the  single  entity.  I'm  not  suggesting  that  the 
single  entity,  by  the  way,  should  own  the  facilities.  I  v/aa  leaving 
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the  ownership  of  the  facihties  exactly  the  way  it  was  proposed  in 
the  bill,  and  that  would  be  the  consortium  that  would  own  the 
facilities. 

Graphnet,  as  a  domestic  carrier,  could  become  a  member  of  the 
consortium  and  therefore  obtain  an  ownership  interest  in  those 
circuits  which  it  needs  to  service  internationally.  That  would  be 
No.  1. 

No.  2.  if  we  didn't  want  to  acquire  an  ownership  interest  in  those 
facilities,  we  could  then  lease  the  facilities  from  members  of  the 
consortium.  We  could  go  to  one  of  the  IRC's  and  just  lease  the 
facilities,  just  a  pipeline.  I'm  not  talking  about  interconnecting 
with  them  now.  I'm  just  talking  about  leasing  the  circuit  that  goes 


Senator  Schmitt.  Can't  you  do  that  now? 

Mr.  Weinstein.  No.  Well,  we  could  lease  the  circuit,  but  we  don't 
have  anybody  to  connect  the  circuit  with.  It  only  goes  halfway.  It 
only  goes  to  the  middle  of  the  ocean  euid  we  don't  have  anyone  to 
connect  with  at  the  midpoint. 

Senator  Schmitt.  But  that's  a  negotiation  problem. 

Mr.  Weinstein.  That's  exactly  the  point. 

Senator  Schmitt.  It  is  marketing,  because  they're  the  ones  who 
are  going  to  receive  your  services. 

Mr.  Weinstein.  Well,  I  didn't  know  if  you  meant  marketing  in 
the  United  States  or  marketing  overseas. 

Senator  Schmitt.  I  meant  marketing.  That's  a  neutral  term.  It 
happens  all  over  the  world.  It  just  happens  your  customer  is  a 
foreign  government  in  most  instances. 

Mr.  Weinstein.  No,  our  customers  are  U.S.  consumers. 

Senator  Schmitt.  But  on  the  other  end,  you're  trying  to  provide 
an  interface  between  the  customer  here  and  the  customer  there. 

Mr.  Weinstein.  I  see  what  you're  saying.  To  a  certain  extent, 
yes. 

Senator  Schmitt,  You  can  line  up  that  other  customer. 

Mr.  Weinstein.  Well,  we're  not  proposing  to  line  up  the  custom- 
er on  the  overseas  side.  We  are  merely  trying  to  serve  the  U.S. 
customers  who  are  communicating  with  the  foreign  customers  over 
in  another  country,  those  people.  And  with  the  operating  agree- 
ment, we  would  have  some  sort  of  an  arrangement  with  the  foreign 
communications  enterprise  to  divide  the  revenues  going  each  way. 

Senator  Schmitt.  But  you  can't  get  that  agreement,  is  that  right? 

Mr.  Weinstein.  That's  right.  We  don't  propose  to  actually  go  and 
market  it  in  a  foreign  country.  We  would  merely  interconnect  with 
the  communications  company  in  the  foreign  country. 

Senator  Schmitt,  I  understand.  But  you're  trying  to  sell  a  service 
to  a  foreign  entity,  in  the  real  sense  of  the  word.  You're  trying  to 
negotiate  with  them,  saying,  we've  got  customers  that  want  to  do 
something  within  your  administration's  jurisdiction. 

Mr.  Weinstein.  Right. 

Senator  Schmitt.  Will  you  give  us  access  to  those  lines,  and 
here's  what's  in  it  for  you. 

Mr.  Weinstein.  Right,  that's  correct. 

Senator  Schmitt,  And  you  can't  get  that.  They  say,  there's  not 
enough  in  it  for  us. 
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Mr.  Weinstein.  Well,  it's  not  exactly  that.  Let  me  give  you  an 
example.  Maybe  with  a  short  example,  I  could  probably  place  this 
in  a  context  that  you  will  understand  what  the  problem  is  here. 

Let's  assume  that  you  are  a  foreign  country.  I  don't  want  to 
name  one,  but  you're  a  foreign  country.  The  three  of  us  sitting  here 
are  three  U.S.  international  carriers,  and  the  people  in  the  back  of 
the  room  here,  the  audience,  are  U.S.  consumers.  Now,  these 
people  in  the  hack  of  the  room  represent  the  consumers  that  today 
are  going  to  send  a  telegram  to  your  country,  and  you  know  that. 
You've  got  this  many  telegrams  that  are  headed  for  your  country. 

Now,  you  as  a  businessman  don't  really  care  whether  it  comes — 
which  one  it  takes. 

Senator  Schmitt.  I'm  a  country? 

Mr,  Weinstein.  Right,  you're  the  foreign  administration.  Now, 
you  know  this  number  of  messages,  how  many  people  we  have 
sitting  in  the  room.  There  are  going  to  be  that  many  messages 
going  to  your  country  today.  One  way  or  the  other,  those  messages 
are  destined  for  people  that  live  in  your  country  and  they're  going 
to  get  there. 

Now,  would  you  rather  deal  with  all  three  of  us  or  would  you 
rather  deal  with  maybe  four  or  five  more  people  here  that  you 
have  to  connect  with  and  figure  it  all  out,  and  divide  up  your 
revenues  with,  or  would  you  rather  just  deal  with  one  guy?  I  mean, 
what  is  the  difference?  You're  going  to  get  the  same  amount  of 
traffic  whether  you  deal  with  one  person  or  whether  you  deal  with 
100  people. 

Senator  Schmitt.  But  I'm  going  to  get  it  at  a  better  price  if  I  deal 
with  several. 

Mr.  Weinstein.  Well,  if  you  can  trade  us  off  against  each  other — 
and  in  fact  that  is  happening,  that  is  right.  That  is  because  we  are 
being  traded  off  against  each  other. 

Senator  Schmftt.  But  we  have  examples  of  companies  like 
Graphnet  who  have  been  able  to  negotiate  an  agreement  with 
foreign  countries,  right? 

Mr.  Weinstein.  I'm  sorry? 

Senator  Schmitt.  There  are  examples  of  U.S.  companies  that 
have  been  able  to  negotiate  eigreements  with  foreign  countries, 
right? 

Mr.  Weinstein.  No. 

Senator  Schmitt.  Well,  maybe  I  misunderstood. 

Mr.  Weinstein.  Well,  the  established  international  record  carri- 
ers of  today,  yes. 

Senator  Schmitt.  What  about  TRT?  Didn't  they  come  on  the 
scene  recently? 

Mr.  Weinstein.  TRT  has  been  on  the  scene  for  a  number  of 
years,  although  they  were  serving  the  southern  route,  the  Latin 
Americein,  Central  American,  and  South  American  countries.  After 
years  of  trying,  they  finally  established  an  operating  agreement 


with  Italy. 
Now,  I  m 


I  m  not  familiar  with  how  many  operating  agreements  they 
have.  But  as  I  best  understand  it — and  maybe  Mr.  Knapp — I'm 
sure  he  does  have  the  specific  information  of  how  many  countries 
TRT  has  interconnection  agreements  with.  Out  of  the  Western 
Europefm  nations,  I  believe  it  is  only  Italy. 
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In  fact,  there  is  an  example  of  how  one  company  was  able  to 
negotiate,  in  one  manner  or  another,  an  eigreement  with  a  country, 
Italy.  And  they  funnel  their  trafHc  to  other  Western  European 
countries  through  Italy,  because  Italy  did  negotiate  an  agreement 
with  them. 

Senator  Schmitt.  Mr.  Knapp,  you're  shaking  your  head. 

Mr.  Knapp.  They  started  with  Italy,  yes.  But  they  have  several 
dozen  agreements  around  the  world  currently. 

Mr.  Weinstein.  I'm  talking  about  Western  Europe,  now.  How 
many  agreements  do  they  have  in  Europe? 

Mr.  Knapp.  U.K.,  Germany,  France.  I  don't  know  about  the 
Nordic  countries.  But  they  have  several  dozen  agreements  around 
the  world. 

Mr.  Lubetsky  will  be  here  to  testify  before  this  committee  in  a 
day  or  two,  and  he  is  better  prepared  to  respond  to  that  question 
than  I  am.  But  the  point,  I  guess,  that  I  agEiin  would  make  is  that 
we  are  living  in  a  multinational  world.  If  enough  multinational 
companies  find  that  the  Graphnet  services  are  good  and  valuable — 
and  as  far  as  I  am  concerned,  they  are  good  and  valuable.  They  are 
a  strong  component,  a  new  component,  within  the  domestic  tele- 
communications market  of  the  United  States,  the  competitive  tele- 
communications market  of  the  United  States,  and  their  services 
are  good.  And  if  enough  multinational  companies  who  reside  in  the 
United  States,  as  well  as  in  many  nations  around  the  world,  feel 
those  services  are  good  and  desirable  to  have,  they  in  turn  will 
generate  the  groundswell  in  their  countries  for  the  provision  of 
those  kinds  of  services. 

But  you  get  back  again  to  the  decision  of  that  foreign  administra- 
tion as  to  how  it  wishes  to  provide  to  its  consumers  those  kinds  of 
services.  And  I'm  saying  there  is  evidence  that  new  carriers  come 
on  the  scene  and  do  indeed  negotiate  new  agreements  with  a 
foreign  administration  from  time  to  time,  if,  as  you  say.  Senator,  if 
it  is  in  their  best  interest. 

But  to  legislate  that  it  has  to  be  in  their  best  interest  to  accept 
all  domestic  U.S.  competing  carriers,  to  me  is  incredulous.  It's 
'  impossible. 

Senator  Schmitt.  Mr.  Chairman,  we  have  a  vote  on  and  I  would 
like  to  yield,  first  of  all,  to  you,  but  then  follow  up  with  some  other 
questions. 

Senator  Holungs.  All  right,  the  committee  will  be  in  recess  to 
attend  this  vote. 

[Brief  recess.] 

Senator  Schmitt  [presiding].  The  committee  will  come  back  to 
order. 

Gentlemen,  I  would  like  to  explore  with  you  the  consequences  of 
a  major  restructuring  of  the  ownership  of  international  facilities. 
For  example,  there  would  be  the  problem  of  valuation  of  the  facili- 
ties that  would  be  transferred. 

We  have  seen  this  effort  in  the  Penn-Central  case,  and  that  is 
still  in  the  courts. 

Would  any  of  you  like  to  comment  on  the  valuation  problem? 

Mr.  Knapp.  Senator,  I  just  want  to  comment  that  I  would  be  Uie 
wrong  one  to  address  it,  since  I  don't  support  that  aspect  of  it 
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Senator  Schmitt.  I  understand  that.  We  also  have  to  explore  the 
consequences  of  various  alternatives. 

Mr.  Knapp.  I  will  defer. 

Mr.  KuYPER.  I  certainly  think  there  would  be  problems.  There 
would  probably  have  to  wind  up  being  some  kind  of  arbitrary 
decision  that  would  establish  a  depreciated  value  or  some  kind  of 
current  value  of  the  amount  of  various  facilities  that  went  in  at 
different  times  or  went  in  on  different  cost  bases.  The  revenue 
capability  of  those  circuits  today  are  the  same  as  a  new  one.  You 
would  have  a  great  area  of  difference. 

Mr.  Weinstein.  1  have  a  very  brief  comment.  You  should  first  of 
all  understand  that  Graphnet  is  a  resale  carrier  and  we  do  not  own 
the  facilities,  even  domestically.  Whether  we  would  do  so  interna- 
tionally is  something  that  I  really  don't  know  at  this  point.  So  I 
can't  speak  from  experience,  from  Graphnet's  experience.  I  can 
only  say  that  the  process  that  is  envisioned  by  the  bill  is  not  such 
an  unusual  process.  The  Government  in  many  different  contexts 
takes  property  by  eminent  domain.  It  is  a  fairly  common  thing,  and 
usually  the  Government  can  negotiate  with  the  private  enterprise 
or,  I  should  say,  the  private  owners  of  whatever  it  is  that  the 
Government  is  taking  over.  And  if  in  fact  they  don't  come  to  an 
agreement,  then  there  are  mechanisms,  arbitration  as  well  as 
courts,  which  can  satisfy  the  interests  of  both  parties. 

Senator  Schmitt.  The  proposal  in  S.  611  has  no  mechanism  for 
review  of  a  decision  made  by  the  arbitration  panel  or  the  FCC?  Do 
you  think  there  should  be  review? 

Mr.  KuYPES.  I  would  like  to  respond  to  that.  I  feel  that  a  review 
process  would  be  entirely  appropriate  for  the  task  force  approach. 
There  is  some  question  as  to  whether  after  the  fact  review  can  be 
effective,  and  so  forth.  I  feel  that  if  there  Is  an  effort  made  to  make 
it  effective,  it  can  be. 

The  situation  is  such  that  if  the  provider  of  the  facility  has  the 
responsibility  for  its  service,  you  are  going  to  get  maximum  effec- 
tive interest,  whatever  happens  to  that  situation,  and  a  meeting  of 
the  minds  is  going  to  be  balemcing  on  a  one  to  one  basis.  Once  you 
put  in  this  extra  layer  and  start  to  impose  secondary  judgments 
and  other  aspects  of  it,  the  review  process  to  me  becomes  much 
more  complicated  yet,  because  the  additional  carriers  may  be  sub- 
jected to  this  manager  in  some  fashion  to  produce  some  other 
desired  result  that  may  not  even  be  in  the  interest  of  those  carri- 
ers, and  you  then  have  head-on  conflict  between  the  approval  and 
the  review. 

Obviously,  if  you  go  to  this  manager  and  give  him  immediate 
authority,  you  don't  have  a  review  process  that  makes  any  sense, 
because  ny  definition  you  approve  it  in  advance. 

Senator  Schmitt.  Any  other  comments  on  that  issue? 

Mr.  Knapp.  I  believe,  Senator,  that  the  experience  of  competing 
carriers,  of  A.T.  &  T.  and  Comsat,  is  such  that  they  will  make 
decisions  in  the  best  interest  of  serving  the  consumers.  I  think  that 
those  interests  are  the  same  on  both  sides  of  the  Atlantic  and  I 
would  not  foresee  a  real  problem  with  the  implementation  of  the 
task  force. 

With  NTIA  chairir^  it,  I  think  that  you  will  arrive  at  a  consen- 
sus position  with  respect  to  the  construction  of  the  facilities. 
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Senator  ScHMirr.  With  respect  to  Comsat,  there  has  been  a 
steady  line  of  criticism  of  Comsat  in  vtirious  ways.  One  controver- 
sial provision  of  the  present  law  is  that  the  President  appoints 
three  members  of  the  Comsat  board  of  directors. 

Do  you  believe  that  this  provision  continues  to  be  appropriate  in 
view  of  Comsat's  present  status  and  success? 

Mr.  Knapp.  No,  I  think  it  is  entirely  inappropriate.  I  think 
perhaps  in  the  formative  days,  at  the  time  when  the  Congress 
decided  that  the  Comsat  organization  should  be  created,  that  per- 
haps it  v/aa  appropriate.  But  we  have  to  understand  that  happened 
in  1962.  We  have  gone  through  a  period  of  17  years  here  during 
which  time  Comsat  has  proved  to  be  a  very,  very  viable  entity,  a 
very,  very  profitable  entity,  and  one  which  is  totally  able  to  stand 
on  its  own  two  feet  ^^s  a  private  corporation. 

It  is  traded  on  the  New  York  Stock  Exchange.  It  has  all  the 
aspects  of  a  private  organization.  I  see  no  longer  any  reason  for 
involvement  on  the  board  of  directors  with  Presidentieil  appointees. 

Mr.  KuYPER.  I  guess  our  feeling  is  that  Comsat  is  capable  of 
representing  themselves  very  effectively,  and  that  to  the  degree 
that  there  is  equitable  participation  in  the  provision  of  their  cir- 
cuits, we  have  no  problem  with  the  existing  situation,  other  than 
perhaps  that  the  rates  might  be  a  little  more  favorable. 

The  position  that  we  take  is  that  if  Comsat  should  be  allowed  to 
go  to  the  retail  customer,  then  we  feel  there  should  be  a  very 
strong  quid  pro  quo,  that  the  carriers  can  be  permitted  to  go  also 
on  their  own  satellite  systems. 

Senator  ScHMm.  Mr.  Knapp  has  indicated  he  thinks  that  the 
foreign  entities,  foreign  governments,  are  misled  by  Comsat's  ap- 
parently favored  status.  Do  you  agree  with  that,  Mr.  Kuyper? 

Mr.  KuYPER.  I  don't  know  that  I  could  answer  that  question,  in 
all  fairness. 

Senator  ScHMrrr,  How  do  you  think  the  deletion  of  that  provi- 
sion, the  requirement  that  the  President  appoint  three  members  of 
the  Comsat  board  of  directors,  would  affect  Comsat?  Cem  you  see 
any  significant  adverse  effects  on  Comsat  if  that  were  deleted? 

Mr.  Kuyper.  Not  offhand,  personally,  I  don't. 

Senator  Schmitt.  Mr.  Knapp? 

Mr.  Knapp.  No,  1  don't  believe  so,  sir.  I  don't  think  it  should 
have  any  impact  one  way  or  the  other.  I  think  that  within  the 
FCC,  perhaps  within  other  agencies  of  Government,  there  is  a 
feeling  of  a  very  special  relationship  between  Comsat  and  the 
various  Government  agencies,  which  may  be  perpetuated  by  the 
existence  of  the  three  Presidential  appointees  on  the  board  of 
Comsat.  1  just  don't  think  that  that  is  a  necessary  ingredient  for 
Comsat  remaining  in  its  role  as  a  U.S.  representative  in  Intelsat  or 
perhaps  any  future  role  the  Congress  may  decide  in  order  to  permit 
it  to  become  a  retail  carrier. 

Senator  Schmitt.  Mr.  Weinstein,  under  your  proposal  for  the 
ownership  of  international  facilities,  what  mechanism  could  be 
established  to  insure  that  those  facilities  were  operated  efficiently 
and  effectively  and  in  innovative  ways,  if  it  is  basically  a  monopoly 
operation? 

Mr.  Weinstein.  First  of  all,  I  did  not  make  a  proposal  with 
respect  to  the  ownership  of  the  facilities,  but  merely  eis  to  the  use 
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*  of  the  facilities.  Under  my  proposal  it  really — the  significant  point 
';  is  not  that  we  own  the  facilities  but,  I  think,  what  your  question  is 
'  getting  to,  how  are  those  facilities  going  to  be  used?  If  we  have  a 

single  entity  which  has  negotiated  operating  agreements  with  each 

'■   foreign  country,  that  all  U.S.  carriers  could  avail  themselves  of, 

then  you  could  have  a  truly  competitive  situation,  and  each  carrier 

*  would  make  its  own  choice  based  on  what  the  consumers  desire 
■  and  the  demands  that  are  made  by  consumers  and  the  users. 
'  My  simple  answer  is  that  in  the  competitive  marketplace  you 
'  will  always  end  up  using — and  I  am  talking  about  in  a  truly 
'  competitive  marketplace,  and  not  the  type  of  competition  that  we 
'  have  today,  if  you  can  call  it  competition — in  a  truly  competitive 
'    marketplace  prices  will  be  brought  down  by  competition,  facilities 

will  be  used  efficiently,  and  they  will  be  used  in  a  manner  that  will 
best  serve  the  interests  of  the  consumers  who  are  using  the  serv- 
ices being  offered. 

I  hope  I  answered  your  question. 

Senator  Schmitt.  Well,  not  really.  I  was  under  the  impression 
that  you  thought  that  the  present  competitive  situation  in  interna- 
tional record  carriers  should  be  changed  to  one  which  was  less 
competitive,  if  not  noncompetitive. 

Mr.  Weinstein.  No,  not  at  all.  Quite  the  opposite.  We  are  propos- 
ing a  means  by  which  there  would  be  one  operating  agreement 
that  would  be  signed  between  the  United  States,  on  one  hand,  the 
single  entity  probably,  and  the  foreign  government,  on  the  other 
hand.  All  carriers  would  be  able  to  avail  themselves  of  that  operat- 
ing agreement,  master  operating  ^reement  so  you  don't  have  a 
half  a  dozen  individual  ones;  you  just  have  one  blanket  operating 
agreement. 

Then  all  U.S.  carriers  could  compete,  under  the  terms  of  that 
operating  tigreement.  There  would  be  no  restrictions.  Every  domes- 
tic carrier,  including  Western  Union — we've  had  testimony 
today 

Senator  ScHMrrr.  Except  those  restrictions  some  foreign  entity 
might  put  in  the  eigreement. 

Mr.  Weinstein.  Well,  that's  true.  To  the  extent  that  a  foreign 
entity  does  not  wish  to  provide  a  particular  service  to  the  public  in 
its  country,  you  probably  would  have  a  difficult  time  forcing  them 
to  offer  services  that  they  don't  want  to  offer. 

But  you  have  to  really  distinguish  between  two  sets  of  services: 
You  have  a  set  of  services  that  are  presently  being  offered  today  by 
today's  carriers;  and  then  you  have  another  set  of  services,  new 
innovative  services,  some  of  which  Graphnet  is  offering  today  do- 
mestically. 

Senator  Schmitt.  But  you're  still  going  to  have  a  central  manag- 
ing and  planning  authority;  right? 

Mr.  Weinstein.  Yes.  For  facilities  construction.  Just  as  the  bill 


Senator  Schmitt.  What  is  in  that  that  is  going  to  stimulate 
efficiency  and  innovation? 

Mr.  Weinstein.  Well,  I  am  having  a  little  trouble  understanding 
what  you  are  driving  at. 
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What  will  happen  will  be  that  all  U.S.  carriers,  under  our  pro- 
posal, will  be  able  to  offer  all  their  services  and  interconnect  di- 
rectly. 

Senator  Schmitt.  But  you're  separating  management  and  owner- 
ship right;  isn't  that  what  you're  advocating? 

Mr.  Weinstein.  Well,  let  me  put  it  this  way:  That  is  what  the 
bill  advocates,  S.  611.  And  I  am  supporting  that;  that's  correct. 

Senator  Schmitt.  In  such  a  bifurcation  or  separation,  don't  you 
run,  particularly  on  the  management  side,  into  a  major  problem  in 
instituting  efficiency  and  new  innovative  methods  of  delivering 
services? 

Mr.  Weinstein.  Well,  no,  because  the  single  entity,  the  interna- 
tional facility  manager,  is  not  offering  any  services  to  the  public. 
That  is  like  a  pipeline  company;  that  is  the  company 

Senator  Schmitt.  But  they  are  making  basic  management  deci- 
sions on  what  facilities  are  created. 

Mr.  Weinstein.  Just  facilities.  I  mean,  a  circuit  is  a  circuit.  The 
same  circuit  is  used  today  for  private  line  services,  for  telex  serv- 
ices  

Senator  Schmitt.  But  the  circuit  today  is  not  the  circuit  that  was 
used  10  years  eigo;  it  is  a  better  circuit. 

Mr.  Weinstein.  Well,  sure,  because  we're  using  maybe  satellite 
technology  today  that  we  weren't  using  20  years  ago.  To  that 
extent,  we  have  improved  facilities.  But  just  because  we  have  a 
satellite  today  which  may  offer  a  better  circuit  than  a  cable — and, 
by  the  way,  I  don't  know  that  that  is  necessarily  the  case 

Senator  Schmitt.  Well,  I  am  looking  for 

Mr.  Weinstein.  I  am  trying  to  distinguish  between  services  and 
facilities.  And  what  I  am  suggesting  is  that  the  facilities  will  be 
owned  by  this  consortium,  but  that  consortium  will  use  those  facili- 
ties in  a  way  that  it  sees  fit  to  be  able  to  offer  its  services  to 
customers.  It  would  be  the  members  of  the  consortium,  the  carriers 
themselves,  that  are  offering  services  to  the  public.  It  could  be 
Graphnet,  IIT,  RCA,  Western  Union. 

Senator  Schmitt.  But  where  are  the  incentives  for  the  introduc- 
tion of  new  technical  capabilities  through,  new  facilities? 

Mr.  Weinstein.  Well,  1  don't  think  that  there  is  a  particularly 
close  tie  between  the  facilities  and  the  services.  I  think  those  are 
two  separate  questions. 

I  think  that  what  the  bill  is  striving  towards  is  havii^  a  unified 
approach  toward  international  negotiations  with  respect  to  build- 
ing these  facilities  so  you  don't  have  the  hassles  that  we  have  gone 
through  in  the  past  between  whether  we  throw  another  satellite  up 
into  orbit  or  whether  we  build  a  new  cable. 

From  Graphnet's  perspective,  you  see,  we  would  like — even  today 
Graphnet  lefises  facilities  domestically  from  A.T.  &  T.  and  other 
carriers.  We  will  lease  our  facilities  from  the  carrier  that  offers  us 
the  cheapest  and  most  reliable  private  line  circuit.  We  then  use 
that  circuit  to  provide — to  put  together  our  own  network  and  offer 
our  own  services. 

Now,  if  A.T.  &  T.  offers  a  circuit  from  New  York  to  Waahington 
for  X  dollars  and  MCI  offers  it  for  x  minus  y  dollars,  we're  going  to 
lease  the  circuit  from  MCI.  Now,  I  am  assuming  that  the  circuits 
are  comparable  circuits. 
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Senator  Schmitt.  But  MCI  is  likely  to  offer  you  a  more  competi- 
■  tive  service,  a  newer  and  more  modern  circuit  system. 
Mr.  Weinstein.  That's  right. 

Senator  Schmitt.  Frankly,  I  don't  see  where,  in  the  arrangement 
-.  that  you  have  supported,  that  there  is  the  incentive  to  put  in 
_'  newer  and  more  modern  circuits  under  joint  ownership. 
'       Mr.  Weinstein.  In  other  words,  you  re  suggesting  that  because 

_   one  entity  would  own  both,  all  transmission  facilities 

^  Senator  Schmitt.  I  am  afraid  that  by  creating  this  system  envi- 
sioned by  S.  611  which  you  support,  that  you  have  done  to  the 
international  market  what  everybody  argues  we  have  allowed  to 

.    happen  to  the  domestic  market  through  A.T.  &  T. 

Mr.  Weinstein.  In  other  words,  you're  suggesting  that  there  is 
\  one  entity  that  controls  all  technology,  essentially,  on  an  overseas 
basis,  that  that  technology  would  not  move  forward  as  rapidly.  I 
don't  know,  really,  how  to  address  that,  other  than  to  say  I  think 
there  are  incentives  by  the  owners  of  the  facilities  to  offer  the 
cheapest  and  most  efficient  facilities  to  the  people  who  are  going  to 
be  using  those  facilities. 

At  this  point  you  may  be  getting  back  to  one  step  beyond  the 
people  who  own  the  facilities  back  to  the  point  of  the  people  who 
are  manufacturing  those  facilities.  In  one  case,  you  have  certain 
companies  that  are  building  satellites,  and  essentially  those  compa- 
nies are  going  to  be  competing  with  the  companies  that  are  build- 
ing cables.  I  guess  in  the  United  States  the  cables  are  built  by 
Western  Electric,  as  best  I  understand  it;  I  am  not  sure  about  that, 
though.  And  to  that  extent,  you  have  competition  in  the  manufac- 
turing industry.  People  who  are  developing  this  new  technology,  I 
can't  believe  that  if  there  was  a  new  technology  that  were  devel- 
oped in  the  next  few  years,  something  better  than  satellites  and 
better  than  cables  and  less  costly  than  each,  that  this  consortium 
that  owned  the  international  facilities  would  not,  in  fact,  move 
forward  to  make  use  of  this  new  technology. 

I  guess  you  have  to  bear  in  mind  the  fact  that,  yes,  each  of  the 
companies  has  a  particular  private  interest,  financial  interest  in 
what  develops  in  the  future,  but  at  the  same  time  this  single  entity 
has  to  weigh  the  public  interest  with  the  private  interest.  And  I 
dare  say  that  the  public  interest  should  certainly  be  an  overriding 
factor  over  the  private  interest  of  the  individual  carriers.  And  if 
that  facilities  manager  deemed  it  appropriate  to  go  with  a  new 
type  of  technology  because  of  the  inherent  advantages  of  that 
technology,  then,  in  fact,  that  would  be  the  decision  that  would  be 
made  on  behalf  of  the  United  States.  You  would  still  have  to  worry 
about  convincing  the  countries  on  the  other  side  that  that  is  the 
technology  that  should  be  used,  and  that  is  eilways  going  to  be  a 
problem. 

Senator  Schmitt.  Mr.  Knapp.  would  you  care  to  comment?  You 
have  addressed  this  to  some  degree  in  your  testimony. 

Mr.  Knapp.  I  quite  frankly  think  that  we  are  at  the  point  of 
having  a  consortium,  if  you  will.  We  have  got  a  monopoly  supplier 
of  satellite  service  today;  namely,  Comsat.  And  you  have  a,  if  you 
will,  a  consortium  in  cables — A.T.  &  T.  and  the  other  international 
service  carriers. 
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Dr.  Charyk  commented  this  morning  that  over  80  percent  of 
those  facilities  are  dedicated  to  the  use  of  A.T.  &  T.  for  voice 
communications  services.  I  see  no  reason  to  go  into  this  restructur- 
ing, in  this  creation  and  transfer  of  ownership.  I  think  it  is  an 
unnecessary  step,  totally.  I  think  that  v/e  are  there  now.  I  think 
that  we  have — again  I  will  say  we  have  got  a  monopoly  supplier  of 
satellite  services;  we've  got  a  consortium  arrangement  with  respect 
to  cables.  If  a  third  technology  arises,  we  will  deal  with  it  at  that 
time,  and  I  would  suspect  we  would  probably  move  into  the  1980'8 
in  providing  new  and  advanced  circuitry  and  that  those  people  who 
are  interested  in  investing  in  optical  fiber  cables  will  do  so. 

Senator  Schmitt.  Is  it  your  feeling,  Mr.  Knapp,  that,  except  for 
having  to  deal  with  foreign  correspondents  the  international  tele- 
communications system  can  operate  under  most  of  the  sfune 
ground  rules  that  we  would  establish  for  domestic  telecommunica- 
tions? 

Mr.  Knapp.  No.  I  think  we  probably  come  from  a  different  point 
of  view.  I  think,  in  the  case  of  the  domestic,  we've  got  control  over 
it.  We  have  a  situation  where  you've  got  a  dominant  carrier; 
namely,  A.T.  &  T.  In  the  case  of  the  international,  we  have  two,  in 
effect,  two  sources  of  facilities  provision.  We  have  very  aggressive 
competition  in  the  provision  of  record  data  services.  I  think  the 
international  service  and  the  international  market  is  distinctly 
different  from  that  that  we  have  domestically,  and  I  believe  that 
we  have  taken,  as  far  as  this  testimony  is  concerned  before  this 
committee,  we  have  taken  two  different  approaches  to  internation- 
al and  domestic. 

As  you  have  heard  today,  we  are  proposing  that  the  existing 
structure  which  we  have  is  generally  satisfactory.  Perhaps  the 
competitive  environment  in  the  record  data  field  can  be  metin- 
tained  by  allowing  us  to  prepare  ourselves  for  the  ultimate  compe- 
tition from  Western  Union  domestically.  We  frankly  believe  that 
International  Voice  has  a  monopoly  and  probably  should  stand  as  a 
monopoly  for  international  purposes.  And,  of  course,  that  has  no 
relationship  whatsoever  to  the  facts  that  are  existing  within  the 
domestic  marketplace  where  both  the  Commission  and  this  Con- 
gress have  been  wrestling  for  some  period  of  time  as  to  how  to 
increase  competition  and  how  to  change  the  status  quo  in  the 
United  States,  and  we  are  all  party  to  that. 

ITT  has  invested  $150  million  in  three  specific  systems  to  partici- 
pate in  that  competition.  So  1  think  you  will  find  that  ITT's  prior 
testimony  in  the  domestic  area  is  substantially  different  than  its 
testimony  in  the  international  area. 

Senator  Schmitt.  But  where  in  the  domestic  market  we  have 
control  over  both  ends  and  everything  in  between,  we  don't  have 
that  in  the  international  market.  One  end  is  controlled  by  a  foreign 
entity  although  there  is  some  leverage  there  presumably. 

What  you  are  saying  is  that  the  primary  problem  to  resolve  is 
the  need  for  coordination  in  planning  of  the  facilities;  is  that 
correct? 

Mr.  Knapp.  That  is  correct. 

Senator  ScHMrrr.  But  otherwise  you  would  like  to  see  as  much 
competition  as  possible  within  international  services,  if  not,  as  time 
progresses,  in  the  facilities. 
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Mr.  Knapp.  At  the  retail  level. 

Senator  Schmitt.  Understanding  that  the  international  area 
even  more  than  domestic,  requires  the  joint  use  of  facilities  for 
most,  if  not  all  services.  Is  that  correct? 

Mr.  Knapp.  That  is  correct. 

Senator  Schmitt.  But  you  might  foresee  a  time,  particularly  with 
respect  to  satellites,  when  there  could  be  competitive  satellite  serv- 
ices consistent  with  that  environment.  Is  that  possible? 

Mr.  Knapp.  As  I  state  in  my  testimony,  I  believe  the  competition 
obviates  the  necessity  for  rate  and  facility  relation.  I  am  not  pre- 
dicting that  ITT  would  put  up  their  own  satellite  system  tomorrow. 

Senator  ScHMirr.  But  you  would  not  eliminate  that  possibility  in 
the  future? 

Mr.  Knapp.  I  think,  again,  you  make  a  business  judgment  as  to 
whether  it  was  appropriate  in  light  of  every  other  facility  available 
to  you. 

Senator  Schmitt.  There  has  been  some  criticism  of  the  FCC's 
activities  in  the  international  arena.  Is  this  partly  because  of  a  lack 
of  understanding  of  the  technical  aspects  of  providing  international 
record  services? 

Mr,  Knapp.  No,  I  think  it  goes  back  to  a  very  fundamental  issue. 
For  whatever  reasons — and  I  have  never  been  able  to  find  out  the 
reason — there  seems  to  be  some  very  strange  bias  on  the  part  of 
the  Commission  staff  in  favor  of  satellite  technology.  As  a  carrier,  I 
need  both  facilities. 

Senator  ScHMnr.  Well,  that's  what  I  am  asking  you.  Isn't  that 
lack  of  understanding  of  the  differences  in  relationships  between 
cable  and  satellite  at  the  core  of  the  problems  that  you  have  with 
the  FCC  in  the  international  arena;  that  you  need  both? 

Mr.  Knapp.  We  have  stated  it  innumerable  times.  Europeans 
have  stated  it  innumerable  times.  I  can  honestly  profess  that  I 
cannot  explain  the  position  of  the  FCC  with  respect  to  the  way  in 
which  it  evaluates  the  relative  cost  of  cable  versus  satellite.  They 
use  a  way  that  is  not  rational. 

I  am  sure  if  Mr.  Ferris  were  here,  he  would  have  another 
answer. 

But  they  have  an  irrational  bias  in  favor  of  satellites.  I  don't 
have  a  bias  in  any  direction.  I  need  both  facilities.  The  Europeans 
need  both  facilities  because  they  are  carriers  just  like  we  are.  And 
we  need  an  entire  array.  We  need  it  in  sufficient  quantity  such 
that  the  customers  who  may  prefer  a  cable  circuit  to  a  satellite 
circuit,  or  a  satellite  circuit  to  a  cable  circuit,  depending  upon  what 
his  needs  are,  that  they  are  there  when  that  need  arises. 

And  I  do  not  understand  why  the  FCC  cannot  perceive  that  very 
simple  market  fact,  and,  therefore,  I  am  to  this  day  very  confused 
aa  to  why  they  have  intruded  to  the  extent  that  they  have  in  the 
planning  process. 

Senator  Schmitt.  Mr.  Kuyper. 

Mr.  Kuyper.  The  feeling  that  I  have  is  very  similar.  It  is  a  little 
hard  at  times  to  determine  why  the  FCC  has  pushed  so  hard  to 
protect  the  satellite  development,  other  than  its  initiative  asking,  I 
guess. 

As  a  carrier,  we  want  redundancy.  We  want  alternate  routing. 
We  want  technical  performance  that  gives  the  customer  reeisonab^ 
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service.  There  are  technical  features  in  both  satellite  and  cable 
that  make  them  specifically  desirable  for  different  applications. 

At  the  present  time,  something  over  70  percent  of  our  facilities 
back  to  the  U.S.  mainland  are  in  satellites.  The  problems  caused  by 
delay,  even  on  voice  transmission  of  the  satellite  circuits,  has  in- 
creased as  the  percentage  of  trafHc  on  satellite  has  increased;  the 
dissatisfaction  of  the  customer  has  sdso  increased. 

There  is  no  question  that  a  balancing  of  both  cable  and  satellite 
is  extremely  desirable,  and  while  Mr.  Knapp  expressed  the  Europe- 
an countries'  view,  I  can  certainly  testify  that  the  Asian  coun- 
tries— Japan,  Australia,  and  so  forth — concur  in  that. 

Senator  Schmitt.  Does  this  basically  result  from  the  fact  that 
satellite  circuit  costs  are  not  included  in  the  rate  base,  whereas 
cable  costs  are,  and  that  forces  you  in  the  direction  of  satellites;  is 
that  correct? 

Mr.  KuvPER.  No.  I  think  that,  as  a  carrier,  certainly,  when  you 
lease  a  circuit  from  Comsat  or  Comstar  or  whether  you  invest  in  a 
cable,  there  is  a  financial  impact  on  a  company  there.  But  I  can 
tell  you  that,  from  our  point  of  view,  that  is,  by  far,  a  secondary 
consideration.  Everything  we  look  at  is  on  the  basis  of  the  service 
to  the  customer  in  meeting  the  technical  performance  and  service 
demands.  You  go  with  one  or  the  other,  even  when  inefUciencies  to 
some  degree  creep  in  because  of  the  need  for  that  balance.  That  is 
the  price  of  having  service  available  when  it  is  needed. 

Senator  Schmitt.  Thank  you,  gentlemen.  We  appreciate  your 
testimony  on  the  bills.  I  understand  that  we  are  meeting  again 
tomorrow  at  2  p.m.  in  this  room,  235. 

The  hearing  is  adjourned. 

[Whereupon,  at  4:20  p.m.,  the  hearing  was  adjourned,  to  be  re- 
convened on  Thursday,  May  10,  1979.] 
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